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The  Fundamentals  of  Accountancy. 

By  Lawrence  R.  Dicksee,  M.Com.,  F.C.A. 

(Professor  of  Accounting  and  Business  Organisation  in  the 
University  of  London.) 

Addressing  himself  to  the  Student  who  is  starting  his  career 
as  an  Accountant^  Professor  Dicksee,  the  eminent  Author 
of  this  series  of  Educational  Articles,  explains  the  true 
nature  of  accounts  and  the  transactions  recorded  by  them  in 
an  explicit  manner  that  cannot  fail  to  be  grasped  by  the 
beginner. 

Introduction. 

Tiie  Editor  of  the  Accountanf  s  Journal  has  been  good  enough  to  ask 
me  to  write  a  series  of  twelve  educational  articles  for  articled  clerks 
upon  Bookkeeping  and  Auditing,  suggesting  that  they  might 
afterwards  be  reproduced  in  book  form  and  would  form  a  first  text- 
book upon  these  subjects." 

There  can,  I  think,  be  very  little  doubt  that  there  is  still  room  for 
something  of  this  kind.  Conditions  generally  are  very  different  from 
what  they  were  in  1881,  when  I  was  articled,  in  that  there  is  now 
almost  a  super-abundance  of  text-books  available  to  the  accountant 
student ;  but  I  think  tlie  book  has  still  to  written  that  is  really 
suitable  for  the  student  who  has  just  signed  his  articles,  to  whom  as 
yet  the  whole  atmosphere  of  the  accountant's  office  is  entirely  new. 
In  the  nature  of  things,  some  are  more  favourably  situated  than  others, 
in  that  some  will  always  be  able  to  get  help  if  they  will  only  take  the 
trouble  to  ask  questions ;  but  few  are  so  favourably  situated  that  they 
are  in  a  position  to  know  precisely  what  they  would  like  to  ask,  or  to 
find  at  hand  someone  really  capable  of  answering  their  enquiries  in 
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a  manner  that  will  be  altogether  intelligible  to  the  complete  novice,  and 
at  the  same  time  serve  to  inspire  in  him  a  lively  interest  in  his  new 
profession. 

I  am  undertaking  the  present  work  in  the  hope  that  I  may  be  in  a 
position  to  anticipate,  by  personal  experience,  at  least  the  majority 
of  the  difficulties  of  the  average  young  articled  clerk,  and  to  smooth 
out  those  difficulties  in  a  way  that  will  serve  to  build  up  an  enduring 
foundation  on  which  to  erect  a  subsequent  structure  of  useful  know- 
ledge and  experience,  while  at  the  same  time  keeping  alive  in  the 
beginner  that  fire  of  enthusiasm  with  which  it  is  not  altogether  un- 
reasonable to  assume  that  he  started  his  profession — a  fire  which  is 
but  too  often  allowed  to  burn  out  for  want  of  a  little  kindly  attention. 

I. — What  Accounts  Are. 

It  is  a  mistake  to  start  with  the  assumption  that  Accounting  is 
essentially  a  question  of  figures.  Accounting  is  essentially  a  narra- 
tion of  things  that  have  happened.  The  sort  of  things  that  have  to 
be  recorded  in  connection  with  actual  business  are  ideas  that,  in 
general,  can  be  recorded  more  concisely  by  employing  figures  than  by 
leaving  them  out ;  but  it  is  very  essential  that  the  Student  should  realise 
from  the  outset  that  the  figures  are  part  of  the  method,  rather  than 
part  of  the  principle  of  accounting,  and  that  from  time  to  time  it  may 
be  very  necessary  to  revise  the  figures  in  order  that  they  may  indicate 
with  reasonable  fairness  the  ideas  that  they  are  intended  to  convey. 

In  general  terms,  an  account  is  nothing  more  than  a  narrative,  or 
record,  of  something  that  has  happened.  Formerly,  the  records  of 
what  had  happened  in  connection  with  a  business  were  invariably 
recorded  in  bound  books,  and  the  law  in  some  countries  still  requires 
them  so  to  be  recorded  :  hence  the  term  "  Bookkeeping."  For  a 
quarter  of  a  century  or  more,  however,  it  has  been  recognised  in  this 
country  that,  for  many  purposes,  bound  books  represent  a  most  incon- 
venient method  of  recording ;  hence  the  more  general  term  Account- 
ing "  is  to  be  preferred,  as  more  accurately  describing  the  process  of 
recording  things  that  have  happened  in  the  life  of  a  business. 

II. — Transactions,  and  the  Parties  to  Them. 

These  things  (the  subject  of  the  record)  are  commonly  spoken  of  as 
"transactions."  The  word  well  describes  their  nature  so  long  as  we 
pause  to  consider  what  the  word  really  means.  An  alternative  word, 
conveying  precisely  the  same  idea,  is  cross-dealings,  which  has  the 
advantage  of  indicating  at  once  a  fact  that  must  never  be  forgotten ; 
that  it  takes  two  parties  to  make  a  transaction,  and  that  the  trans- 
action consists  of  a  transfer,  or  carrying  across,  of  some  form  of 
wealth — whether  money,  goods,  or  services — from  one  party  to  another 
party ;  a  transaction  which  inevitably  involves  upon  the  recipient  the 
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liability  to  make  a  corresponding  return  hereafter  before  matters  (or 
accounts)  are  settled  as  between  tlie  two. 

In  the  nature  of  things,  a  business  house  has  transactions  with  all 
sorts  of  different  parties.  It  is,  however,  important  to  bear  in  mind 
that  the  business  house,"  as  such,  is  but  an  abstraction;  that  in 
the  nature  of  things  it  can  only  enter  hito  practical  affairs  through  the 
intervention  of  human  beings  acting  as  its  agents.  Students  rarely 
hnd  any  difficulty  in  grasping  this  idea  as  regards  a  company,  even 
although  they  may  have  somewhat  inaccurate  ideas  as  to  the  legal 
constitution  of  a  company.  It  is  of  great  importance  that  they  should 
realise  that  the  principle  holds  good  equally  with  regard  to  a  busi- 
ness house  owned  by  two  or  more  persons  in  partnership,  or  even  by 
a  single  individual.  We  must  endeavour  to  realise  that  the  accounts 
of  ' '  the  business  house, ' '  however  constituted,  are  the  accounts  of  what 
has  happened  to  this  abstraction,  and  not  of  what  has  happened  to 
one  or  more  (or  all)  of  the  individuals  who  may  for  the  time  being 
happen  to  be  proprietors  of  the  business  house.  That  is  to  say,  the 
student  must  recognise  that  whatever  may  be  done  by  proprietors  or 
partners  or  directors,  just  as  much  as  that  which  is  done  by  employees 
or  agents,  is  something  done  by  an  individual  on  behalf  of  the  busi- 
ness house,  by  an  agent  acting  on  behalf  of  his  principal,  and  that  a 
proper  system  of  accounting  for  the  business  house  requires  a  record  to 
be  kept  of  what  these  agents  have  done  on  its  behalf,  and  therefore 
of  how  they  stand  with  regard  to  it,  just  as  much  as  it  requires  a 
record  to  be  kept  of  what  mere  strangers  or  outsiders  may  have  done 
in  relation  to  the  business  house  in  question. 

The  young  student  is  often  encouraged  by  text-books  to  approach 
the  subject  of  accounting  from  the  point  of  view  of  what  it  would 
be  reasonable  for  a  man  to  record,  if  he  were  in  the  position  of  being 
the  proprietor  of  the  business  in  question.  It  cannot  be  too  clearly 
pointed  out  that  the  accounts  of  a  business  house  are  something  entirely 
different  from  the  accounts  of  the  proprietor  or  proprietors  of  that 
house,  and  that  accordingly  nothing  but  confusion  can  result  from 
approaching  the  matter  from  this  mistaken  point  of  view.  The  proper 
view-point  is  to  regard  the  person  responsible  for  the  keeping  of  the 
accounts  as  an  entirely  detached,  and  therefore  impartial,  Registrar 
of  events ;  as  somebody  whose  whole  duty  it  is  to  be  strictly  fair  as 
betv/een  contending  parties,  as  someone  occupying  a  quasi-judicial 
position,  who  in  the  nature  of  things  can  neither  gain  nor  suffer 
personally  by  anything  that  has  happened,  or  may  happen,  to  the  busi- 
ness house.  This  may  seem  to  be  a  somewhat  glorified  view  of  the 
position,  and  perhaps  it  but  ill-accords  with  the  rates  of  remuneration 
ordinarily  paid  to  bookkeepers ;  but  it  is,  nevertheless,  the  only 
possible  view-point  for  the  student  who  really  wishes  to  understand 
the  principles  of  accounting,  to  reduce  accounting  methods  to  real 
principles,  i.e.  to  inflexible  rules  that  will  serve  their  purpose  under 
-all  conceivable  kinds  of  conditions. 
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Audit  Programmes  and  Procedure— L 

By  Andrew  Binnie,  F.C.A.,  C.A. 

The  following  contribution  is  the  first  of  a  series  of  articles 
specially  written  for  the  "Journal  "  by  Mr.  Andrew  Binnie, 
the  zvell-known  writer  on  accountancy  subjects.  After 
describing  the  routine  procedure  common  to  all  audits  the 
programmes  will  deal  with  the  special  features  to  which 
particular  attention  must  be  paid  in  conducting  the  audits 
of  various  classes  of  business,  and  will  set  out  concisely  the 
salient  points  to  be  noted  in  the  audit  of  different  under- 
takings. 

Preface. 

The  study  of  history,  it  has  been  said,  takes  the  place,  to  some 
extent,  of  experience.  The  same  may  be  said  of  Audit  Programmes, 
which  embody  in  an  organised  form  the  fruits  of  accumulated  experi- 
ence. Programmes  are  also  useful  as  a  remembrancer,  or,  in  the 
more  vivid  language  of  America,  as  a  ''tickler,"  so  that  nothing 
material  be  overlooked,  and  they  enable  audits  to  be  carried  out 
"  according  to  plan  "  in  a  systematic  manner,  with  a  consequent 
saving  in  time.  Moreover,  the  practitioner  can  add  to  the  programmes 
from  time  to  time  as  fresh  points  arise,  and  so  add  to  the  common 
stock. 

There  is  much  that  is  common  to  every  type  of  audit,  and  we  will 
endeavour  in  this  series  of  programmes  to  group  together  what  is 
common  ground  (thus  avoiding  needless  repetition),  and  to  set  out 
under  distinctive  headings  points  which  arise  in  special  matters. 

Apart  from  variety  in  type,  one  may  divide  audits  broadly  mto  two 
classes — 

(i)  Audits  in  which  the  direction  and  management  are  such  that 
the  bookkeeping  and  other  records  are  kept  in  an  organised  form  and 
efficiently  controlled,  so  that  the  facts  may  be  readily  ascertained  and 
tested,  leaving  the  Auditor  to  his  proper  function,  which  is  to  see  that 
the  facts  are  properly  put  together  on  sound  principles — in  other 
words,  that  the  Balance  Sheet  is,  in  his  opinion,  true  and  correct. 
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(2)  Audits — still  too  numerous — in  which  the  bookkeeping  is  in- 
efficient, and  the  records  in  confusion,  so  that  the  Auditor  himself 
has  to  seek  out  the  necessary  information  and  explanations  "  and  to 
rectify  or  even  write  up  the  books  and  raise  the  accounts. 

It  is  obvious  that  as  regards  the  former  class  the  Auditor  may,  by 
exercising  discretion  and  judgment,  be  able  very  much  to  curtail  the 
detail  work  prescribed  in  programmes. 

In  principle  the  intention  in  company  matters  is  that  the  Auditor 
should  stand,  as  it  were,  between  the  Directors  and  the  Share- 
holders, and  not  between  the  Directors  and  their  employees,  whose 
work  should  be  controlled  by  an  internal  system  of  check.  The 
Auditor  should  therefore  lose  no  suitable  opportunity  of  making 
suggestions  as  to  expert  bookkeeping,  organisation,  and  control,  which 
will  enable  him  to  restrict  his  work  as  far  as  possible  to  his  true  func- 
tion, which  is  to  audit  accounts  raised  by  others. 

Common  to  all  Audits. 

Ticking  Postings  and  Checking  Casts. 

It  is  usual  for  the  Auditor  to  test  the  accuracy  of  the  books  by 
ticking  at  least  part  of  the  postings  from  the  Day  Books,  Journals, 
and  Cash  Books  to  the  Ledgers,  and  by  checking  part  or  the  whole  of 
the  casts  of  the  books.  Distinctive  ticks,  the  form  of  which  is  common 
knowledge,  should  be  used  for  postings,  castings  and  Ledger  trans- 
fers. The  checking  should  be  done  in  ink.  The  same  colour  of  ink 
should  not  be  used  two  years  in  succession.  A  change  of  colour  is  of 
the  greatest  assistance  in  agreeing  books.  It  enables  balances  to  be 
extracted  more  rapidly  and  correctly,  and,  as  experience  shows,  errors 
are  detected  which  might  otherwise  be  passed  over  again  and  again. 

How  far  these  operations  need  be  carried  out  is  clearly  a  question 
of  circumstances.  It  is  only  where  the  books  have  not  been  well  kept 
and  not  agreed,  and  efficient  control  is  lacking,  that  the  Auditor  need 
call  over  the  whole  of  the  postings,  check  all  the  casts,  and  agree  the 
books  himself.  Where,  however,  the  organisation  is  sound,  and  the 
bookkeeping  on  expert  lines,  ticking  and  casting  may  be  curtailed. 

Notes. 

(i)  If  efiectively  and  completely  carried  out,  the  processes  of  ticking 
postings  and  checking  casts  prove  that  the  postings  and  castings  are 
correct,  that  the  postings  have,  in  fact,  been  made  to  the  accounts  to 
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which  they  purport  to  have  been  posted,  and  they  ensure  the  arith- 
metical accuracy  of  the  Trial  Balance  as  a  preUminary  to  the  searching 
scrutiny  of  the  Personal  and  Impersonal  Accounts  which  is  an  essential 
part  of  the  audit.  Ticking  does  not  prove  that  all  sales  have  been 
entered  in  the  Day  Book,  or  all  purchases  entered  in  the  Bought  Day 
Book,  or  that  all  the  cash  received  and  paid  has  been  entered  up. 
It  does,  however,  ensure  that  all  the  entries  which  do  appear  in  the 
Da.y  Books,  Journals,  and  Cash  Books  have  been  posted.  After  the 
ticking  to  the  Ledgers  has  been  completed,  the  Ledgers  should  be 
examined  in  order  to  see  whether  there  are  any  unticked  items,  and 
such  items,  if  any,  should  be  scrutinised  closely.  An  item  of  cash 
received  not  ticked  in  the  Ledger  suggests  that  moneys  have  been 
collected  and  not  entered  in  the  Cash  Book,  the  Ledger  Account  being 
closed  off  by  a  single  entry  in  order  to  cover  the  omission.  An  unticked 
cash  paid  item  is  unlikely  to  be  found.  An  unticked  credit  item  in 
the  Ledger  suggests  that  a  fictitious  entry  has  been  made  to  cover  up 
an  irregular  cash  payment.  The  entry  may  take  the  form  of  a  purchase 
which  has  never  been  made,  or  returns  which  have  never  been  returned, 
The  wTi ting-off  as  bad  of  a  debt  which  has  been  collected  and  not 
entered  in  the  Cash  Book  is  another  form  of  fictitious  entry.  The 
auditor  should,  therefore,  satisfy  himself  that  the  unticked  items  do 
represent  bona  fide  transactions  which  have  taken  place,  doing  so  by 
reference,  as  regards  sales,  to  delivery  notes,  as  regards  purchases,  to 
invoices,  as  regards  cash  received,  to  counterfoil  receipts,  and,  as  regards 
cash  paid,  to  vouchers,  or,  faUing  production  of  these  documents,  by 
direct  inquiries  addressed  to  independent  sources  of  information. 
Cases  of  this  kind  are  very  much  the  exception  and  can  only  arise 
where  there  is  a  lack  of  proper  organisation  and  supervision. 

(2)  As  regards  the  Impersonal  Accounts,  the  modern  system  of 
columnar  bookkeeping  (now  adopted  by  all  experts)  obviates  a  great 
deal  of  ticking,  since  only  totals  are  posted.  The  columnar  system 
enables  the  auditor  to  see  at  a  glance  to  what  Impersonal  Account  each 
item  has  been  relegated,  and  errors  can  be  readily  detected,  so  that 
there  is  a  considerable  saving  of  time,  not  only  to  the  bookkeeper  but 
to  the  auditor,  where  columnar  methods  are  in  use. 

(3)  The  tedium  of  ticking  postings  and  checking  casts  may  some- 
times be  avoided  by  applying  other  tests  of  a  more  conclusive  nature. 
For  instance,  in  the  case  of  rents  receivable  a  duly  authenticated 
rent-roll  will  show  the  total  which  ought  to  be  received.  Where  the 
columnar  system  of  bookkeeping  is  in  use  the  total  rents  received  can 
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be  readily  arrived  at  from  the  Cash  Book,  By  adding  the  receipts 
to  the  arrears,  at  the  end  of  the  year,  less  the  arrears  at  the  beginning 
of  the  year,  a  complete  agreement  should  be  reached.  To  arrive  at 
this  agreement  will  usually  take  less  time  than  ticking  and  casting  the 
Rent  Ledgers,  and  is  a  conclusive  test,  provided  the  amounts  in  arrear 
are  proved  to  be  in  order  and  that  the  rents  received  have  been  duly 
traced  through  the  Cash  Book  to  the  bank.  The  same  principle  may 
be  applied  to  rents  payable.  In  the  case  of  insurance  companies  it  is 
possible  to  obtain  an  independent  statement  of  the  premiums  which 
ought  to  have  been  collected  in  any  year,  and  to  agree  that  figure  with 
the  cash  received,  together  with  the  agents'  and  other  balances  out- 
standing, and  so  to  prove  the  accuracy  of  the  cash  received  in  respect 
of  premiums,  instead  of  ticking  off  the  whole  of  the  Ledgers  and  examin- 
ing countless  counterfoil  receipts.  In  making  agreements  of  this  type 
the  facts  are  likely  to  be  sifted  much  more  closely  than  by  ticking  and 
casting.  An  expert  auditor  will  usually  apply  these  more  incisive 
method?  where  it  is  possible  to  do  so. 

In  this  series  of  programmes,  in  order  to  avoid  repetition,  it  will 
be  assumed  that  such  ticking  as  is  necessary  has  been  done  on  a 
thought-out  plan  to  a  definite  end,  and  not  merely  in  a  desultory  way, 
and  that  if  only  a  part,  and  not  the  whole  of  the  postings  and  castings 
are  checked,  a  variation  in  the  work  done  is  made  from  year  to  year, 
so  that  in  any  case  some  sections  of  the  books  are  checked  completely. 
For  example,  the  whole  of  the  cash  received  might  be  checked  to  all 
the  Ledgers,  the  cash  items  in  the  Ledgers  being  subsequently 
scrutinised  in  order  to  make  sure  that  there  are  no  unticked  cash  items 
requiring  investigation.  As  already  mentioned  (in  Note  i),  the  essen- 
tial point  is  that  the  Auditor  should  feel  satisfied  as  to  the  accuracy 
of  the  Trial  Balance — from  which  the  Balance  Sheet  is  raised — as  a 
preliminary  to  the  scrutiny  of  the  Personal  and  Impersonal  Accounts. 
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The  Principles  of  Costing— I. 

By  A.  Cathles.  O.B.E.,  C.A. 

Without  an  accurate  knowledge  of  cost  of  production  a 
manufacturer's  business  becomes  a  game  of  blind  man's  buff." 
Air.  Cathles,  who  makes  this  statement,  was  Assistant 
Controller  of  the  Factory  Audit  and  Costs  Department  at 
the  Ministry  of  Munitions.  In  the  follotving  series  of 
articles  he  explains  the  fundamental  principles  to  be  followed 
in  organising  a  proper  system  of  Scientific  Cost  Accounts, 
a  matter  on  which  the  advice  and  help  of  professional 
Accountants  is  insistently  called  for  to-day. 

Introductory. 

II  one  were  to  select  haphazard  any  number  of  firms  in  Great  Britain 
to-day  who  are  producing  in  quantity,  say  six  different  articles,  and 
whose  accounts  show  a  profit  on  the  year's  working,  not  i  per  cent, 
of  them  could  definitely  state  the  proportion  of  that  profit  that  is  being 
contributed  by  each  class  of  article  produced.  The  chances  are  that 
in  the  great  majority  of  cases  one  or  two  good  lines  are  producing  large 
profits  and  the  others  are  resulting  in  losses. 

As  the  practice  of  costing  is  spreading  so  manufacturer  after  manu- 
facturer is  discovering  that  goods  which  were  considered  to  be  dividend 
payers  are  actually  the  opposite.  One  example  (and  it  is  by  no  means 
an  isolated  case)  will  serve  to  illustrate.  A  small  business  recently 
changed  hands  on  the  basis  of  the  trading  results  for  the  past  twelve 
years.  The  profits  for  that  period  had  been  steadily  in  the  neighbour- 
'lood  of  ;^8,ooo  per  annum.  No  cost,  or  even  departmental,  accounts 
Had  been  kept,  but  the  purchaser,  being  a  live  man,  investigated  the 
cost  of  production  and  sales  of  each  of  the  five  departments.  The 
results  obtained  from  the  first  four  departments  were  alarming.,  inas- 
much as  each  showed  a  working  loss,  which  over  the  four  aggregated 
;^i2.ooo  per  annum.  The  fifth  department  was  turning  out  a  profit  of 
;^2o,ooo  per  annum.    Net  result,  £d>,ooo  profit. 

It  is  conceivable  that  it  may  be  necessary  in  some  businesses  to  sell 
part  of  the  output  at  a  loss  in  order  to  retain  a  market  for  the  paying 
lines,  but  it  is  essential  for  the  manufacturer  to  know  the  amount  of 
the  loss  he  is  incurring  on  the  one  part  and  the  profit  he  is  making  on 
the  other,  if  he  is  to  be  assured  of  a  net  profit  on  the  year's  woi:king. 
Such  assurance  can  only  be  gained  from  the  employment  of  some 
method  whereby  the  cost  of  manufacturing  and  marketing  each  class 
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of  production  is  ascertained.  Without  that  knowledge,  a  manufactur- 
ing business  becomes  as  a  game  of  bhnd  man's  buff,  the  manufacturer 
being  the  blindfolded  one,  and  the  balances  (debit  and  credit)  of  the 
Profit  and  Loss  Account  being  the  only  other  participants  in  the 
game.  These  balances  are  silent  and  elusive  and  as  each  one  is  caught 
it  is  unrecognisable,  and  so  the  game  continues  until  at  the  end  one 
is  in  hand,  the  bandages  are  stripped  from  the  manufacturer's  eyes 
and  he  finds  that  the  small  or  big  one  he  holds  is  either  profit  or  loss. 
If  it  proves  to  be  the  former,  his  hopes  have  been  realised  ;  if  the  latter, 
he  can  scarcely  even  guess  how  it  happened. 

It  may  be  confidently  stated  that  most  manufacturing  businesses 
in  this  country  to-day  are  run,  apart  from  the  technical  side  of  them, 
on  pure  guess-work,  and  that  it  is  by  the  veriest  chance  that  they  make 
profits.  They  work  on  estimates  which  are  often  but  shots  in  the  dark, 
and  they  trust  to  luck. 

Thoughts,  beliefs,  and  hopes  all  have  their  proper  places  in  business, 
as  in  everyday  life,  but  on  cost  of  production  knowledge  is  the  essential. 

Estimates  are  the  corelatives  of  costs,  and  they  also  have  their  place 
in  every  well-organised  business,  for  it  is  not  sufficient  to  know  what 
an  article  does  cost,  it  is  necessary  to  know  also  what  it  ought  to 
cost.  Neither  is  sufficient  without  the  other,  for  what  is  the  use  of 
knowing  what  an  article  ought  to  cost  if  one  does  not  know  what  it 
actually  does  cost  ? 

The  manufacturer  may  say  that  so  long  as  he  knows  what  it  does 
cost  him  to  produce  and  market  an  article  it  is  sufficient  for  his  purpose, 
for  then  he  will  know  at  what  price  he  can  afford  to  sell  it.  In  saying 
that  he  would  be  wrong,  for  he  would  be  making  out  that  he  was  content 
with  the  volume  of  business  he  was  doing  and  with  the  profit  he  was 
making.  No  up-to-date  business  man  is  content  with  what  is.  No 
business  can  stand  still.  It  must  either  progress  or  go  backward,  and 
so  it  must  be  the  aim  of  every  manufacturer  to  be  ever  striving,  while 
maintaining  the  quality,  to  reduce  the  cost  of  his  production  as  the 
surest  road  to  increased  business  and  increased  profit. 

Departmental  accounts  are  in  a  way  also  Cost  Accounts,  for  on  the 
one  side  they  show  the  cost  of  running  each  department  and  on  the 
other  the  proceeds  of  the  work  done  therein.  They  are  a  step  in  the 
right  direction — they  show  which  departments  are  being  run  at  a  profit 
and  which  at  a  loss — but  they  do  not  show  which  articles  manufactured 
in  each  department  are  making  that  profit  or  loss.  Only  a  cost  system 
will  do  that. 
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A  "  cost  sj-stem  "  to  the  uninitiated  sounds  as  understandable  as 
a  Greek  word  to  a  man  who  does  not  know  Greek.  The  general  public 
has  a  hazy  idea  that  it  is  some  new  American  invention  which,  installed 
in  a  factory,  will  of  itself  work  wonders  in  the  way  of  making  articles 
more  cheaply,  and  generally  improve  everything  by  gingering  up  the 
workers  and  increasing  the  profit  for  the  manufacturer.  It  is  not  an 
American  invention,  although  generally  speaking  the  American 
manufacturer,  being  less  conservative  than  his  brother  on  this  side  of 
the  Atlantic,  has  been  quicker  to  adopt  and  instal  a  cost  system  in  his 
factories.  That  he  has  benefited  greatly  thereby  there  is  no  shadow 
of  doubt,  but  that  even  he  has  yet  far  to  go  is  evidenced  by  a  statement 
made  at  a  comparatively  recent  date  by  the  "Federal  Trade  Commis- 
sion "  that  an  amazing  number  of  manufacturers  have  no  adequate 
system  for  determining  their  costs.  That  statement  applies  with  even 
greater  force  to  the  manufacturers  of  Great  Britain. 

The  Three  Divisions  of  Expenditure. 

In  the  financial  books  of  a  business  the  expenditure  is  recorded  in 
numerous  accounts,  but  for  the  purposes  of  costing  it  is  divided  under 
three  heads  only,  namely.  Wages,  Materials,  and  Oncost,  and  these 
three  heads  cover  all  of  the  expenditure  which  enters  into  the  cost  of 
production  and  which  at  the  end  of  the  financial  periods  will  be  found 
in  the  Manufacturing,  Trading,  and  Profit  and  Loss  Accounts.  In 
these  accounts,  however,  will  also  be  found  certain  expenditures  which 
are  not  part  of  the  cost  of  production  but  which  are  really  appropriations 
of  profit,  such  as  income-tax,  excess  profits  duty,  interest,  dividends,  &c. 

"  Wages  "  covers  only  the  earnings  of  those  workers  who  are  directly 
engaged  on  production  and  which  can  be  clearly  recognised  as  charge- 
able to  one  definite  item  of  production.  Likewise,  "  Materials  "  covers 
only  the  material  that  actually  enters  into  the  manufactured  prorluct. 
"  Oncost  "  covers  the  whole  of  the  remaining  expenditure,  including, 
inter  alia,  rent,  rates,  repairs,  depreciation,  office  salaries  and  expenses, 
heating,  lighting,  power,  &c.,  and  indirect  wages  and  indirect  material. 
Indirect  wages  are  wages  paid  which  cannot  be  located  as  applicable 
to  a  definite  item  of  production,  e.g.  foremen  supervising  more  than  one 
job,  process,  or  operation:  general  labourers ;  power  plant  operatives; 
repair  staff ;  stores  staff  ;  watchmen,  &c.  Indirect  materials  are 
materials  that  are  incidental  to  the  processes  of  manufacture  but  do 
not  actually  form  part  of  the  finished  product,  such  as  "  tools," 
"  lubricants,"  &c. 
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What  a  Cost  System  is. 
A  system  of  costing  comprises  (i)  the  method  of  recording  and 
checking  the  hours  worked  by  all  employees  on  each  job,  process,  or 
operation,  whereby  the  wages  paid  to  them  in  respect  of  these  hours 
may  be  charged  to  the  particular  items  of  production  upon  which  the 
wage  expenditure  has  been  incurred  ;  (2)  the  method  of  recording  and 
checking  the  materials  used  in  the  factory,  whereby  the  values  thereof 
may  be  charged  to  the  items  of  production  upon  which  they  have  been 
used  ;  and  (3)  the  method  of  collating  the  remaining  expenditure  and 
of  arriving  at  bases  upon  which  such  may  be  spread  over  the  various 
departments  of  the  factory  and  over  the  production  in  these  depart- 
ments during  the  period  in  which  the  expenditure  was  incurred. 

Organisation  of  the  Factory. 

No  system  of  costing  will  prove  successful  if  the  organisation  of  the 
factory  is  bad.  In  other  words,  method  cannot  enter  into  the  collec- 
tion of  the  figures  upon  which  costs  are  based,  unless  there  is  already 
method  in  the  administration  of  the  business.  The  first  step,  therefore, 
in  the  installation  of  a  cost  system  is  to  create  an  efficient  organisation 
for  the  works  and  office,  under  which  the  men  at  the  head  of  each 
department  and  section  have  their  duties  clearly  defined. 

An  ideal  organisation  for  a  business  of  average  size  would  necessitate 
at  the  fountain  head  a  managing  director  or  general  manager  with  whom 
would  rest  the  final  responsibility  for  all  that  happened  in  the  factory. 
Under  the  managing  director  and  directly  responsible  to  him  only  for 
the  work  of  their  departments  would  be  : — 

Purchasing  Department. 

1.  The  Purchasing  Manager,  whose  duty  it  would  be  to  purchase  all 
raw  material,  finished  parts,  and  stores  required  for  the  business.  In 
most  works  of  any  size  this  post  is  a  most  responsible  one,  and  it  increases 
in  responsibility  as  the  expenditure  involved  by  its  activities  increases 
in  value.  This  department,  which  is  divided  into  sections  to  accord 
with  the  main  classes  of  material  purchased,  receives  from  the  works' 
side  advice  of  the  classes  and  quantities  of  materials  required,  and  its 
only  duties  are  to  purchase  such  materials  in  the  best  market,  to  keep 
records  of  the  orders  placed  and  the  deliveries  received  in  respect  of 
same,  and  to  see  that  suppliers  deliver  to  time. 

Production  Department. 

2.  The  Works'  Manager  in  charge  of  the  Production  Department. 
It  is  the  function  of  this  officer  to  manufacture  art^'cles  or  goods  in 
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such  quantities  as  the  managing  director  instructs,  with  labour  which 
he  himself  must  find,  and  with  material  provided  for  him  by  the 
Purchasing  Department. 

Under  his  control  are  found,  beside  the  activities  of  the  departments 
and  shops  actuallj''  engaged  upon  production,  the  following  six  sections, 
viz.  ; — 

{a)  Planning  and  Progress. 

(b)  Labour. 

ic)  Welfare. 

{(1)  Drawing  Office, 

{e)  Engineering. 

if)  Stores. 

When  instructions  are  received  for  the  manufacture  of  certain 
articles  it  is  the  function  of  the  Planning  Section  to  see  that  the  neces- 
sary material  is  made  available  ;  to  see  that  the  requisite  drawings 
and  specifications  are  available  for  the  foremen  ;  to  arrange  where, 
when,  and  how  the  work  is  to  be  done.  It  then  issues  its  instructions 
(works'  orders)  to  the  shops,  and  thereafter  watches  and  records  the 
progress  of  the  work,  and  if  it  falls  behind  schedule  it  is  the  duty  of 
this  section  to  take  such  steps  (in  consultation  where  necessary  with 
the  officials  affected)  as  are  required  to  enable  the  return  to  schedule 
by  time  of  completion. 

The  work  of  the  Labour  Section  comprises  the  engagement  of  all 
workers  required  in  the  factory  and  the  keeping  of  the  historical  records 
of  each  worker  so  engaged. 

The  Welfare  Section  looks  after  the  well-being  of  the  workers  during 
working  hours,  and  also  after  the  healthy  entertainment  of  the  workers 
in  their  leisure  hours.  The  proper  organisation  of  the  work  of  this 
section  has  its  beneficial  effects  upon  the  efficiency  of  the  work  done 
in  the  factory. 

The  Drawing  Office  is  responsible  for  the  working  drawings  of  all 
articles  to  be  manufactured,  and  for  the  drawings  of  all  tools  to  be 
used. 

The  Engineer's  duties  comprise  the  supervision  of  all  machinery  and 
of  the  power  supply  ;  the  repair  and  maintenance  of  the  machinery, 
together  with  the  installation  of  new  machines  and  the  necessary  shafting 
therefor  ;  the  repair  and  maintenance  of  buildings,  and  the  control  of 
any  new  structural  work  undertaken  by  the  firm's  own  staff. 

The  Storekeeper  is  responsible  for  the  physical  custody  of  all  materials, 
stores,  finished  parts,  and  finished  products  of  the  business.  His 
is  the  duty  of  seeing  that  sufficient  stocks  of  all  materials,  &c.,  are 
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maintained  to  ensure  that  none  of  the  work  will  be  held  up  awaiting 
supplies,  and  to  this  end  he  must  give  timeous  notice  of  requirements 
to  the  Purchasing  Section. 

In  a  large  factory  it  is  not  possible  for  the  works'  manager  efficiently 
to  supervise  all  the  production  departments  or  shops  himself,  and  he 
therefore  has  the  help  of  assistant  works'  managers  in  charge  of  depart- 
ments or  groups  of  departments,  and  under  them  again  the  foremen, 
charge  hands,  and  so  on. 

Inspection  Department. 

3.  The  Chief  Inspector  in  charge  of  the  Inspection  Department.  The 
duty  of  this  officer  is  the  essential  one  of  seeing  that  all  products, 
whether  finished  goods,  finished  parts,  or  only  partly  finished  articles, 
conform  to  specification.  The  necessity  for  such  services  as  are  ren- 
dered by  this  department  becomes  the  greater  according  as  the  number 
of  processes  or  operations  through  which  an  article  has  to  pass  in  the 
course  of  manufacture  increases.  The  department  is  divided  into 
sections  to  correspond  with  the  manufacturing  departments  whose 
production  requires  inspection. 

Sales  Department. 

4.  The  Sales  IManager  at  the  head  of  the  Sales  Department.  The 
function  of  this  department  is  to  sell  the  products  of  the  business  and, 
after  selling,  to  instruct  the  storekeeper  to  dehver.  It  controls  all  the 
agencies  of  selling,  including  travellers  and  advertising,  and  it  receives 
and  tabulates  all  orders,  creating  statistics  that  provide  information 
quickly  on  the  sales  of  each  traveller,  the  purchases  of  each  customer, 
the  consumpt  of  each  area,  &c. 

Accountants'  Department. 

5.  The  Chief  Accountant.  The  function  of  this  officer  is  that  of 
recording,  in  the  appropriate  books  of  account,  all  the  dealings  ot  the 
business  in  money  or  money's  worth. 

The  Accountants'  Department  is  divided  into  five  sections  in  charge 
of  the  following  assistants,  namely  : — 
(a)  General  Accountant. 
{b)  Chief  Timekeeper. 
(c)  Chief  Wages  Clerk. 
{d)  Stores  Accountant. 
(e)  Cost  Accountant. 
The  duties  of  the  General  Accountant  consist  of  the  keeping  of  the 
usual  books  of  account,  including  Purchase  Journal,  Creditors'  Ledgers, 
Sales  Day  Book,  Debtors'  Ledgers,  General  Ledger,  Journal,  and  Bill 
Books.   -His  staff  do  not  write  up  the  Cash  Book  (that  being  done  by 
the  cashier),  but  all  postings  from  Cash  Book  to  Ledgers  are  done 
by  the  General  Accountant. 

The  work  of  the  Chief  Timekeeper  consists  of  the  organisation  and 
supervision  of  all  timekeeping  arrangements,  and  the  keeping  of  the 
records  of  the  arrival  and  departure  of  each  worker  in  such  a  manner 
as  will  enable  the  Wages  Office  to  prepare  the  payroll. 

It  is  the  duty  of  the  Wages  Office  to  prepare  the  payroll  from  the 
timekeeping  records  and  to  maintain  the  check  between  the  time 
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records  and  the  other  records  created  in  the  shops  of  time  spent  on 
various  jobs  (re  which  see  later  under  "  Wages.") 

The  Stores  Accountant  has  under  his  charge  all  Stores  Ledgers  in 
which  are  recorded  under  the  various  classes  of  material,  &c.,  in 
quantity  and  value,  all  receipts  into  store  and  all  issues  therefrom.  He 
is  also  responsible  for  the  Stock  Audit  (continuous  stocktaking)  which 
is  dealt  with  later  under  "  ^Materials." 

The  function  of  the  Cost  Accountant  is  to  gather  from  various  sources 
in  the  Works,  Stores,  and  the  Chief  Accountant's  Department,  informal 
tion  on  the  time  spent  on  each  job,  process,  or  operation,  the  materials 
used  on  same,  and  the  overhead  expenses  of  the  business,  and  to  record 
same  in  the  cost  books  in  such  form  that  the  cost  of  every  product  of 
the  factory,  and  every  service  rendered  in  or  by  the  factory  is  ascertain- 
able. The  explanation  of  the  methods  by  which  this  information  is 
obtained,  and  the  manner  in  which  it  is  recorded,  is  the  purpose  of  these 
articles  and  will  be  given  as  they  proceed. 

Secretary's  Department. 

6.  The  Secretary'.  This  officer's  department  may  be  divided  into 
three  sections.  First  he  is  responsible  for  the  receipt,  custody,  and 
disbursement  of  all  money  (including  the  payment  of  wages)  and  the 
recording  thereof  in  the  cash  books,  and  for  this  work  he  has  the  services 
of  the  cashier  and  his  staff.  Beyond  the  control  of  the  cashier  he  has 
all  the  board  work  to  attend  to,  and  he  is  responsible  for  the  registra- 
tion work  connected  with  share  issues,  transfers  of  shares,  annual  returns 
of  shareholders,  income-tax,  &c.  Thirdly,  he  has  the  supervision  of 
and  responsibility  for  all  the  general  office  staff  which  does  not  come 
specifically  under  any  one  department,  such  as  telephone  operators, 
commissionaires,  messengers,  cleaners,  and  so  on. 

The  Basis  of  Costing. 

After  the  organisation  of  the  works  and  office  staff  has  received 
attention,  the  next  step  in  the  installation  of  a  cost  system  is  to  decide 
whether  the  production  of  the  factory  is  such  as  will  lend  itself  best 
to  costing  by  jobs,  by  processes,  or  by  operations.  Job  costing  is 
applicable  where  the  orders  placed  on  the  shops  are  for  single  articles, 
or  for  definite  quantities  of  articles  which  will  be  produced  within  a 
relatively  short  period.  Process  costing  is  used  where  there  is  a  long 
run  on  the  manufacture  of  any  articles  in  the  production  of  which  only 
a  small  number  of  operations  has  to  be  performed.  Operation  costing 
is  suitable  where  repetition  work  is  being  done  on  which  the  operations 
are  numerous. 

In  some  factories  no  one  form  of  costing  would  be  suitable  for  all 
classes  of  production,  and  all  three  might  be  employed.  The  manu- 
facture of  motor  cars  by  mass  production  is  a  case  in  point.  There 
the  production  of  component  parts  would  be  costed  some  by  process 
and  others  by  operation,  while  the  final  assembly,  the  body  building, 
&c.,  would  be  job  costed. 

The  differences  that  the  form  of  costing  makes  are  to  be  found  only 
in  the  instructions  to  the  shops  to  proceed  with  the  work  and  in  the 
final  collation  of  the  cost  figures  by  the  cost  accountant.  The  system 
of  recording  time  worked  and  material  used  on  each  job,  process,  or 
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operation,  and  the  method  of  charging  thereto  a  proportion  of  the 
oncost  of  the  business  will  be  the  same  no  matter  what  form  of  costing 
be  decided  upon. 

Works'  Orders. 
It  will  be  remembered  that  it  is  the  duty  of  the  Planning  Section  to 
arrange  the  plan  of  manufacturing  campaign  and  to  see  that  the 
necessary  material  is  available.  When  all  is  ready,  the  next  step  is 
to  issue  to  the  foreman  concerned  instructions  to  proceed  with  the 
work.  These  instructions  are  in  writing  and  are  commonly  known  as 
works'  orders.  They  are  serially  numbered  and  provide  for  the 
following  information  : — 

(1)  Works'  Order  No. 

(2)  Date  of  Issue  of  Order. 

(3)  Foreman's  Name. 

(4)  Department. 

{5)  Description  of  work  to  be  done, 

(6)  Specification  of  material  to  be  used, 

(7)  Date  for  completion  of  the  work. 

(8)  Instructions  as  to  delivery  when  complete. 

(9)  Date  work  commenced. 
(10)  Date  work  finished. 

The  Works'  Orders  are  issued  by  the  Planning  Section  with  items 
I  to  8  filled  in,  and  items  9  and  10  are  entered  by  the  foreman.  The 
description  of  the  work  will  include  the  quantity.  Items  i  to  10  are 
applicable  for  job  costing.  For  process  costing  item  5  will  specify 
the  quantity  as  so  much  per  day  or  week,  and  items  7,  9,  and  10  might 
be  omitted.  For  operation  costing  the  form  would  be  the  same  as  for 
process  costing,  with  the  addition  that  the  various  operations  to  be 
performed  would  be  stated. 

In  a  small  factory  where  there  is  no  Planning  Section,  the  Works' 
Orders  are  issued  by  the  works'  manager. 

The  orders  are  made  out  in  quadruplicate,  one  copy  being  issued 
to  the  foreman,  one  to  the  storekeeper  that  he  may  be  advised  of  the 
material  that  will  be  drawn  from  him,  one  to  the  cost  accountant  that 
he  may  be  aware  of  the  work  being  done  in  the  shops,  and  the  fourth 
copy  retained  by  the  Planning  Section. 

In  the  cost  books  an  account  is  opened  for  each  Works'  Order  and 
to  such  account  should  be  charged  all  wages  and  materials  expended 
on  the  work,  and  a  share  of  the  overhead  expenses  incurred  in  the 
business  during  the  period  the  Works'  Order  is  in  force. 

Standing  Orders. 

Only  productive  work  (i.e.  actual  manufacture  of  goods  for  sale) 
is  done  under  Works'  Orders.  There  is,  of  course,  in  every  factory 
what  is  called  unproductive  work,  such  as  the  repair  of  buildings, 
plant,  machinery,  &c.  ;  the  creation  of  steam  or  electric  power  for 
consumption  in  the  business  ;  the  work  of  stores  staff,  transport  staff, 
general  labourers,  &c.,  and  such  work  has  to  be  controlled  and  costed 
also.  For  this  purpose  what  are  known  as  Standing  Order  Numbers 
are  fixed  for  each  different  class  of  this  unproductive  work,  and  to  these 
numbers  are  charged  all  time  spent  and  materials  used  on  such  work, 
as  will  be  explained  in  future  articles. 
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Legal   Obligations   and   How   They  May 

Arise. 

By  D.  F.  de  I  Hoste  Ranking,  M.A..  LL.D.* 

In  this  interesting  paper  delivered  to  members  of  the 
Institute  of  Bookkeepers  recently,  Dr.  Ranking  gives  an 
outline  of  the  various  legal  obligations  to  which  everyone  is 
subject,  tells  how  they  have  arisen,  and  illustrates  his  defini- 
tions with  practical  examples. 


"  Some  are  born  great ;  some  achieve  greatness ; 
and  some  have  greatness  thrust  upon  them." 

We  have  Malvolio's  authority  for  this  statement,  and  I  am  going  so 
far  to  make  use  of  it  as  to  parody  it  for  the  purposes  of  my  talk  with 
you  to-night.  I  would  put  forward  the  proposition  that  ''all  are  born 
''with  obligations;  most  acquire  obligations;  and  very  many  have 
"  obligations  thrust  upon  them."  Let  us  first  see  what  is  meant  by 
an  obligation,  and  we  shall  then  see  how  impossible  it  is  for  us,  while 
living  in  a  normal  state,  to  avoid  being  subject  to  obligations.  The 
only  person  of  whom  I  can  at  the  moment  think  as  being  free  from 
obligations  is  Robinson  Crusoe  after  his  shipwreck  and  before  the 
coming  of  Friday,  he  was  entitled  to  say  : — 

"  I  am  Monarch  of  all  I  survey  ; 
My  right  there  is  none  to  dispute." 

But  no  other  person,  unless  in  a  similar  position,  could  ever  make  the 
same  boast;  the  moment  any  individual  comes  into  contact  with 
another,  or  others,  he  and  they  become  mutually  subject  to  obligations. 
For  what  is  an  obligation?  It  is  simply  a  bond ;  something  which 
unites  an  individual  to  his  fellows,  giving  him  rights  as  against  them 
and  subjecting  him  to  duties  towards  them. 

Upholders  of  the  rights  of  man  used  to  propound  as  an  axiom  the 
statement  that  "  all  men  are  born  free  and  equal,"  but  so  far  as  the 
question  of  freedom  is  concerned  this  axiom  is  demonstrably  false; 
the  mere  fact  of  a  man  being  born  implies  that  he  at  once  becomes  a 
member  of  a  community,  and  this  in  itself  negatives  the  idea  of  his 

*A  lecture  delivered  to  members  of  the  Institute  of  Bookkeepers, 
London,  on  March  4th  1920,  Mr.  Frank  H.  Finlaison  in  the  chaii*. 
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absolute  freedom,  since  that  freedom  can  only  be  exercised  subject  to 
the  equal  right  to  freedom  of  action  of  each  and  every  other  member 
of  the  community.  It  is  a  vain  boast  for  anyone  to  say  I  am  a  free 
man ;  I  can  do  what  I  please."  This  is  impossible ;  every  man  must 
so  regulate  his  conduct  that  he  shall  not  infringe  on  the  rights  of 
others,  nor  is  it  any  more  true  for  a  man  to  say  I  can  do  what 
I  like  with  my  own."  He  must  so  use  that  which  is  his  that  he  shall 
do  no  hurt  to  others. 

Everyone,  then,  is  under  obligations ;  some  of  them  moral  only, 
others  capable  of  being  enforced  by  an  action  at  law — that  is  to  say, 
legal  obligations.  Of  these  legal  obligations  some  are  born  with  us, 
some  we  acquire  by  contract,  some  are  thrust  upon  us  by  statute  or  by 
the  action  of  other  persons. 

Now,  first,  as  to  the  obligations  which  are  born  with  us.  Every 
individual  of  a  community  is  born  with  rights,  and  this  very  fact 
involves  not  only  a  right  pertaining  to  himself  which  the  law  will 
assist  him  to  enforce,  but  an  obligation,  which  the  law  will  enforce 
against  him,  that  he  shall  not  infringe  the  corresponding  right  existing 
for  other  people.  Mr.  Underhill,  in  his  work  on  Torts,  divides  these 
rights  into  those  which  are  absolute,  such  as  the  right  to  personal 
safety  and  to  the  possession  of  property ;  those  which  are  qualified, 
which  consist  in  the  right  not  to  be  caused  loss ;  and  public  rights, 
such  as  the  right  to  use  a  highway.  A  violation  of  any  one  of  these 
rights  constitutes  a  tort,  a  term  which  has  been  defined  as  "  a  wrong 
arising  otherwise  than  by  breach  of  contract."  If,  then,  any  person 
by  an  unauthorised  act  or  omission  infringes  any  one  of  the  three 
classes  of  rights  mentioned  above  he  commits  a  tort  and  becomes  liable 
to  pay  damages  to  the  person  injured.  For  the  infringement  of  an 
absolute  right  the  sufferer  is  always  entitled  to  recover  damages  without 
its  being  necessary  to  prove  actual  damage  suffered ;  but  if  it  be  a 
qualified  right  which  has  been  infringed,  then  it  will  be  necessary  to 
show  actual  damage. 

The  infringement  of  a  right  may  be  active — that  is,  it  may  be  the 
result  of  an  action  on  the  part  of  the  offender,  done  with  the  inten- 
tion to  infringe  the  rights  of  another,  and,  therefore,  in  the  eye  of  the 
law  malicious ;  or  it  may  be  passive — that  is,  it  may  be  the  result 
of  doing  something  in  an  unlawful  manner  or  negligently  without  any 
intention  of  causing  injury,  But  which  does  in  fact  result  in  injury  to 
another  or  others ;  or  it  may  be  the  mere  omission  to  perform  some 
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duty  which  you  owe  to  others,  such  omission  resulting  in  loss  or 
damage. 

But  in  order  to  constitute  a  tort  the  act  or  omission  must  be  inten- 
tional on  the  part  of  the  offender,  and  not  the  result  of  pure  accident ; 
it  must  be  unauthorised,  and  the  damage  must  be  the  natural  and 
probable  result  of  the  act  or  omission.  Let  us  take  a  few  instances 
from  ordinary  life  to  see  how  the  statements  just  made  will  apply. 

You  are  going  along  the  street,  you  slip  up  and  fall  through  the 
plate  glass  window  of  a  shop ;  are  you  under  any  liability  for  the 
damage  caused?  The  whole  question  is,  Was  it  a  pure  accident? 
if  so,  you  are  under  no  liability ;  or  were  you  negligent?  that  is,  did 
you  fail  to  take  necessary  and  proper  precautions?  It  may  be  that 
you  were  so  busy  looking  at  that  pretty  girl  across  the  road  that  you 
failed  to  look  where  you  stepped — then  you  are  liable.  But,  you  tell 
me,  it  was  a  frosty  day,  I  stepped  on  some  ice,  and  not  only  did  1 
fall  through  the  window,  but  I  cut  myself  badly.  How  do  I  stand 
now  ?  I  shall  want  to  know  two  things  :  Were  you  walking  with  the 
ordinary  care  necessary  on  a  frosty  day  ?  and  How  came  the  ice  to  be 
there?  You  tell  me  that  the  shop-boy  had  been  washing  the  steps  or 
the  front  of  the  shop,  and  water  spilt  had  frozen  on  the  pavement  ; 
then  I  should  tell  you  that  not  only  are  you  not  liable,  but  that  you 
have  a  remedy  against  the  shopkeeper,  since  your  injury  arose  from 
the  omission  of  his  servant,  who,  in  view  of  the  frost,  should  have 
guarded  against  the  possibility  of  an  accident  occurring. 

Probably  more  torts  are  committed  involuntarily  than  voluntarily  ; 
they  are  rather  sins  of  omission  than  of  commission  ;  they  arise,  in  fact, 
from  negligence — that  is,  from  failure  to  perform  your  duty  to  others, 
for  where  there  is  no  duty  there  can  be  no  negligence. 

What,  then,  amounts  to  negligence?  It  has  been  defined  as  the 
:)mission  to  do  something  which  a  prudent  and  reasonable  man  would 
do,  or  the  doing  of  something  which  a  prudent  and  reasonable  man 
would  not  do. 

There  is  a  duty  imposed  on  us  all  to  take  care  that  we  do  no  injury 
to  the  person  or  property  of  others,  and  the  amount  of  care  to  be 
taken  will  vary  according  to  the  circumstances.  If  you,  when  in  a 
crowd  at  a  station,  elect  to  carry  your  stick  or  umbrella  under  your 
arm  in  such  a  manner  that  it  causes  damage  to  others  you  commit  a 
tort ;  and  still  more  care  will  be  needed  if  you  are  carrying  a  dangerous 
weapon  of  any  kind,  such  as  a  loaded  gun.    There  is  an  especial  duty 
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thrown  upon  those  who  are  in  possession  of  anything  dangerous  in  its 
nature  to  take  all  precautions  against  injury  to  others,  even  if  that 
injury  is  caused  by  the  intermeddfing  of  a  third  person.  If  you  leave 
a  loaded  gun  about,  and  a  servant  or  a  child,  while  meddling  with  it, 
shoots  a  third  person  you  are  liable,  even  though  you  may  have  given 
orders  that  the  weapon  should  not  be  touched,  or  that  the  charge  should 
be  withdrawn.  Still  more  is  this  the  case  where  you  supply  to  another 
person  for  use  something  which  you  know  to  be  liable  to  cause  injury. 
Should  you  in  such  a  case  fail  to  warn  the  person  that  special  care 
is  needed  you  will  be  liable  if  injury  results — thus,  where  a  person 
negligently  compounded  a  hairwash  of  dangerous  chemicals  he  was 
liable  for  damage  caused ;  and  a  firm  who  sold  chlorinated  lime  were 
held  liable  for  damage  caused  by  an  explosion  while  it  was  being 
opened,  because,  knowing  of  the  possible  danger,  they  failed  to  warn 
the  purchaser.  This  duty  is  the  same  even  if  you  receive  no  benefit 
from  the  transaction,  as  in  the  case  of  a  gratuitous  loan ;  if  you  are 
asked  for  the  loan  of  your  motor  cycle,  for  instance,  and  fail  to  warn 
the  borrower  of  some  defect  known  to  yourself,  you  will  be  liable 
should  injury  result  from  the  defect.  A  special  duty  to  see  that  no 
injury  is  caused  to  the  person  or  property  of  others  is  thrown  upon 
those  who  have  possession  or  control  of  dangerous  animals,  or  of  pro- 
perty of  any  kind  which  is  of  a  dangerous  nature.  If  any  person 
keeps  a  wild  animal  he  is  liable  for  any  damage  he  may  do,  whether 
or  no  he  knew  that  particular  animal  was  dangerous.  In  the  case  of 
injury  caused  by  domestic  animals  it  must  be  proved  that  the  owner 
knew  or  had  reason  to  suppose  that  the  particular  animal  was  danger- 
ous. A  farmer  keeps  a  dangerous  bull  on  his  own  land ;  he  is  not 
liable  for  injury  which  it  may  do  to  a  trespasser,  but  he  will  be  liable 
if  it  attacks  a  person  to  whom  he  has  given  permission  to  cross  his 
land,  or  if  it  escapes  on  to  the  highway  and  injures  a  passer-by. 

What  is  called  the  rule  in  Fletcher  v.  Rylmids  has  established  the 
soundness  of  the  Roman  maxim  Sic  utere  tuc.  ut  alienum  non 
laedas,"  which  means  that  in  using  your  own  property  you  must  be 
careful  that  you  do  not  injure  your  neighbours ;  and  this,  though  you 
m.ay  have  taken  all  possible  precautions  to  guard  against  injury,  if 
injury  results,  you  are  liable.  You  are  strolling  along  the  highway 
smoking  ;  a  gust  of  wind  blows  sparks  from  your  pipe  over  the  hedge 
where  they  .set  fire  to  a  hayrick ;  you  are  liable  for  the  damage,  even 
though  you  may  have  had  a  patent  cover  to  prevent  anything  of  the 
kind  happening. 
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If  you  undertake  to  do  a  gratuitous  service  for  another  you  under- 
take also  to  use  reasonable  care,  and  if  your  failure  to  do  so  amounts 
to  gross  negligence  you  will  be  liable  for  damage  resulting.  You  have 
just  got  a  new  motor,  and  a  friend  asks  you  to  give  him  a  lift ;  an 
accident  happens  and  your  friend  is  injured  ;  you  will  only  be  liable 
if  you  had  failed  to  exercise  reasonable  care.  But  supposing  that 
you,  in  the  same  circumstances,  feeling  "swankey,"  said  to  your 
friend,  Look  here,  old  bean,  I've  got  a  new  car,  come  for  a  spin,  ' 
then  you  not  only  warrant  that  you  will  use  reasonable  care,  but  you 
also  warrant  that  you  possess  the  necessary  skill ;  and  if  through  lack 
of  this  an  accident  takes  place  in  crowded  traffic  you  will  be  liable. 
In  the  first  case  your  friend  was  only  a  licensee ;  in  the  second  he 
was  an  invitee. 

A  somewhat  similar  difference  in  the  nature  and  extent  of  the  lia- 
bility towards  licensees  and  invitees  respectively  arises  in  the  case 
of  the  occupiers  of  premises. 

An  occupier  of  premises  owes  a  duty  to  all  persons  who  come  there 
upon  his  invitation  to  use  reasonable  care  to  prevent  damage  from  an 
unusual  danger  of  which  he  knows  or  ought  to  have  known.  We 
will  suppose  that  a  winter  sale  at  a  draper's  is  largely  advertised  ; 
there  is,  as  usual,  a  tremendous  rush  of  lady  customers  ;  the  floor  gives 
way ;  the  customers  fall  through  into  the  basement  and  damage  them- 
selves severely ;  is  the  owner  of  the  shop  liable?  He  will  be  if  he 
knew  or  ought  to  have  known  that  the  floor  was  unsound,  but  not 
otherwise. 

In  a  fairly  recent  case  a  lady  was  staying  at  an  hotel.  A  fire  broke 
out  during  the  night ;  she  attempted  to  lower  herself  from  the  bedroom 
window  by  a  rope  made  from  the  sheets ;  the  rope  broke  and  she  was 
injured.  Was  the  landlord  liable?  It  was  contended  on  his  behalf 
that  there  was  no  need  for  the  guest  to  seek  to  escape  in  this  way, 
since  there  was  an  emergency  exit  at  the  end  of  the  passage ;  but 
this  contention  was  set  aside,  and  it  was  held  that  the  injury  was  the 
direct  result  of  the  alarm  of  fire.  The  only  question  then  to  be 
decided  was.  Did  the  fire  originate  from  some  cause  of  which  the  land- 
lord ought  to  have  known  ?  The  house  was  an  old  one  modernised, 
and,  as  often  happens  in  ol'd  houses,  there  were  beams  running  across 
one  of  the  chimneys,  and  one  of  these  had  caught  fire.  This  was  a 
possible  danger  of  which  the  landlord  ought  to  have  known,  since  it 
was  known  to  his  servant,    the  architect,    whom,  he  employed  to 
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modernise  the  building,  and,  in  addition,  there  had  been  an  alarm  of 
a  similar  kind  previously.    The  landlord  was  liable. 

In  the  case  of  a  mere  licensee,  that  is  to  say  a  person  who  is  in  or 
upon  premises  not  on  any  business  in  which  the  occupier  is  interested, 
but  simply  by  permission  for  his  own  purposes,  the  liability  is  less. 
The  occupier  in  this  case  is  bound  to  see  only  that  there  is  nothing 
in  the  nature  of  a  concealed  trap — for  instance,  an  open  trap-door  in 
the  floor  left  unguarded. 

Since  the  public  has  a  right  to  use  highways,  there  is  a  duty  on  the 
owners  of  adjacent  property  to  see  that  buildings,  fences,  &c.,  do  not 
so  fall  into  disrepair  as  to  constitute  a  nuisance ;  otherwise,  if  injury 
results  to  passers-by,  they  will  be  liable. 

What  is  the  position  of  the  landlords  of  offices  or  flats  having  a 
common  stair  if  injury  result  either  to  a  tenant  or  to  some  visitor  or 
guest  of  a  tenant  owing  to  the  staircase  being  defective  ?  It  seems  very 
difficult  to  answer  this  question,  owing  to  conflicting  decisions.  There 
are  two  views,  the  first  being  that,  apart  from  a  contract  to  that  efl'ect 
with  the  tenant,  the  landlord  is  not  liable  to  keep  the  premises  in  repair, 
and  is  not,  therefore,  liable  for  damage  to  anyone  unless  it  arises  from 
something  in  the  nature  of  a  concealed  trap ;  while  even  if  there  be  a 
contract  to  repair,  this  is  only  between  the  landlord  and  the  tenant, 
and  could  not  be  sued  upon  by  a  servant,  guest,  or  visitor,  not  even 
by  the  wife  of  the  tenant.  The  other  view,  and  this  would  strike 
the  ordinary  man  as  the  more  reasonable,  is  that  the  landlord  is  bound 
to  keep  the  access  to  his  premises  in  reasonable  repair,  and  that  should 
he  fail  to  do  so  he  will  be  liable  for  resulting  injury  not  only  to  the 
tenant  himself  but  to  his  guests  and  visitors,  since  he  must  contemplate 
that  the  premises  will  be  used  by  such  persons. 

So  much  for  the  liabilities  which  may  be  said  to  attach  to  us  by 
reason  of  our  birth  into  an  organised  community ;  we  may  now  pro- 
ceed to  speak  of  the  liabilities  which  we  may  voluntarily  incur — that 
is,  those  arising  from  contract.  This  is  so  wide  a  subject  and  depends 
to  so  great  an  extent  on  the  nature  and  terms  of  the  contract  that  I 
can  only  deal  with  it  under  one  aspect — that  is,  the  resulting  liability 
of  each  contracting  party  to  carry  out  his  own  portion  of  the  contract 
and  to  do  nothing  to  prevent  execution  by  the  other  party.  It  is  well 
to  remember  that  if  you  enter  into  an  absolute  and  unqualified  contract 
to  do  a  certain  thing,  it  is  of  no  use  for  you  afterwards  to  say  that 
owing  to  some  happening  over  which  you  had  no  control  it  has  become 
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impossible  for  you  to  perform  your  contract ;  you  ought  to  liave  pro- 
vided for  this  possibility  in  the  contract  itself.  Apart  from  this,  your 
only  excuse  can  be  that  by  an  alteration  of  the  law  performance  has 
become  illegal,  or,  if  it  be  a  contract  of  personal  service,  that  perform- 
ance was  rendered  impossible  by  the  act  of  God.  Take  the  ordinary 
case  of  payment  of  rent  ;  supposing  you  lease  premises  for  a  term  of 
years,  and  those  premises  are  destroyed  by  fire,  you  will  still  have  to 
continue  paying  rent  for  the  remainder  of  the  lease,  unless  the  lease 
itself  provides  otherwise.  In  a  recent  case  a  house  held  on  lease  was 
commandeered  by  the  Government,  but  this  did  not  in  any  way  free  the 
tenant  from  his  liability  to  pay  rent,  though  he  had  not  possession 
of  the  premises. 

Especially  in  contracts  of  employment  is  it  essential  to  remember 
that  a  man  is  strictly  boundl^y  the  terms  of  his  contract,  and  that  the 
Court  is  disinclined  to  interfere  in  any  way  by  way  of  amendment  of 
the  term  unless  such  terms  are  illegal  or  are,  in  the  opinion  of  the 
Court,  grossly  inequitable.  In  a  contract  of  employment  a  condition 
is  very  commonly  inserted  that  the  employee  shall  not  for  a  certain 
period  after  quitting  the  service  of  the  employer  enter  into  similar 
employment  within  a  specified  radius.  This  is,  of  course,  in  the 
nature  of  a  contract  in  restraint  of  trade,  but  it  is  not  on  that  account 
necessarily  invalid.  It  is  only  contracts  in  general  restraint  of  trade 
— that  is,  contracts  not  to  engage  in  any  trade  or  business — which  are 
illegal  and  void.  If  the  restraint  is  only  with  regard  to  a  particular 
trade  or  business,  or  some  portion  of  a  particular  trade  or  business,  the 
only  question  which  will  guide  the  Court  in  deciding  whether  the 
restraint  shall  or  shall  not  be  enforced  is  this  :  Is  the  restraint  inequit- 
able ;  that  is,  is  the  limit  of  time  or  space  greater  than  is  necessary 
for  the  proper  protection  of  the  other  party  to  the  contract  ? 

A  contract  of  employment  carries  with  it  the  liability  to  exercise 
good  faith  towards  the  employer ;  therefore  an  employee  must  not 
only  refrain  from  communicating  the  details  of  his  employer's  busi- 
ness to  other  persons,  but  he  must  also  not  use  for  his  own  benefit 
information  which  he  has  acquired  during  and  by  means  of  the 
employment — that  is  to  say,  information  of  a  special  character,  such 
as  the  names  of  customers.  A  clerk  leaving  his  employer's  business 
with  the  intention  of  setting  up  for  himself  made  for  his  own  use  a  list 
of  the  employer's  customers  and  markets  and  certain  other  details ; 
the  Courts  compelled  him  to  give  up  the  documents  containing  this 
information  and  also  to  pay  damages  for  breach  of  trust. 

Probably  the  greatest  surprise  and  consternation  will  arise  when 
people  find,  as  they  often  do,  that  they  have  had  obligations  thrust 
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upon  them  through  the  actions  of  other  persons.  Of  course,  the  law 
constantly  imposes  on  us  unpleasant  obligations,  such  as  the  obliga- 
tion to  pay  rates  and  taxes ;  or  the  law  may  imply  an  obligation,  as, 
for  instance,  that  if  you  receive  money  which  ought  to  have  been  paid 
to  some  other  person,  you  shall  repay  it  to  the  true  owner.  But,  quite 
apart  from  this,  people  will  often  find  that  they  are  saddled  with  lia- 
bilities owing  to  the  action  of  other  persons.  For  instance,  a  principal 
is  liable  for  torts  committed  by  his  agent  acting  within  the  scope  of  his 
agency,  though  the  principal  may  be  quite  ignorant  of  the  tort,  and 
it  may  even  have  been  committed  contrary  to  the  principal's  directions. 
A  groom  drives  his  master  to  the  station  ;  he  is  told  to  go  straight  home, 
but,  to  please  himself,  takes  a  roundabout  route  and  does  injury 
through  careless  driving  :  the  principal  is  liable.  He  may  also  be 
liable  for  dereliction  of  duty  on  the  part  of  his  agent.  The  driver 
of  a  bus  allows  a  stranger  to  drive ;  an  injury  results.  The  bus  pro- 
prietors are  liable,  because  there  was  a  dereliction  of  duty  on  the 
part  of  the  driver,  their  servant  :  he  had  no  business  to  allow  a 
stranger  to  drive.  A  man  is  liable  for  torts  committed  by  his  wife, 
though  he  may  in  no  way  have  sanctioned  them,  or  even  known  of 
them ;  and  from  this  liability  he  can  only  free  himself  by  getting  a 
judicial  separation.  But  the  tort  must  be  a  pure  tort,  and  not  one 
arising  out  of  an  independent  contract  entered  into  by  the  wife.  A 
wife  had  a  motor  car,  her  private  property,  and  she  engaged  a 
chauffeur  to  look  after  it.  The  garage  was  in  an  unsafe  condition, 
and  the  chauffeur,  going  into  the  garage,  received  injury  through  some- 
thing falling  from  the  roof.  The  husband  was  not  liable,  though  the 
premises  belonged  to  him ;  the  injury  arose  directly  out  of  an  inde- 
pendent contract  entered  into  by  the  wife. 

Liabilities  may  also  be  thrust  upon  us  by  the  doctrine  of  estoppel, 
which  is  this  :  If  you  by  word  or  act  induce  another  to  believe  in  the 
existence  of  a  particular  state  of  affairs  which  does  not  in  fact  exist, 
and  that  other  acting  on  the  belief  suffers  loss,  you  must  compensate 
him  for  the  loss.  As  you  no  doubt  know,  a  man  is  not  bound  to 
examine  his  bank  pass-book,  and  if  cheques  are  forged  it  will  be 
no  defence  for  the  bank  to  plead  that  he  might  have  discovered  the 
forgery  earlier  if  he  had  examined  the  book,  but  if  he  does  examine 
it  he  is  entitled  to  rely  on  what  appears  in  it.  An  error  was  made  in 
adding  up  the  pass-book,  whereby  a  man,  under  the  impression  that 
he  had  a  larger  balance  than  was  actually  the  case,  drew  certain 
cheques  which  were  dishonoured.  The  bank,  having  misled  him, 
had  to  pay  damages  for  the  injury  to  his  credit. 

I  have  only  been  able  this  evening  to  give  you  the  barest  outline 
of  the  various  modes  in  which  obligations  may  arise ;  each  of  the  sec  - 
tions  of  my  lecture  might  be  expanded  into  many  volumes,  but  I  hope 
that  I  may  have  been  able  to  supply  you  with  some  little  basis  for 
future  study. 
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The  working  of  the  income-tax  forms  such  an  important 
part  of  an  accountants  duties  that  it  is  essential  that  students 
should  be  acquainted  with  the  fundamental  principles  of  the 
tax.  It  is  intended  in  this  series  of  articles,  specially 
written  by  the  Income-tax  Expert  of  "  The  Accountant to 
treat  the  subject  in  a  manner  intelligible  to  students,  and 
later,  to  work  up  to  the  higher  phases  of  the  subject. 

The  income-tax  does  not  charge  actual  income  but  a  statutory 
income  arrived  at  on  bases  that  vary  with  the  nature  of  the  source  of 
the  income.  In  the  near  future  it  is  probable  that  a  uniform  basis  will 
be  substituted  as  recommended  by  the  Royal  Commission,  but  the 
present  bases  will,  in  any  case,  exist  for  a  few  years  in  respect  of 
years  prior  to  the  year  of  change,  as  additional  assessments  may  be 
made  at  any  time  within  three  years  after  the  year  ol  assessment. 
The  bases  are  as  follow  : — 

fi)  Three  Preceding  Years'  Average. 

{a)  Trades  and  businesses. 
{}))  Prolessions. 

(c)  Foreign  and  colonial  possessions. 

{d)  Employments   except   under   limited   companies   or  public 
authorities. 

(2)  Preceding  Year. 

{a)  Bank  deposit  interest. 

{b)  War  stock  dividend?  paid  without  deduction  of  tax. 
(c)  Government  stock  dividends  where  not  exceeding  ^5  per 
annumr 

(3)  Year  of  Assessment. 

(a\  Employments  under  limited  companies  and  public  authorities. 

(fe)  Manual  wage  earners, 

(c)  Foreign  and  colonial  securities. 

id)  Property. 

{e)  Dividends  from  which  tax  is  deducted  at  the  source. 
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The  Schedules. 

The  income-tax  is  divided  into  five  schedules — A,  B,  C,  D,  and  E — 
and  separate  assessments  are  made  under  each  schedule.  The  scope 
of  the  schedules  is  as  follows  : — 

A- — Property. 

B.  — Farms. 

C.  — Government  dividends  paid  under  deduction  of  tax. 

D.  — Trades,  businesses,  professions,  employments  other  than  under 
limited  companies  and  public  authorities,  bank  interest  and  other 
interest  paid  without  deduction  of  tax,  such  as  on  war  stocks,  foreign 
and  colonial  possessions  and  securities. 

E.  — Employments  under  limited  companies  and  public  authorities. 

The  most  important  schedule  is  D,  and  this  is  divided  into  six  cases, 
as  follows  : — 

Case  I. — Trades  and  businesses. 

Case  2. — Professions  and  employments. 

Case  3. — Untaxed  interest. 

Case  4. — Foreign  and  colonial  securities. 

Case  '5. — Foreign  and  colonial  possession^;. 

Case  6. — Sweeping  case  to  cover  profits  not  covered  by  the  other 
cases. 

Administration., 

The  officials  with  whom  an  accountant  has  connections  are  : — 

Inspector  of  Taxes. — This  official  is  a  civil  servant  and  practically 
the  whole  of  an  accountant's  income-tax  relations  are  with  him.  He 
examines  returns  and  accounts  and  makes  the  inquiries  on  the  accounts. 
In  practice,  the  Inspector  makes  the  initial  assessments  under  Schedule 
D,  and  he  is  the  official  with  whom  accountants  agree  or  dispute 
assessments. 

Assessors. — These  officials  are  not  civil  servants  but  are  appointed 
by  the  Local  Commissioners,  and  their  sole  practical  duty  is  to  issue 
annually  the  forms  of  return. 

Collector — The  collector  is  usually  assessor  also,  and  he  is  appointed 
by  the  Local  Commissioners.    His  duties  are  in  col  lectin  er  the  tax. 

Local  Commissioners. — These  bodies  act  in  honorary  capacities  and 
consist  of  local  persons  of  standing.    They  hear  appeals  of  taxpayers 
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against  assessments,  and  their  decisions  on  points  of  fact  are  final,  but 
there  is  a  right  of  appeal  to  the  High  Court  on  points  of  law. 

Special  Commissioners. — The^e  Commissioners  are  civil  servants 
without  the  local  associations  of  Local  Commissioners,  and  the  tax- 
payer has  the  option  ot  appealing  to  the  Special  Commissioners. 

Procedure  to  Assessment. 

The  first  step  is  the  completion  of  the  annual  form  of  return.  This 
is  examined  by  the  Inspector  of  Taxes,  who  calls  for  the  accounts  and 
addresses  to  the  accountant  inquiries  as  to  charges  for  items  that  are 
not  deductible.  The  Inspector's  computation  of  the  liabihty  is  then 
submitted  to  the  accountant  for  agreement.  If  agreement  is  not 
effected,  an  estimated  assessment  is  made,  and,  on  receipt  of  the  notice 
of  assessment,  the  accountant  gives  to  the  Inspector  notice  of  appeal. 
Tliis  notice  must  be  given  within  21  days  of  the  date  of  the  notice 
ol  charge.  In  due  course  the  appeal  meeting  is  held,  and  the  account- 
ant appears  and  argues  the  case.  The  Inspector  produces  his  evidence 
in  support,  and  the  Commissioners  then  decide  the  matter. 

The  Average. 

The  assessment  under  Schedule  D  is  made  on  the  average  of  the 
three  trading  years  ending  next  before  the  commencement  of  the  year 
of  assessment.  Assume  that  the  profits,  alter  adjustment  for  income- 
tax  purposes,  are  : — 

£ 

Year  to  30th  September  1917  . .  . .  1,000 
„  „  „  1918  . .  . .  1,800 
w         „         „        1919     . .       . .  2,600 

The  cLSsessment  for  the  year  1920-21,  i.e.  for  the  year  to  5th  April 
192 1,  would  be  : — 

£ 

1917    1,000 

1918    1,800 

1919    2,600 

3)5.400 
£1,800 


Depreciation. 

Depreciation  is  added  back  in  arriving  at  the  adjusted  profit^  of 
each  of  the  three  years  forming  the  average,  and  an  allowance  is  made 
from  the  assessment.    Assume  that  the  profits  shown  in  the  above 


26 


Income  Tax  Practice. 


example  are  after  debiting  depreciation  of  ;^i5o  in  1917,  ,^140  in  1918, 
and  £i'?S  in  1919.    The  average  would  then  be  : — 

£  £  £ 

1917  ..            1,000  +  150  =  1,150 

1918  ..     ..     1,800  -f  140  =  I7940 

1919  ..     ..     2,600  +  125  =  2,725 

3)5.815 
£1.938 

From  this  an  allowance  would  be  made  for  depreciation  based  on 
the  wntten  down  value  at  the  end  of  the  last  trading  year  prior  to  the 
6th  April  1920,  i.e.  at  30th  September  19 19.  The  written  down  value 
is  not  that  shown  by  the  accounts  but  that  written  down  for  income- 
tax  purposes.    Assume  the  following  figures  : — 


Written  down  value  at  30th  September  1918  . .  . .  10,000 
Allowed  1919-20  at  5%    500 


9.500 

Additions  in  year  to  30th  September  1919        . .       . .  3,500 

At  30th  September  1919        . .       . .  13,000 
Allowed  1920-21  at  5%   650 


£12,350 

The  liability  for  1920-21  would  thus  be  £1,938,  less  ^650  deprecia- 
tion =  ;^1.288. 

AUow^ances . 

The  following  personal  allowances  are  made  to  an  individual,  as 
distinct  from  a  company,  when  the  total  income  from  all  sources  is  within 
the  Umits  mentioned. 

Abatements. 

Total  income  not  exceeding  £130    . .  exempt 
Exceeding  £120  „      „  400   . .  £120 

„        400   „      „  600    . .  100 

./        600   „      „  700    ..  70 

Children. 

When  total  income  does  not  exceed  ,^^800  an  allowance  is  made  for 
each  child  not  over  16  years  of  age  at  the  commencement  of  the  year 
of  assessment  For  the  first  of  these  children  the  allowance  is  £40,  and 
for  each  of  the  others  £25.  When  the  total  income  exceeds  ;^8oo  and 
does  not  exceed  ;^i,ooo  the  allowance  still  applies,  but  only  to  children 
under  16  apart  from  two  of  those  children. 

Wife. 

£^0  is  allowed  for  a  wife  when  the  total  income  does  not  exceed  /800. 

The  basis  of  these  allowances  is  amended  by  the  Budget  in  view  of 
the  report  of  the  Royal  Commission,  but  it  will  still  apply  to  past 
years. 

{To  he  continued.) 
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It  has  now  been  arranged  to  reply  to  Income  Tax  and 
Excess  Profits  Duty  queries  by  post,  but  only  to  actual 
subscribers .  The  replies  will  be  published  in  the  JournaV^ 
under  noms  de  plume.  A  stamped  addressed  envelope  should 
he  enclosed. 

Examination  Questions. 

In  view  of  the  approach  of  the  Institute  examinations  it  is  well  to 
consider  carefully  the  various  forms  of  relief  for  income-tax  and  Excess 
Profits  Duty.  As  an  accountant's  duty  is  to  obtain  the  maximum  of 
relief  for  a  taxpayer  it  is  reasonable  to  anticipate  that  an  examination 
will  pay  due  regard  to  such  forms  of  relief  as  are  not  allowed  without 
being  actually  claimed.  Many  of  the  war  reUefs  will  be  discontinued 
forji92o-2i,  but  as  these  reliefs  are  generally  only  claimable  at  the  end 
cf  a  year  of  assessment,  the  1919-20  reliefs  are  only  now  due. 

A  common  form  of  relief  is  that  under  the  revived  Section  133,  by 
which  the  average  is  altered  from  thaf  of  the  three  preceding  years  to 
that  of  the  three  years  including  the  year  of  assessment.  It  should 
be  noted  particularly  that  : — 

{a)  The  depreciation  is  not  affected.  Although  the  average  is 
carried  forward  by  a  year  the  depreciation  is  still  that  originally  allowed 
for  the  year.  WUh  a  trading  year  ending  at  31st  December,  the  original 
assessment  for  the  year  1919-20  would  be  on  the  average  of  the  three 
years  to  31st  December  19 18,  and  the  depreciation  would  be  based  on 
the  written-down  value  at  31st  December  1918.  Under  Section  133, 
the  average  would  be  on  the  three  years  to  31st  December  19 19,  but 
the  depreciation  would  still  be  on  the  written  down  value  at  31st 
December  19 18. 

{h)  The  diminution  in  profits  must  be  due  to  the  war. 
Section  29  oj  19 16  Act. 

This  section  allows  relief  when  the  actual  income  of  the  year  of 
assessment  is  more  than  10  per  cent,  below  the  assessed  income.  The 
following  points  should  be  noted  when  working  examples  : — 

ia)  The  relief  does  not  apply  if  the  reduction  is  exactly  10  per  rent. 

[b)  The  actual  income  is  the  income  of  the  year  of  assessment  calcu- 
lated on  income-tax  principles  regarding  allowable  expenses,  &c  In 
the  case  of  some  sources  of  income  there  may  be  a  larger  income  in  the 
year  of  assessment  than  the  assessed  income.  Bank  interest  and 
untaxed  War  Loan  interest  are  assessed  on  the  basis  of  the  preceding 
year,  so  that,  on  a  claim  under  Section  29,  the  income  of  the  year  of 
assessment  which  has  to  be  brought  into  the  claim  may  be,  and  often 
is,  larger  than  the  assessed  income.  The  succeeding  year's  normal 
assessment  is  not  affected  by  the  Section  29  claim  for  the  preceding 
year  having  taken  into  account  the  interest  which  will  be  normally 
assessable  for  such  succeeding  year. 

(c)  5The  difference  between  the  actual  profits  of  a  year  of  assessment 
from  a  particular  business  and  the  assessment  on  that  business  may 
alone  give  the  10  per  cent,  reduction,  but  if  e.g.  the  client  has  another 
business  in  which  the  profits  of  the  year  are  greater  than  the  assess- 
ment, the  claim  may  not  apply,  so  that  it  is  necessary  to  consider 
every  source  of  income  before  deciding  if  a  claim  applies. 
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[d)  If  the  trading  year  is  made  up  to,  say,  30th  June  or  30th  Sep- 
tember, it  is  the  usual  practice  to  split  the  accounts.  Assume  e.g.  that 
the  1919-20  assessment  on  a  business  is  ;^5.400  and  that  the  profits  of 
the  year  to  30th  June  1919  were  ;^3,ooo.  It  would  be  necessary  to 
await  the  accounts  to  30th  June  1920  before  the  claim  would  be  allowed. 
Assuming  those  accounts  showed  a  profi.t  of  ;^2,ooo,  the  "  actual  income  " 
from  the  business  for  the  purpose  of  the  claim  would  be  : — 

\      of       3,000        =  750 

I        of  2,000  —  1,500 

£2,250 

Excess  Profits  Duty  Deficiencies. 

The  points  to  be  noted  here  are  : — 

(a)  The  deficiency  does  not  apply  to  a  successor.  Thus,  if  A.  has 
sold  his  business  to  B.,  the  latter  does  not  benefit  from  A 's  deficiency. 

(b)  The  deficiency  must  be  calculated  at  the  rates  in  force  during 
the  period  in  which  it  accrued.  With  a  trading  year  to  30th  September 
a  deficiency  for  the  year  to  30th  September  19 17  would  be  as  follows  : — 

i  at  60%  +  f  at  80%    =  75%. 

Similarly,  for  the  year  to  30th  September  19 19,  the  rate  would  be  :  — 

I  at  80%  +  1  at  40%    =  50%. 

(c)  A  deficiency  gives  a  right  to  repayment,  and  the  repaid  sum 
becomes  assessable  to  income-tax  as  part  of  the  profit  of  the  year  in 
which  it  is  received.  It  has  already  been  allowed  as  a  deduction  when 
paid.  Assume  that  a  deficiency  of  ;^5oo  arose  in  the  year  to  30th 
September  19 19  and  that  it  was  repaid  on  ist  May  1920  against  Excess 
Profits  Duty  paid  for  the  year  to  30th  September  19 16 — it  being  noted 
that  repayment  is  made  against  the  earliest  year  for  which  there  is  a 
payment  of  Excess  Profits  Duty.  The  ;^5oo  was  allowed  against  the 
19 1 6  profits  for  income-tax  and  thus  reduced  the  averages  as  below  : — 


Profits  Year  to  30th  Sept.  1914   6,000 

,,                       1915   5,000 

,,           ,,          1916   7,000 

1917   5.500 

„           I,          1918   6,000 

,,                       M                    I9I9   4,000 

,1                                              1920   5,000 

The  19 17-18  assessment  wouid  be  : — 

£ 

19 14    6,000 

1915   5,000 

1916      £7.000  -  £500  =      ..     ..  6,500 


3)17.500 
£5,833 

The  1918-19  and  1919-20  assessments  would  be  : — 
1918-19  1919-20 

£  £ 

1915  ••     5,000  1916    ..     ..  6,500 

1916  ..     ..     6,500  1917     ..     ..  5,500 

1917  5,500  1918     ..     ..  6,000 


3)17,000  3)18,000 


£5.666  £6,000 
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The  £500  is  thus  fully  allowed  by  spreading  over  the  three  years' 
averages.  The  repayment  of  /500  becomes  a  profit  of  the  year  to 
30th  September  1920,  and  the  1921-22  assessment  becomes  : — 

£ 

1918    6,000 

1919   4,000 

19:0         £5,000  +  £500  =       ..      ..  5,500 

3)15.500 

£5,166 

The  1922-23  and  1923-24  averages  wilJ  complete  the  charging  of  the 
/500. 

i8go  Act  Claims. 

In  dealing  in  an  examination  ^vith  questions  involving  Section  23  of 
the  1890  Act  it  should  be  noted  that  the  main  principle  of  the  section 
is  to  give  inwied^'ite  relief  for  a  trading  loss,  instead  of  allowing  the 
loss  to  fall  into  subsequent  averages.  The  following  points  should  be 
carefully  watched  : — 

(a)  An  increasing  rate  in  the  £  is  unfavourable  to  a  claim,  as  allow- 
ance in  the  succeeding  three  averages  would  be  at  a  higher  rate  than  in 
the  year  in  which  the  loss  was  made  If  e.g.  a  loss  of  /i,ooo  wa«  made 
in  1919  when  the  rate  was  6s.  in  the  £,  and  the  rate  for  the  succeeding 
three  years  was  7s.  6d.,  a  claim  would  give  allowance  of  £300,  whereas 
by  the  normal  process  of  the  loss  falling  into  the  average*?  the  allowance 
would  be  7^^375. 

{h)  If  losses  are  likely  to  continue  or  are  of  so  large  an  amount  that 
they  can  neither  be  fully  allowed  against  tax  paid  or  payable  in  the 
year  of  assessment  m  which  the  loss  occurred  nor  in  succeeding  averages 
owing  to  avera£^e  losses  being  shown,  it  may  be  advisable  to  claim  relief 
under  the  section  irrespective  of  any  future  increase  in  rates  in  the  £, 

Directors'  Fees. 

A  correspondent.  "  Student,"  asks  if  any  increased  directors'  fees 
have  been  allowed  for  Excess  Profits  Duty  on  the  ground  of  the  high 
cost  ot  living. 

Legally,  the  Revenue  is  empowered  to  disallow  all  increases  in 
remuneration  of  directors.  In  practice,  the  question  of  increased  cost 
of  living  has  been  generally  disregarded,  just  as,  legally,  the  Duty  itself 
makes  no  provision  for  such  increases  in  the  case  of  a  proprietor  of  a 
business.  Increased  labours  of  a  director  have  also  been  disregarded 
in  practice.  It  could  be  urged  that  the  pre-war  standard  has  been 
reduced  by  the  directors'  fees  paid  in  the  pre-war  years  and  that  the 
accounting  period  profits  should  be  reduced  by  the  equivalent  in  value 
during  the  accounting  period.  To  this  it  could,  however,  be  rephed 
that  the  disallowance  is  made  because  of  the  similarity  between  the 
shareholding  director  and  a  partner  in  a  firm,  and  that  a  disallowance 
of  the  whole  of  the  remuneration  in  the  pre-war  period  and  the  account- 
ing period  would  be  equivalent  to  treating  the  director  as  a  partner 
and  would  give  the  same  result  as  disallowing  the  increased  remuneration 
only. 
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What  is  an  Accountant? 

It  is  undoubtedly  an  anomaly  that  in  a  paper  devoted  to  the  inter- 
ests of  accountants  this  question  should  form  the  subject  of  an 
article,  yet  how  many  of  our  readers  could  give  a  comprehensive 
definition  in  answer  thereto. 

Who  are  included  under  the  generic  term  accountant  ?  There  are  : — 

(1)  Chartered  Accountants  who  are  either  Fellows  or  Associates 
of  the  Institute  of  Chartered  Accountants  in  England. 

(2)  Incorporated  Accountants  who  are  either  Fellows  or  Associates 
of  the  Society  of  Accountants  and  Auditors  in  England. 

(3)  Chartered  Accountants  belonging  to  the  Scotch  Societies. 

(4)  Chartered  Accountants  belonging  to  the  Irish  Institute. 

(5)  Accountants  in  practice  engaged  chiefly  on  professional  account- 

ancy work  who,  in  some  cases,  are  members  of  other  societies. 

(6)  Accountants  in  practice  who   describe    themselves    as  such, 

although  doing  very  little  accountancy  work,  their  principal 
business  being  Rent  and  Debt  Collecting  and  Insurance 
Agencies. 

(7)  Accountants  in  Government  Departments  and  Municipal  and 

County  Council  offices. 

(8)  Accountants  to  Public  and  Private  Limited   Companies  and 

private  concerns. 

(9)  Accountants  who  act  as  clerks  to  Professional  Accountants. 

(10)  Accountants  who,  in  reality,  are  Ledger  Clerks. 

(11)  Cost  Accountants. 

(12)  Turf  Accountants  (the  best  arithmeticians  of  all  !) 

We  do  not  suggest  that  the  above  list  is  complete,  but  it  indicates 
how  wide  a  meaning  is  embraced  by  the  term  "  Accountant." 

So  far  as  professional  accountants  are  concerned,  their  work  is  of 
a  varied  character,  including  (inter  alia)  : — 

(1)  Audit  of  the  accounts  of  every  type  Qf  concern. 

(2)  Installation  of  systems  of  accounting. 

(3)  Preparation  of  Trading  Accounts  and  Balance  Sheets  for  con- 
cerns where  the  firm's  accountants  are  unable  tO'  do  so. 

(4)  Investigations  of  all  kinds. 

(5)  Acting  as  Trustees  in  Bankruptcy  and  Deeds  of  Arrangement, 

and  Liquidators  in  Company  Winding-up. 

(6)  Acting  as  Receivers. 

(7)  Acting  as  Secretaries  to  Limited  Companies. 

(8)  Company  promotion. 

(9)  Financial  Advisers  to  Companies  and  Individuals. 

(10)  Writing-up  Trust  books. 

(11)  Income-tax  and  Excess  Profits  Duty  work. 

(12)  Arbitrations. 
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(13)  Acting  as  Accountants  to  "  Pools  "  and  Trade  Societies. 

(14)  Installation  of  Cost  Systems. 

(15)  Acting  as  Directors  of  Public  Companies. 

When  the  question  of  "  Legislation  for  the  Profession  " — a  subject 
which  has  been  under  consideration  for  many  years — is  closely 
examined,  does  it  not  become  one  of  great  complexity  to  suggest  any 
solution  which,  whilst  not  affecting  the  interests  of  all  parties,  will 
at  the  same  time  afford  protection  to  the  public,  who  are  entitled  to 
know  what  is  an  "  Accountant  "  when  they  have  occasion  to  need 
the  assistance  of  a  member  of  the  profession. 

The  fusion  of  the  Institute  of  Chartered  Accountants  with  the 
Society  of  Accountants  and  Auditors  might  be  a  step  in  the  right 
direction  and  remove  some  of  the  difficulties,  but  it  is  unlikely 
the  sole  right  to  use  the  term  ''Accountant"  would  be  given 
to  the  members  of  those  two  bodies  to  the  exclusion  of  all  others.  If 
a  man  has  carried  on  his  business  honestly  and  to  the  best  of  his 
ability,  even  if  he  is  not  sufficiently  expert  to  reach  a  certain  standard, 
it  would  not  be  equitable  to  prevent  his  use  of  a  description  merely 
because  it  is  also  used  by  other  persons  who  have  attained  a  higher 
standard.  On  the  other  hand,  in  the  interests  of  the  community  it  is 
undesirable  that  certain  persons,  by  the  use  of  a  trade  description, 
should  represent  themselves  as  competent  to  do  certain  work,  when 
actually  they  do  not  possess  the  necessary  degree  of  efficiency. 

The  problem  is  one  which  some  day  will  have  to  be  faced ;  the 
danger  is  that  an  occasion  may  suddenly  arise  bringing  about  hurried 
legislation  that  will  not  prove  a  true  solution.  It  is  a  matter  more 
particularly  affecting  the  interests  of  the  younger  men,  and  it  should 
be  their  object  to  consider  the  question  from  every  standpoint,  in 
the  hope  that  some  practical  scheme  may  be  evolved. 

One  way — we  do  not  put  it  forward  as  a  recommendation — would 
be  to  scrap  "  all  the  existing  organisations  and  to  form  entirely  new 
bodies  with  fixed  descriptions,  certain  defined  work  falling  to  each 
class. 

Existing  practitioners  might  be  allowed  to  belong  to  two  or  more 
such  Associations,  if  their  existing  businesses  so  justified,  but  future 
membership  would  be  restricted  to  one  group  only. 

Instead  of  unification  of  the  profession,  it  would  be  classification 
and  differentiation.  To  explain  our  meaning  we  will  suggest  hypo- 
thetical groups  in  which  the  division  might  be  made. 

(1)  Chartered  Auditors. — The  Audit  of  the  Accounts  of  Limited 
Companies,  Private  Individuals,  Institutions,  Societies,  &c.  ; 
Investigations. 

(Members  of  the  Institute  or  Society  would  be  entitled  to  member- 
ship as  a  right.  Other  persons  would  either  have  to  produce  evi- 
dence of  their  fitness  or  pass  prescribed  examinations.) 

(2)  Public  Accountants. — General  Accountancy  Work,  Installation 
of  Accounting  systems,  Writing-up  books,  Preparation  of  Trading 
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Accounts  and  Balance  Sheets,  and,  on  receipt  of  License  from  Board 
of  Trade,  acting  as — 

{a)  Trustee  or  Liquidator,  &c. 

{b)  Receiver, 

{c)  Arbitrator. 

{d)  Taxation  Expert. 
(Admission  to  membership  would  be  as  (i)). 

(3)  Trade  Accountants  (non-practising). — Accountants  to  com- 
panies or  private  concerns  (including  Cost  Accountants)  who  could 
pass  tlie  necessary  examination  or  otherwise  produce  evidence  of  fit- 
ness for  membership. 

(4)  Official  Accountants. — Accountants  in  Government  Depart- 
ments, Municipalities,  County  Councils,  &c. 

(5)  Rent,  Debt  and  Miscellaneous  Accountants. — Those  carrying  on 
businesses  as  Accountants  not  mainly  engaged  on  work  under  (i)  or 
(2).  This  section  would  embrace  all  accountants  not  eligible  for 
membership  under  (i)  or  (2),  and  in  time  would  cease  to  exist. 

No  other  person  would  be  entitled  to  use  the  term  Accountant. 

We  should  suggest  one  Governing  body  for  the  various  Sections  pro- 
posed which  would  arrange  for  the  examinations  of  candidates  in 
each  division,  and  generally  deal  with  matters  of  discipline,  such 
Governing  body  acting  through  a  Council  for  each  class. 

We  are  fully  alive  to  the  many  objections  which  can  be  advanced 
against  a  scheme  of  this  kind,  and  we  do  not  suggest  that  it  is  ideal 
or  even  practicable.  Our  aim  is  to  induce  the  younger  members 
in  the  profession  to  consider  the  question,  and  the  object  of  this  article 
is  to  give  them  a  lead. 

There  would  be  many  advantages  in  drawing  a  more  distinct  line  of 
demarcation  between  the  functions  of  the  Auditor  and  the  Account- 
ant, particularly  from  the  public  point  of  view.  To  bring  all  account- 
ants under  one  control  would  open  up  wonderful  possibilities  for  pro- 
gress, for  research  work,  and  for  standardisation  of  methods  and 
accounting  systems.  In  addition,  examinations  could  be  arranged  for 
those  who  only  desired  to  obtain  diplomas  as  clerks. 

Scales  of  fees  could  be  fixed  for  different  classes  of  work,  salaries 
placed  on  a  more  satisfactory  basis,  and  a  power  exercised  in  connec- 
tion with  legislative  proposals  at  present  impossible  with  the  lack  of 
unity  in  the  profession  which  exists. 

Let  us  scrap"  sentiment,  let  us  look  at  the  profession  of 
accountancy  from  the  big  point  of  view,  let  us  fire  our  imagination 
with  the  possibilities  that  are  within  our  reach.  The  present  high 
position  held  by  accountants  is  due  entirely  to  those  pioneers  who 
founded  the  Institute  of  Chartered  Accountants — to  them  the  credit 
belongs ;  the  forty  years'  existence  of  the  Institute  has  not  been  forty 
years  spent  in  the  Wilderness,  but  forty  years  of  productive  work. 
It  is,  however,  the  burden  of  the  present  generation  to  devise  the 
-means  to  reach  the  Promised  Land. 
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The  New  Volume. 

We  hope  our  readers  will  appreciate  the  altered  form  of  the  first 
issue  of  the  new  volume  of  the  Journal,  and  that  the  changjs 
effected  will  make  the  periodical  of  even  greater  interest  than  H  has 
been  in  the  past. 

Our  aim  is  to  provide  a  monthly  paper  which  will  be  of  practical  use 
to  the  profession  generally,  and  particularly  to  accountant  students 
accountant  clerks,  and  accountants  in  industrial  undertakings. 

The  new  features  introduced  will,  we  hope,  be  regarded  as  a  step  in 
this  direction,  but  we  shall  nevertheless  always  be  glad  to  receive 
suggestions  from  our  readers  and  to  adopt  these  if  practicable. 

On  the  other  hand,  we  do  ask  our  readers  to  assist  us  in  making  the 
Journal  known,  and  we  will  gladly  forward  a  specimen  copy  to  any  of 
their  friends  if  they  will  kindly  send  us  their  addresses. 

The  Annual  General  Meeting  of  the  Institute. 

The  annual  general  meeting  ot  the  Institute  of  Chartered  Accountantsy 
will  be  held  on  the  5th  May. 

The  date  of  the  meeting  was  duly  announced  in  Tht  Accoimtani, 
together  with  the  names  of  the  retiring  members  of  the  Council,  in 
accordance  with  the  recommendations  of  the  Committee  which  was 
appointed  after  the  annual  general  meeting  last  year  to  inquire  into 
the  constitution  of  the  Council  and  the  method  of  election  of  its 
members. 

We  shall  be  interested  to  see  whether  the  members  generally  take 
any  action  as  the  result  of  this  notice  and  whether  any  additional 
members  are  nominated. 

Personally,  we  shall  be  surprised  if  any  outside  nominations  are 
received,  particularly  as  this  year  all  the  retiring  members  are  men 
held  in  high  esteem  by  the  profession  ger  erally. 

The  Budget,  1920. 

The  following  is  a  summary  of  the  Budget  proposals  of  the  Chancellor 
f  the  Exchequer  as  made  in  the  House  of  Commons  on  the  19th  ult. 
Income  Tax, — Standard  rate,  6s.  in  the  £. 

Differentiation  Relief. — Earned  income  subject  to  deduction  of  one-tenth 
(maximum  deduction  £200),  to  arrive  at  "  assessiable "  income  irre- 
spective of  amount  of  total  income. 

Assessable  income  will  be  amount  of  "  earned  "  income  (less  differentiation 
relief)  plus  "investment"  income  (hitherto  called  "unearned" 
income). 

Graduation. — 

[a]  Exemption. — Allowed  where  total  "assessable"  income  does  not 
exceed  ;!^i35  (in  the  case  of  an  individual  living  with  his  wife,  ^'225).- 
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{d)  Abatement. — Allow^mces  of  £,\Z^  and  ^'225  respectively.    [If  wife  has 

earned  income   allowance  increased  by  nine-tenths    of    such  earned 

income  (maximum  ;^"45)]. 
{c)  Children. — Allowainces  from  "  assessable"  income,  ^36  for  one  child: 

£2-]  for  each  subsequent  child.    [No  allowance  for  a  child  who  has 

an  income  of  over  £0^0  a  year  in  its  own  right.] 
[d)  De-pendent  Relatives. — Allowance  from  assessable  income,  ^25. 
\e)  Housekeefer. — Allowance  of  ;i^45  from  assessable  income. 

[Allowances  [b),  {c),  [d),  [e)  will  be  deductions  from  assessable  income., 
irrespective  of  amount  of  total  income.  Sum  remaining  will  be  "  tax- 
able "  income.] 

Reduction  of  Standard  Rate  of  Tax. — First  ;!^225  of  "  taxable  "  income 
shall  be  charged  at  half  standard  rate. 

Life  Assurance  Premiums. — Insurances  effected  before  22nd  June  igi6. 
Total  income  not  exceeding  ^1,000,  allowance  of  tax  at  half  standard 
rate.  Total  income  not  exceeding  _j<^2,ooo,  allowance  of  tax  three- 
quarters  standard  rate.  Insurances  effected  after  22nd  June  1916  : 
Allowance  of  tax  one-half  standard  rate,  irrespective  of  amount  of 
income. 

British  Subject  Resident  Abroad  will  be  allowed  the  benefit  of  various 
reliefs  above. 


Super  Tax, — Exemption  limit,  ^2,000. 


Existing  Rates. 

Proposed  Rates 

Incomes  ex- 

Incomes ex- 

ceeding £2,500 

ceeding  £2,000 

chargeable. 

chargeable. 

s  d 

s  d 

On  the  first  £2,000  of  the  incomv'5  .,   

Nil 

Nil 

,,     nex:      500*  (to  £2,500)        . .   

I  0 

I  6 

,,        500  (to     3,oco)  ..   

I  6 

2  0 

,,       ,,      1,000  (to     4,000)  ..   

2  0 

2  6 

,,       ,,      1,000  (to  5.000) 

2  6 

3  0 

,,       ,,      1,000  (to     6,000)  ..   

3  0 

3  6 

,,       ,,      1,000  (to     7,000)  ..   

3  6 

4  0 

,,       ,,      1,000  (to     8,000)  ..   

3  6 

4  6 

,,       ,,      1,000  (to     9,000)  ..   

4  0 

5  0 

,,       ,,      1,000  (to    10,000)  ..   

4  0 

5  0 

,,       ,,     10,000  (to   20,000)  ..   

4  6 

5  0 

,,       ,,     10,000  (to   30,000)  .,   

,,    remainder  (above  30,000)  ..   

4  6 

5  6 

4  6 

6  0 

*Under  the  existing  scheme  no  tax  is  charged  on  this  £500  unless  the  total  income  exceeds 
£2,500. 

No  deduction  in  respect  of  differentiation  and  graduation  reliefs. 
Double  Tax. — There  is  a  proposal  for  permanent  relief  from  double  tax  on 
same  income  within  the  British  Empire. 

Excess  Profits  Duty. — Rate  increased  from  40  per  cent  to  60  per  cent,  as 
from  ist  January  1920,  provided  a  v/ar  levy  is  not  imposed  later  in 
session. 

Excess  Mineral  Rights  Duty. — The  same  proposals  as  Excess  Profits  Duty. 

Corporation  Profits  Tax. — A  proposed  tax  of  is.  in  the  £  on  profits  (after 
first  ;i^5oo)  of  limited  liability  companies.  Excess  Profits  Duty  wiU 
be  treated  as  a  working  expense  in  arriving  at  profits.  If  tax  exceeds 
2s.  in  the  £  on  profits  remaining  after  payment  of  fixed  rate  of  interest 
and  dividends  on  existing  issues  of  debentures  and  preference  shares, 
excess  is  to  be  remitted. 
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Land  Values. — Repeal  of  Increment  Value,  Reversion,  and  Undeveloped 
Land  Duties  with  repayment  of  duties  already  paid. 

Postal  Rates. — letters  inland,  30Z.  2d. ;  per  additional  oz.  Letters 
Colonial  and  U.S.A.,  loz.  2d.;  per  additional  i  oz.  id.  Newspapers 
inland,  not  exceeding  6ozs.,  per  copy  id, ;  per  additional  6ozs. 
Parcels  inland,  2lbs.  gd.,  slbs.  is.,  81bs.  is.  3d.,  iilbs.  is.  6d.  Tele- 
grams inland,  per  word  id.,  minimum  is.  Telegrams  inland,  Sunday 
6d.  extra.  Telegrams  inland,  porterage  6d.  per  mile.  Money  orders 
inland,  ;^3,  4d.  ;  ;^io,  6d.  ;  ;^20,  Sd.  ;  ;^30,  lod.  ;  ^^40,  is.  Postal 
orders,  not  exceeding  2s.  6d.,  id.  ;  15s.,  i^d. ;  21s.,  2'd. 

Stamp  Duties. — (i)  Duty  on  Share  Capital  of  Companies  to  be  increased 
from  5s.  per  ;^ioo  to  £1  per  £100.  (2)  Conveyances,  Transfers  of 
Stocks  and  marketable  securities,  marketable  securities  to  bearer,  and 
Share  Warrants  and  Stock  Certificates  to  bearer.    Rates  doubled. 

Insurance  Policies. — The  ad  valorem  duties  are  to  be  increased. 

Recei-pts  and  Serif  Certificates. — Duty  to  be  increased  to  2d. 

Oncost  Charges. 

It  is  surprising  how  many  firms  who  allocate  wages  and  materials 
to  contracts  or  departments  most  accurately  do  not  take  the  same 
trouble  with  regard  to  the  allocation  of  shop  charges  and  establishment 
expenses. 

Where  a  firm  has  several  different  departments,  or  manufactures 
different  classes  of  products  involving  different  processes  it  is  essential 
that  the  oncost  be  properly  apportioned  so  that  each  bears  its  proper 
share. 

For  example,  it  is  evident  that  an  operation  involving  the  use  of 
heavy  plant  and  little  labour  must,  if  the  oncost  is  calculated  as  a 
percentage  on  wages,  bear  a  much  higher  percentage  of  oncost  than 
work  which  consists  entirely,  or  mainly,  of  hand  labour. 

The  matter  if  one  which  calls  for  most  careful  investigation,  and 
we  suggest  that  accountants  could  be  of  considerable  service  to  their 
clients  by  directing  their  attention  to  the  fallacy  of,  and  misleading 
results  obtained  from,  the  adoption  of  one  uniform  rate  for  ail  c'asses 
ot  work. 
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Correspondence. 


Practice  in  Public  Speaking. 

(To  the  Editor  of  The  Accountants'  Journal.) 

Sir, — In  a  recent  issue  you  invited  correspondence,  so  I  venture  to 
bring  to  your  notice  a  matter  which  I  have  discussed  with  several 
fellow-students. 

We  feel  that  the  Student  Societies  do  not  afford  sufficient  oppor- 
tunities for  the  younger  men  to  practise  speaking  in  public. 

I  know  that  after  the  lectures  those  present  are  urged  to  take  part 
in  the  subsequent  discussion,  but,  naturally,  the  young  student  who  is 
ignorant  of  the  subject-matter  of  the  lecture  hesitates  to  make  a  fool 
of  himself  before  the  lecturer,  particularly  as  there  are  often  practising 
members  at  the  meeting. 

I  would  suggest  that  you  urge  on  the  Student  Society  Committees 
through  the  medium  of  the  Journal  to  arrange  for  more  debates  between 
the  younger  members  of  the  Society  on  subjects  which  they  do  know 
a  little  about. 

If  occasionally  a  small  prize  were  offered  in  a  "  Public  Speaking 
Competition "  on  some  subject  previously  announced,  it  might 
stimulate  interest. 

It  seems  to  me  that  it  is  so  necessary  for  an  accountant  to  be  able 
to  speak  well  in  public  at  company  and  creditors'  meetings  that  the 
Student  Societies  should  do  everything  possible  to  encourage  the 
practice  of  this  art. 

I  hope  you  will  take  the  matter  up. 

Yours  truly, 

March  1920.  NOT  A  CICERO. 

[We  should  like  to  have  the  views  of  our  readers  on  this  subject. 
We  do  not  know,  however,  how  we  can  get  the  Student  Societies  to 
adopt  this  suggestion,  although  possibly  if  they  have  their  attention 
directed  thereto  they  will  endeavour  to  supply  the  demand,  if  such 
exists. — Ed.  Accts.  Journal.] 


Student  Society  Conferences. 

{To  the  Editor  of  The  Accountants*  Journal.) 

Sir, — It  seems  to  me  that  no  effort  is  made  to  bring  accountant 
students  in  different  parts  of  the  country  into  close  touch  with  each 
other. 

True,  some  of  the  Societies  do  occasionally  arrange  inter-society 
debates,  but  only  three  or  four  representatives  attend  from  the  visiting 
Society. 

What  I  would  suggest  is  that  some  sort  of  a  conference  be  arranged 
at  a  convenient  centre  when  lectures  could  be  given  and  visits  to  works 
made  and  an  opportunity  given  for  the  students  in  one  place  to  get  to 
know  those  in  other  towns. 
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The  Accountants'  Journal. 


For  example,  I  live  in  Manchester.  Now  it  should  be  possible  to 
arrange  for  a  joint  conference  of  members  from  the  Student  Societies 
in  Liverpool,  Manchester,  Leeds,  Bradford,  and  Sheffield  some  week-end. 

Similarly,  Nottingham,  Leicester,  and  Sheffield,  and  perhaps  Leeds 
could  fix  up  a  week-end  meeting. 

Each  town  has  its  particular  trade,  and  if  the  meeting  were  held, 
say,  in  Manchester,  arrangements  could  be  made  for  a  visit  to  some 
cotton  mills  and  for  a  lecture  on  Cotton  Mill  Accounts  ;  if  in  Sheffield, 
some  of  the  big  engineering  works  could  be  visited  and  engineering 
costs  discussed. 

I  hope  you  will  think  my  idea  is  practicable  and  that  some  of  your 
readers  will  express  their  views. 

May  I  take  this  opportunity  of  saying  how  useful  I  find  the  Journal, 
and  I  wish  it  every  success  in  its  attempt  to  assist  the  young  student. 

Yours  faithfull)'-, 
lot/i  April  1920.  X.  Y.  X. 

Queries  and  Replies. 

{Correspondents  who  wish  to  make  use  of  this  column  are  requested  to 
write  their  queries  on  one  side  of  the  paper  only  and  to  be  as  brief  as 
possible.  There  is  no  need  to  enclose  a  covering  letter  if  the  communica- 
tion is  headed  "  Accountants'  Journal,  Queries  and  Replies  column," 
and  signed  at  the  end  with  the  name  and  address  of  the  sender,  which 
will  not  be  published  if  the  query  is  signed  zvith  a  nom  de  plume.) 

Investment  of  Reserve  Fund. 

Can  you  tell  me  whether  a  Reserve  Fund  can  exist  if  not  invested  specific- 
ally in  outside  securities  ?  If  not  so  invested,  where  is  the  "  Reserve 
Fund  "  if  the  company  go  into  liquidation. — "  Sound  Finance." 

In  reply  to  "  Sound  Finance,"  we  would  point  out  that  a  Reserve 
Fund  is  created  by  transferring  a  portion  of  the  Profit  and  Loss  Account 
credit  balance  to  the  Reserve  Fund  Account. 

Although  in  some  cases  it  may  be  desirable  to  invest  specifically 
the  continued  existence  of  the  Reserve  Fund  depends  on  the  existence 
of  the  profits  out  of  which  it  was  created. 

Thus,  if  a  Reserve  Fund  of  ;/^io,ooo  be  created  and  invested  outside 
and  the  next  year  a  loss  is  made,  so  that  there  is  a  debit  balance  on 
Profit  and  Loss  Account  of  0,000,  the  Reserve  Fund  has  ceased  to 
exist,  although  the  specific  investment  may  remain. 

Arbitrations . 

In  the  case  of  an  arbitration  under  the  Arbitration  Act  of  1889,  how 
does  the  arbitrator  proceed  to  get  the  facts  of  the  case  ?  Do  the  parties 
submit  a  joint  statement? — "  A.C.A." 

The  usual  procedure  is  for  the  claimants  to  submit  a  statement 
"  Points  of  Claim  "  and  for  the  respondents  to  put  in  "  Points  of 
Defence." 

Copies  of  correspondence,  &c.,  disclosed  on  discovery  of  documents 
are  also  given  to  the  arbitrator. 

Each  side  is  usually  represented  by  counsel  and  witnesses  examined 
and  cross-examined  as  in  the  Courts. 


38 


Books  of  the  Month. 


THE  PROMOTION  AND  ACCOUNTS  OF  A  PRIVATE  LIMITED 
COMPANY.  By  M.  Webster  Jenkinson,  C.B.E.,  F.C.A.  8^  x  sh  9°  PP- 
7S.  6d.  n. 

The  second  edition  of  Mr.  Jenkinson's  work  makes  its  appearance  at  an 
opportune  moment.  The  arrangement  of  the  book  is  excellent,  and  the 
information,  which  is  given  concisely  and  clearly,  includes  a  summary  of 
the  procedure  necessary  on  the  conversion  of  a  business  into  a  private 
limited  company  with  the  attendant  advantages  and  disadvantages  of  so 
doing,  a  list  of  the  features  which  distinguish  a  Private  from  a  Public 
Limited  Company,  and  a  pro  forma  set  of  the  entries  necessary  to  open  a 
new  company's  financial  books. 

COST  OF  PRODUCTION.  An  explanation  of  Principles  and  a  guide 
to  Practice  for  the  Printing  and  Allied  Trades,  with  chapters  on  the 
application  of  those  principles  to  other  Industries.  By  John  A.  Wild. 
8^x55,  viii  +  96  pp.    Second  edition.    los.  n. 

COMMERCIAL  ARBITRATIONS.  By  E.  J.  Parry.  7^x4!,  vii+102  pp. 
3s.  6d.  n. 

REPORT  OF  THE  ROYAL  COMMISSION  ON   THE  INCOME  TAX. 

13x8,  viii+iS6  pp.    3s.  n. 
THE  GENERAL  PRINCIPLES  OF  COSTING.    By  A.  Cathles,  O.B.E., 

C.A.    8^x55,  20  pp.    IS.  6d.  n. 

This  is  a  useful  contribution  to  the  literature  on  "  Costing."  As  its  title 
denotes,  it  deals  broadly  with  the  general  principles  to  be  observed  m 
installing  a  costing  system. 

THE  INCORPORATED  ACCOUNTANTS'  YEAR  BOOK,   1920.  7x4!, 

xix  +  534  pp.    2S.  6d.    Contains  the  names  of  2,910  members,  and  the  full 

regulations  of  the  Society. 
ADVERTISING  AS  A  VOCATION.    By  Frederick  J.  Allen,  A.M.    8  x5i, 

xxii+178  pp.    los.  n. 
TRAVELLING  SALESMANSHIP.    By  Archer  Wall  Douglas,    viii  +  153 

pp.    los.  n. 

MERCANTILE  CREDITS  AND  COLLECTIONS.    By  Charles  A.  Meyer. 

8x55,  XX+302  pp.    i8s.  n. 
HALF-PAST  TWELVE.    Dinner  Hour  Studies  for  the  Odd  Half-Hours. 

By  George  W.  Gough.    8^x5^,  77  pp.    (Paper  cover),  is. 
INCOME  TAX  NOTES.    Vol.  IV.    7^  x  4f,  xi-f-350  pp.    iSs.  n. 

Every  Accountant  who  in  the  course  of  his  practice  has  to  deal  with 
Income  Tax  and  Excess  Profits  Duty  problems — and  what  practising 
Accountant  has  not  to  do  so? — will  welcome  Volume  IV  of  this  useful  work, 
which  consists  of  a  selection  of  the  Income  Tax  Notes  which  appear  weekly 
in  The  Accotmtant.  The  volume  shows  considerable  improvement  on  Vol.  I., 
as  a  Table  of  Statutes  and  a  Table  of  Cases  referenced  to  the  text  are  included 
together  with  an  Index.  The  advantage  of  the  work  is  that  actual  cases 
raised  by  correspondents  are  dealt  with,  and  these  problems  not  only  cover 
a  wide  field,  but  also  are  presented  from  different  points  of  view,  so  that  when 
difficulties  arise  it  is  generally  possible  to  find  in  one  or  more  of  the  volumes 
some  case  more  or  less  analogous.  We  regard  thesie  "Income  Tax  Notes" 
as  one  of  the  most  useful,  if  not  the  most  useful,  publications  for  the  practis- 
ing accountant  yet  issued,  and  we  advise  every  practitioner  to  get  a  copy. 


[*Any  of  the  publications  noted  in  this  column  can  be  obtained  from 
Gee  &  Co.  (Publishers),  Ltd.,  14  Queen  Victoria  Street,  E.C.  4,  at  the  prices 
quoted.] 


39 


Students'  Society  Notes. 

The  Leicester  Chartered  Accountants  Students*  Society. 

[Notes    contributed    by    the    Society's    Special    Correspondent,  Mr, 
Reginald  Dunn,  F.R.M.S.] 

The  above  Society  concluded  its  first  post-war  session  on  Wednesday,  loth 
March,  when  Mr.  Rodwell,  A.C.A.,  delivered  a  very  comprehensive  lecture 
on  "  Some  Points  of  Income  Tax  Law."  Previous  to  the  lecture,  the  mem- 
bers were  the  guests  of  Mr.  W.  H.  Yates,  the  President  of  the  Society,  at 
the  Oriental  Caf6. 

The  Society  was,  like  most  similar  institutions,  very  seriously  affected  by 
the  war,  and  for  several  years  was  obliged  to  suspend  operations  entirely.  In 
view  of  this  fact,  and  considering  the  difficulty  of  re-organisation  during  the 
present  unsettled  times,  the  Committee  are  to  be  congratulated  upon  the  past 
session's  work.  There  is,  however,  still  much  to  be  accomplished,  and  it 
is  hoped  during  the  next  term  to  greatly  increase  the  Society's  activities. 
The  Committee  will  be  very  glad  to  welcome  as  many  new  members  as 
possible.  The  greater  the  membership  the  larger  will  be  the  mutual 
advantages  to  be  gained  by  all  concerned.  Will  an)^  Articled  Clerks  inter- 
ested make  a  point  of  attending  the  next  Annual  Meeting?  This  will  take 
place  in  June  for  the  election  of  officers  and  new  members,  and  also  for  the 
arrangement  of  the  next  season's  progranmie.  The  date  to  be  announced 
later.  The  Committee  will  be  glad  to  consider  any  suggestions  from  mem- 
bers or  prospective  members. 

All  communications  should  be  addressed  to  the  Honorary  Secretary,  Mr. 
G.  C.  Cooke,  c/o  Messrs.  W.  H.  Yates  &  Co.,  New  Walk  Gates,  Leicester. 

The  records  of  the  Society  were  well  upheld  at  the  November  Examinations. 
Successful  members  were  : — Final,  Messrs.  Rowley,  Clarke  and  Cooke,  Mr. 
Rowley  securing  first  place,  and  Mr.  Clarke  eleventh. 

Sheffield  Chartered  Accountants  Students*  Society. 

[Notes  of  Meetings,  etc.,  held  during  March  ig20,  contributed  by 
Mr.  Eric  Cameron. 1 

The  month  of  March  1920  was  completely  booked  with  mid-week  lectures  and 
meetings,  of  which  the  following  is  a  summary  : — 

March  yd. — "  Ten  Minute  Papers  "  were  given  by  the  following  students  : 
— Mr.  G.  R.  Simons  on  "  The  Sale  of  Goods  "  ;  Mr.  B.  E.  Brown  on  "  Hotel 
Accounts";  Mr.  F.  Downing  on  "The  Position  of  the  Landlord  in  Liquida- 
tion, Bankruptcies,  and  Receiverships";  and  Mr.  A.  J.  R.  Slaney  on 
"  Cost  Accounts."  The  papers  by  Mr.  Simons  and  Mr.  Downing  were  of  a 
legal  nature.  Mr.  Brown  gave  an  open  talk  on  his  subject  with  illustrations 
on  the  board,  from  accounts  which  he  bad  actually  met  with  in  practice. 
Mr.  Slaney's  paper  was  a  well-prepared  summary  of  the  elements  of  a  sound 
costing  system.  All  the  lecturers  expressed  their  inability  to  give  a  paper 
on  any  other  than  a  military  subject,  but  immediately  proceeded  to  prove  the 
contrary.  It  is  evident  from  this  meeting  that  the  Society  contains  several 
prominent  members,  especially  in  view  of  the  fact  that  a  similar  evening  of 
short  papers  was  conducted  in  the  Autumn  Session  1919  by  five  other 
members. 

March  11th. — An  instructive  paper  on  "  The  Investigation  of  the  Accounts 
of  a  Business  with  a  View  to  Purchase  "  was  delivered  by  Mr.  H.  Edgar 
Jenkinson,  F.C.A  This  proved  most  beneficial  to  the  students,  and  was 
followed  by  an  animated  discussion. 
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Students'  Society  Notes. 


March  lyih  was  the  occasion  of  an  admirable  paper  on  "Cost  Accounts'* 
by  Mr.  A.  Clifford  Ridgway,  A.C.A.,  a  leading  authority  on  the  subject, 
which  has  already  appeared  in  the  columns  of  the  Journal.  Numerous  ques- 
tions were  asked,  to  which  the  lecturer  gave  lucid  replies. 

On  March  24/^  was  held  one  of  the  most  enjoyable  meetings  of  the  session 
up  to  the  present.  This  was  the  Second  Annual  General  Meeting  of  the 
"  Rubbem  and  Tearem  Laundry,  Ltd."  (registered  tinder  the  Married 
Women's  Property  Act,  1882).  The  mieeting  proved  boisterous,  and  fully 
justified  Mr.  Ward's  remark  that  he  had  attended  the  meeting  under  the 
impression  he  was  entering  a  tap-room.  All  the  Reports  and  Balanoe- 
Sheet  and  preliminaries  to  the  meeting  were  chiefly  prepared  by  Mr. 
S.  E.  Warburton,  M.C.,  M.M.,  who  acted  as  Chairman  of  Directors  (Lord 
Worthabit,  R.LP.).  A  full  report  of  this  meeting  has  been  sent  to  the 
Journal/'  and  it  is  almost  superfluous  to  say  that  a  livelier  meeting  of  the 
Society  has  not  been  held  for  many  years. 

In  addition  to  these  mid-week  gatherings,  the  usual  Examination  Prepara- 
tion Classes  have  been  held  every  Saturday  morning.  The  Accountancy 
and  Auditing  Classes  are  conducted  by  Mr.  F.  C.  Young,  F.C.A.,  and  the 
Law  Classes  by  Mr.  Raymond  Meeke,  LL.B.  These  are  always  attended  by 
a  large  number  of  students,  and  the  classes  are  proceeding  on  very  satisfac- 
tory lines,  in  fact,  the  large  attendance  may,  it  is  feared,  necessitate  the 
hixing  a  larger  room  for  our  meetings. 

During  the  past  two  months  (February  and  March),  our  two  joint  Secre- 
taries, Messrs.  E.  O.  Cameron  and  F.  W.  Porritt,  have  both  been  engaged 
on  business  in  London.  However,  their  duties  have  been  carried  on 
temporarily  by  Mr.  F.  Downing,  assisted  by  Mr.  S.  Jones,  in  a  very  success- 
ful manner. 

We  regret  the  departure  from  our  midst  of  Mr,  V.  B.  Elliott,  a  late  member 
of  the  Committee,  who  has  been  transferred  to  the  London  Society. 

*  This  report  will  be  printed  in  an  early  issue.— Ed, 

Monthly  Calendar. 

May  5th,   Wednesday. — Institute  of  Chartered  Accountants. — 

Annual  Meeting  at  the  Hall  of  the  Institute,  Moorgate  Place, 

London,  E.G.,  2  p.m. 
May  6th,  Thursday. — First  of  a  Course  of  Eight  Weekly  Lectures  on 

"The  Organisation  of  Payment   by  Results,"  by  Mr.  J.  E. 

Powel',  at  Central  Hall,  Westminster,  at  7  p.m.    (Tickets  for 

Course,  price  2  guineas,  obtainable  from  E,  T,  Eibourne,  110 

Victoria  Street,  S,W,  i,) 
May  nth,  Tuesday. — Efficiency  Club, — Lecture:   "An  Inefficient 

on  Efficiency,"  by  Mr.  S.  K.  B.  CaulfiexL  F.R.I.B.A.,  7.30  p.m., 

at  Central  Ha^l,  Westminster. 

South  Wales  and  Monmouthshire  Chartered  Accountant 

Students'  Society. — Annual  General  Meeting. 
May  i^th,  Thursday. — Office  Machinery  Users'  Association. — 

Demonstration  on   "  Addressograph "  Machines,  6.30  p.m.,  in 

Hall  43,  Winchester  House,  London,  E.G. 
May  i/[th,  Friday. — National  Guild  of  Accountants'  Clerks. — 

Mass  meeting  of  Accountants'  Clerks  at  Great  Hall,  Winchester 

House,  Old  Broad  Street,  E.G.,  at  6  p.m.,  Mr.  J.  F.  Kirby, 

A.S.A.A.,  in  the  chair. 
May  15th,  Saturday. — Midland  Students'  Society  of  Municipal 

Treasurers  and  Accountants. — Annual  Meeting  and  Social 

Evening,  5  p.m.,  at  Birmingham. 
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Legal  Notes. 

By  Albert  Crew,  Barrister-at-Law. 

An  up-to-date  knowledge  of  recent  decisions  in  the  Courts 
is  of  the  greatest  value  to  accountants  and  business  meti 
and  to  students  reading  for  their  examinations.  In  this 
column  will  be  noted  the  salient  features  of  the  leading  cases 
decided  during  the  preceding  month. 

Bills  of  Exchange. 

Meaning  of  Customer  of  a  Bank  and  the  Test  of  N egligence  in  reference 
to  Section  82  of  the  Bills  of  Exchange  Act,  1882. 

A  person  whose  money  has  been  accepted  by  a  bank  on  the  footing  that 
it  undertakes  to  honour  cheques  up  to  the  amount  standing  to  his  credit  is, 
whether  his  connection  with  the  bank  is  of  short  or  long'  standing,  a 
customer  of  the  bank  within  the  meaning  of  Section  88  (i)  of  the  Bills  of 
Exchange  Act,  igog  (Australian  statute),  which  is  in  the  same  terms  as 
Section  82  of  the  Bills  of  Exchange  Act,  1882  (Imperial  statute),  which  pro- 
vides that  where  a  banker  in  good  faith,  and  without  negligence,  receives 
payment  for  a  customer  of  a  cheque  crossed  generally  or  specially  to  himself, 
and  the  customer  has  no  title  or  a  defective  title  thereto,  the  banker  shall 
not  incur  any  liability  to  the  true  owner  of  the  cheque  by  reason  only  of 
having  received  such  payment.  The  test  of  negligence  within  the  meaning  of 
the  same  section  is  whether  the  transaction  of  paying  in  any  given  cheque, 
coupled  with  the  circumstances  antecedent  and  present,  was  so  out  of  the 
ordinary  course  that  it  ought  to  have  aroused  doubts  in  the  bankers'  minds, 
and  caused  them  to  make  inquiry.  Commissioners  of  Taxation  v.  English, 
Scottish  and  Australian  Bank  (1920,  36  T.L.R.  305). 

Notice  of  Dishonour  to  Continuing  Partner. 

When  a  bill  drawn  by  partners  is  dishonoured  after  the  dissolution  of  the 
partnership,  notice  of  dishonour  to  the  continuing  partner  is  sufficient  notice 
to  the  retiring  partner.    Goldfarb  v.  Barilett  (1920,  i  K.B.  639). 

Companies. 

Apportionment  of  Dividend. 

A  testator  who  died  in  November  1905  owned  preferred  shares  in  a 
company  whose  profits  were  applicable  in  the  first  place  to  the  payment 
of  a  fixed  6  per  cent,  cumulative  dividend  on  the  preferred  shares.  The 
financial  year  of  the  company  ended  on  June  30th.  No  profits  were  made 
in  1904  or  1905,  but  in  1906  and  190^  a  considerable  profit  was  made,  in 
consequence  of  which  the  directors  declared  an  interim  dividend  of  18  per 
cent,  in  December  1907  on  the  preferred  shares,  which  was  to  "  cover  the 
"  cumulative  dividend  on  the  preferred  shares  for  the  three  years  ending 
"  June  30th  1907."  It  was  held  that  Sections  2  and  5  of  the  Apportionment 
Act,  1870,  did  not  make  the  dividend  apportionable,  as  between  the  testator's 
residuary  esate  and  the  persons  entitled  to  the  shares  under  the  will,  as  the 
shareholders  acquired  no  right  to  a  dividend  until  profi-ts  had  been  made 
and  a  dividend  had  been  declared,  as  the  dividend  was  in  law  only  a  divi- 
dend for  the  year  ending  June  30th  1907,  and  could  not  be  deemed  to  include 
the  two  previous  years.    In  re  V/akley  (1920,  36  T.L.R.  324). 

Ap-poiniment  of  Managing  Director  without  Qualifying  Shares. 

The  directors  of  the  plaintiff  company  appointed  the  defendant  as  managing 
director  of  the  company  up  to  July  ist  next,  and  upon  the  completion  of 
the  purchase  of  Burley's  shares  this  ap[  ointment  be  confirmed,  the  salary 
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to  be  paid  him  to  be  left  to  a  later  date.  The  defendant  never  acquired  the 
shares,  which  were  a  necessary  qualificatioin  for  being  a  director,  and  his 
appointment  was  never  confirmed,  but  he  acted  as  director  for  two  and  a 
half  months,  and  was  paid  salary.  It  was  held  that  as  the  defendant  had 
no  right  to  the  office  the  plaintiffs  were  entitled  to  recover  back  from  him 
the  money  paid  as  salary,  with  interest,  from  the  date  when  they  had 
demanded  it  back.    Brown  dr=  Green,  Ltd.  v.  Hayes  (1920,  36  T.L.R.  330). 

Right  to  Interest  on  Contracts  of  Indemnity. 

The  rule  as  to  interest  being  payable  on  sums  which  ought  to  have  been 
paid  by  a  person  who  has  contracted  as  a  surety,  ^ipplies  not  merely  to 
suretyship  contracts,  but  to  contracts  of  indemnity  generally.  Omnium 
Ifistirance  Corforation  v.  United  London  6^  Scottish  Insurance  Co.  (1920,  36 
T.L.R.  386). 

Insurance. 

Theft  following  Forcible  and  Violent  Entry  of  Premises. 

The  appellant,  Calf,  insured  with  the  respondents.  Sun  Insurance  Co., 
against  burglary  and  housebreaking  in  respect  of  business  premises  (in 
which  he  also  resided),  provided  that  if  the  property  described  in  the  pro- 
posal and  schedule,  whilst  contained  within  the  "  premises  "  occupied  by 
the  insured,  should  be  stolen  by  theft  following  upon  an  actual  forcible 
and  violent  entry  of  the  said  premises  by  the  person  or  persons  committing 
such  theft,  the  respondents  would  make  good  the  loss.  A  thief,  without  any 
force  or  violence,  hid  himself  in  the  cellar  before  the  premises  were  locked 
up  for  the  night,  and  having  afterwards  got  into  the  shop  through  several 
doors,  one  which  he  had  to   force  open,    he  stole  a   quantity    of  goods. 

It  was  held  that  although  the  thief  had  got  into  the  building  without 
using  force,  yet  as  the  word  "premises"  in  the  policy  meant  the  business 
part  of  the  premises,  and  did  not  include  the  residential  part,  and  as  the 
thief  had  made  a  forcible  and  violent  entry  into  the  shop,  there  was  an 
actual  forcible  and  violent  entry  of  the  premises  within  the  meaning  of  the 
policy,  and  the  insurance  company  was  liable  thereon.  Calf  v.  Sun  Insur- 
ance Co.  (1920,  36  T.L.R.  347). 

Em-ployers''  Duty  to  Affix  Stamps  to  Insura-nce  Card. 

The  consolidated  regulations  made  under  the  National  Insurance  Act, 
1911,  imposes  on  employers  the  obligation  to  affix  stamps  to  the  contributor's 
card  before  paying  wages  for  the  period  in  respect  of  which  the  contribu- 
tions are  payable,  and  that  obligation  is  not  complied  with  by  affixing 
within  six  days  after  the  expiration  of  the  period  of  currency  of  the  card 
stamps  in  respect  of  all  the  weekly  contributions  payable  during  such 
period.    Gladstone  v.  Burton  (1920,  89  L.J.IC.B.  302). 

Meetings. 

Expulsion  from  Club  at  a  Meeting  at  which  One  Member  was  not  Summoned. 

A  member  of  a  club  was  expelled  at  a  meeting  of  a  committee,  one  of 
the  members  of  which,  though  within  summonable  distance,  was  not  sum- 
moned, on  the  ground  that  she  was  only  a  nominal  member.  It  Avas  held 
that  the  meeting  of  the  committee  was  not  properly  constituted,  and  that 
the  plaintiff  was  entitled  to  damages.  Young  v.  The  Ladies  Imperial  Club 
(1920,  36  T.L.R.  392). 

Registration  of  Business  Names. 

Omission  to  Register. 

In  an  ex  parte  application  on  behalf  of  B.  E.  Smith,  that  he  might  be 
relieved  from  all  disabilities  imposed  by  Section  8  of  the  Registration  of 
r>usiness_  Names  Act,  1916,  to  which  he  remained  liable  by  reason  of  his 
default   in  furnishing  particulars   for  registration   to  the  registrar  from 
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November  5th  1918  to  January  14th  1920,  it  was  ordered  that  the  applicant 
must  publish  in  a  local  paper  notice  of  his  intention  to  apply  for  general 
relief  on  a  particular  day,  and  give  intimation  that  any  debtor  under  any 
contract  between  November  5th  1918  to  January  14th  1920  who  desired  to 
oppose  the  application,  on  the  ground  that  if  the  Act  had  been  complied 
with  he  would  not  have  entered  into  any  contract  with  the  applicant,  or 
on  any  other  grounds,  should  appear  and  oppose  the  making  of  the  order 
applied  for.    In  re  Smith  (1920,  W.N.  115). 

Wills  and  Executors. 

Plaintiff  in  an  Action  for  Revocation  has  Right  to  Call  Witnesses  to  Prove 

the  Negative. 

In  an  action  in  which  the  plaintiff  claims  revocation  of  the  probate  of 
a  will  on  the  ground  of  undue  execution,  and  in  the  statement  of  claim 
alleges  as  the  substance  of  the  case  that  he  puts  to  the  defendants  to  prove 
that  the  requirements  of  the  Wills  Act,  1837,  were  duly  complied  with,  the 
plaintiff  is  entitled,  not  merely  to  cross-examine  the  defendants'  witnesses, 
but  to  call  witnesses  to  negative  due  execution.  Patrick  v.  Havercroft  (1920, 
36  T.L.R.  290). 

Incorf orated  Documents  in  a  Will. 

Except  in  special  circumstances,  documents  referred  to  and  identified  in  a 
will  ought  to  be  included  in  the  probate.  It  is  an  obvious  advantage  that 
the  persons  whose  duty  it  is  to  administer  the  estate  should  have  before 
them  in  the  grant  the  whole  of  the  papers  which  govern  their  duties.  In 
re  Jones  (1920,  36  T.L.R.  294). 

Clear  Annual  Sum  Free  of  Income  Tax. 

A  direction  by  a  testator  thai  his  trustees  shall  pay  to  his  widow  the  clear 
annual  sum  of  ;^4,ooo  free  from  income-tax  is  a  direction  to  pay  that 
sum  free  of  super-tax  also.    Iji  re  Crosse  (1920,  89  L.J.  Ch.  145). 

Undue  Influence. 

When  once  it  is  proved  that  a  will  has  been  executed  with  due  solemnities 
by  a  pxerson  of  competent  understanding,  and  apparently  a  free  agent,  the 
burden  of  proving  that  it  was  executed  under  undue  influence  rests  on  the 
person  who  so  alleges.  That  burden  is  not  discharged  by  showing  merely 
that  the  beneficiary  had  the  power  unduly  to  overbear  the  will  of  the 
testator ;  it  must  be  shown  that  in  the  particular  case  the  power  has  been 
exercised,  and  that  execution  of  the  will  was  obtained  thereby.  Craig  v. 
Lamoureux  (1920,  A.C.  349). 

Af-profriation  of  Pecuniary  Legacy  to  an  Infant,  and  Investment  of  the  Same. 

An  executor  cannot,  by  appropriating  the  amount  of  a  pecuniary  legacy 
given  to  an  infant,  and  investing  the  same  in  any  investment  in  which 
money  under  the  control  of  the  Court  ought  properly  to  be  invested,  render 
himself  free  to  distribute  the  residue  of  his  testator's  estate  without  incurring 
personal  liability  in  respect  of  the  legacy  and  prevent  recourse  to  the 
testator's  residuary  estate  by  the  legatee  if  the  fund  so  created  should  prove 
insuflScient  to  pay  the  legacy  in  full  upon  his  coming  of  age.  In  re 
Salomons  (1920,  i  Ch.  290). 

Gift  on  Condition  of  Donee  Obtaining  Title  of  Honour. 

A  gift  by  win  to  a  person  on  condition  of  his  obtaining  the  title  of  baronet 
or  other  title  superior  thereto,  was  held  to  be  valid  as  not  offending  against 
public  policy.    In  re  Wallace  (1920,  W.N.  145). 
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Messrs.  Francis  Parry  &  Co.,  the  General  Secretaries  of  the  National 
Guild  of  Accountants'  Clerks,  have  contributed  the  following  statement, 
setting  out  its  objects  and  policy,  and  explaining  the  reasons  for  its 
foundation. 

The  need  of  organisation  has  of  recent  years  manifested  itself  among  all 
classes  of  professional  and  business  men,  and  to-day  there  is  hardly  a  class 
which  is  not  represented  by  its  Guild,  Union,  or  Corporation.  Those 
engaged  in  the  accountancy  profession  have  been  slow  to  realise  the  neces- 
sity of  organisation,  due  perhaps  to  the  fear  of  "  victimisation." 

The  Guild  was  inaugurated  at  the  direct  request  of  accountants  return- 
ing from  H.M.  Forces,  who  found  that  they  were  expected  to  begin  again 
where  they  had  left  off  in  1914  or  1915,  little  or  no  account  being  taken  of 
the  increased  cost  of  living  or  the  fact  that  the  returned  members  of  the 
staff  had  aged  some  four  or  five  years.  Attempts  to  strangle  the  Guild  in 
its  infancy  were  made,  despite  the  fact  that  the  clerks  have  endeavoured  to 
meet  the  practising  accountants  through  the  medium  of  a  "Whitley  Coun- 
cil," without  in  any  way  interfering  with  the  good  relations  hitherto  exist- 
ing between  the  inner  and  outer  office. 

Over  fifty  "Whitley  Councils"  have  been  formed,  in  accordance  with 
the  recommendations  of  the  Whitley  Report,  which  has  been  adopted  by 
H.M.  iGovernment,  and  which  states  : — "  Joint  consultation  between 
employers  and  employed  promotes  the  best  interests  of  all  concerned." 

Whilst  a  "Whitley  Council"  has  been  found  to  be  both  desirable  and 
practicable  for  the  Civil  Service,  it  is  said  that  it  is  quite  inapplicable  to 
the  accountancy  profession.  True,  there  are  difiiculties,  but  are  they  insur- 
mountable? Accountants'  clerks  are  already  graded  to  a  considerable  extent, 
and  where  there  is  a  wiU  there  is  a  way  !  No  doubt  the  apathy  of  the 
employer  is  born  of  the  fact  that  he  realises  that  sooner  or  later  higher 
salaries  must  be  paid  to  those  performing  highly  skilled  and  responsible 
duties  for  him.  What  does  he  hope  to  gain,  in  the  long  run,  by  "  delaying 
the  evil  day?" 

The  National  Guild  of  Accountants'  Clerks  was  inaugurated  at  Bristol  on 
the  17th  October,  1919,  since  when  large  mass  meetings  have  been  held  at 
Birmingham,  Liverpool  and  Manchester,  each  of  which  centres  now  boasts 
a  large  following,  and  on  the  26th  February  last  a  mass  meeting  of  London's 
accountants'  clerks  was  convened  in  order  formally  to  inaugurate  the 
"  London  Branch."  If  any  one  doubted  the  clerks'  determination  to  secure 
a  reasonable  living  wage  (and  they  are  not  asking  for  more),  his  mind  would 
have  been  set  at  rest  by  a  visit  to  the  Great  Hall,  Winchester  House,  E.C., 
which  was  crowded  to  overflowing  by  dissatisfied  but  determined  clerks  ! 
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Many  practising  accountants  have  signified  their  approval  of  the  forma- 
tion of  the  Guild,  admitting  that  a  Whitley  Council  seems  to  be  the  best 
means  of  bringing  about  the  very  necessary  adjustment  of  fees  and  salaries. 

There  is  yet  time  for  those  in  authority  to  meet  the  Guild  in  the  same 
manner,  as  all  other  bodies  of  employers  are  showing  their  willingness  to 
negotiate  with  the  elected  representatives  of  the  employees,  with  a  view  to 
removing  any  just  causes  of  friction. 

Whilst  a  docker  can  demand  and  obtain  a  minimum  of  i6s.  per  day,  and 
an  ordinary  policeman  can  earn  7s.  6d.  per  week,  is  it  not  time  that 
accountants'  clerks  should  receive  at  least  as  much  as  the  recognised  wage 
of  the  average  working  man?  Speaking  generally,  the  skilled  accountants' 
clerk  is  actually  paid  less  than  the  working  man  to-day. 

Why  are  the  best  brains  leaving  the  accountancy  profession? — a  fact  which 
is  beyond  dispute.  And  why  is  the  senior  audit  clerk  paid  considerably 
less  than  the  bookkeeper,  whose  books  he  audits  ?  The  answer  is  :  The  failure 
of  the  accountants'  clerks  to  realise  the  advantages  of  concerted  action. 

A  representative  Provisional  Council  has  been  elected  from  the  members 
of  the  various  "  Branch  Committees,"  which  will  continue  to  conduct  the 
affairs  of  the  Guild,  until  such  time  as  a  National  Council  is  elected. 

Further  particulars  of  the  activities  of  this  Council  can  be  obtained  on 
application  to  the  National  Guild  of  Accountants'  Clerks,  Kennan's  House, 
Crown  Court,  Cheapside,  London. 


The  Business  Doctor. 

The  number  of  clients  who  think  that  a  mere  inspection  of  the  books  of 
account  is  sufficient  to  justify  an  auditor  in  certifying  that  things  are  as 
they  should  be,  without  any  qualification,  is  still  unfortunately  large;  and 
the  auditor  is  placed  in  a  most  difficult  position.  He  must  determine 
whether  or  not  he  can  consent  to  make  such  an  incomplete  and  valueless 
audit.  In  nine  cases  out  of  ten  he  is  compelled  to  make  the  audit,  and  when 
appending  his  qualifying  certificate  will  point  out  to  the  client  that  no 
value  can  be  attached  to  a  statement  such  as  that  in  question.  It  is  the 
province  of  the  Accountant  to  make  opportunities.  It  is  also  his  province 
to  devise  systems  for  the  government  of  business — be  it  bank  or  factory;  and 
it  is  also  his  province  to  devise  systems  which  may  simplify  methods, 
decrease  expenses  and  thus  transform  losing  ventures  into  profit-sharing 
enterprises.  The  public  accountant's  work  in  connection  with  Income  Taxes 
is  another  aid  to  the  business  community.  Clients  are  often,  for  a  rela- 
tively small  fee,  saved  large  sums  of  money  in  this  connection  alone.  The 
matter  of  costing,  too,  is  becoming  recognised  as  essential.  One  great 
advantage  which  the  public  accountant  has  over  many  professions  is  this — 
a  season  of  good  times  means  a  full  share  of  prosperity  to  the  Accountant. 
A  season  of  hard  times  only  increases  business  for  him  ! — From  The  Federal 
Accainitant. 
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By  R.  T.  McCutcheon,  F.L.A.A.* 

Accountants  of  to-day  are  frequently  asked  to  advise  on 
matters  of  Office  Organisation  and  Management.  The 
following  paper  read  before  the  Leicester  Chartered  AccoimL- 
ant  Students  will  be  found  to  contain  much  sound 
practical  information  on  this  important  subject. 

Perhaps  some  of  you  may  not  be  certain  as  to  the  practical  results 
to  be  secured  by  the  accountant  in  the  study  and  consideration  of  the 
subject  of  ofiice  organisation  and  management.  You  may  think  that 
this  subject  does  not  vitally  affect  the  accountant  in  public  practice. 
Nevertheless,  the  accountant  is  peculiarly  well-fitted,  on  the  comple- 
tion of  an  audit,  to  advise  on  the  efficiency  of  the  office  organisation 
of  his  client.  He  has  had  .access  to  all  the  records  and  has  seen  the 
staff  working  under  various  conditions.  He  is  able,  therefore,  to  give 
suggestions,  if  requested,  relative  to  the  improvement  of  the  arrange- 
ments. He  can  form  an  opinion  as  to  whether  there  is  a  redundancy 
of  staff,  whether  the  arrangements  of  the  office,  the  lay-out  of  the  work, 
and  the  selection  of  equipment  can  be  bettered,  and  whether  there  is 
repetition  of  records.  It  is  even  possible  for  the  accountant  to  be 
entrusted  with  the  duty  of  reorganising  his  client's  office  on  modern 
lines. 

Moreover,  the  accountant  of  to-day  is  becoming  more  identified 
with  the  constructive  side  of  business  and  industry.  The  former  days, 
when  the  accountant's  duties  v\^ere  concerned  with  the  burial  rites  of 
an  insolvent's  affairs,  are  now  past,  and  these  earlier  conceptions  of 
the  accountant's  activities  will  not  now  be  accepted  as  a  true  repre- 
sentation of  his  usefulness.  Instead  of  assisting  in  the  winding-up 
of  the  affairs  of  a  bankrupt,  we  now  find  the  accountant  as  an  integral 
force  within  the  large  commercial,  manufacturing,  or  industrial  com- 
pany devoted  to  the  financial  development  and  success  of  his  employer's 
business,  and  he  is  worth  his  mone}^.  His  training  enables  him  to 
organise  on  the  best  lines  ;  to  introduce  the  best  and  most  effective 
methods  ;  he  calls  for  the  right  reports  and  statistics  ;  traces  leakages, 
and  is  able  to  furnish  instructive  information  and  to  give  solid  advice 
to  the  proprietors  or  directors.  Accordingly,  it  is  good  for  the  account- 
ant, to  keep  himself  conversant  with  the  best  and  latest  ideas  of 
scientific  office  management. 

What  do  we  mean  by  "  organisation  "  ?  Might  it  not  be  shortly 
described  by  the  one  word  "  forethought."  It  is  the  power  to  antici- 
pate and  provide  for  contingencies.  It  has  been  defined  as  a  combina- 
tion of  all  the  elements  necessary  to  bring  about  a  desired  result,  and 
this  organisation  is  realised  when  the  various  elements  are  combined 
in  such  a  manner  that  they  will  work  harmoniously,  accurately,  and 

*  A  paper  read  before  the  members  of  the  Leicester  Chartered  Accountants  Students 
Society  on  Wednesday,  the  i8th  February  1920. 
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promptly,  and  will  achieve  the  desired  results  with  the  highest  economy 
of  effort  and  the  smallest  expenditure  of  money.  The  elimination  of 
waste  and  leakage  is  the  aim  of  the  present  age.  Nevertheless,  an 
enormous  wastage  is  constantly  going  on  which  could  be  avoided  or 
minimised  by  the  application  of  the  principles  of  scientific  manage- 
ment. For  many  years  the  factory  and  engineering  shop  have  absorbed 
the  greatest  share  in  the  attempts  made  to  reduce  costs  and  increase 
output  by  the  elimination  of  waste  motions,  the  introduction  of  the 
latest  and  best  methods  of  working,  and  the  most  efiicient  machinery. 
It  has  now  become  apparent,  however,  that  the  office  has  also  a  claim 
for  attention.  You  will  agree,  I  think,  with  the  statement  that 
wherever  we  find  old  unsystematic  office  methods  still  in  vogue  there 
are,  as  a  consequence,  confusion,  inefficiency,  high  costs,  and  small 
profits  ;  but  in  a  concern  where  everything  has  been  the  subject  of 
planning,  we  find  system,  order,  smooth  working,  high  efficiency, 
low  costs,  and  prosperity. 

In  the  short  period  available  this  evening  it  is  quite  impossible  to 
deal  adequately  with  the  whole  subject  of  office  organisation  and 
management,  and  I  must  therefore  confine  our  attention  to  the  main 
points  for  consideration.  These  are :  first,  accommodation  and 
equipment ;   second,  arrangement  of  work  ;   and,  third,  staff. 

(i)  Accommodation  and  Equipment. 

The  situation  of  an  office  building  is  often  determined  by  the  situa- 
tion of  the  company's  works.  Where  a  company  has  built  its  own 
factory  there  is  opportunity  to  erect  a  separate  office  building  on  the 
best  principles,  and  this  has  been  done  in  many  cases.  If,  however, 
the  factory  is  an  old  building,  and  the  office  is  simply  accommodated 
in  a  section  of  it,  there  is  no  alternative  but  to  make  the  best  of  circum- 
stances. In  such  cases  there  is  a  strong  likelihood  of  disturbance  due 
to  noise  from  machinery,  and  this  must  always  be  distracting  and 
prejudicial  to '"office  work.  Every  device  should  be  taken  advantage 
of  to  reduce  the  noise  to  a  minimum.  Quietness  in  an  office  is  conducive 
to  work.  All  noise,  therefore,  no  matter  whether  it  arises  from 
machinery  or  from  too  much  or  too  loud  talking  on  the  part  of  workers, 
must  be  dealt  with.  A  friend  of  mine  who  has  knowledge  of  British 
and  American  offices^ compliments  the  British  office  on  its  quietness 
as  a  distinctive  feature.  This  is  as  it  should  be,  as  quietness  must 
always  be  sought  after  if  thoughtful  and  efficient  work  is  to  be  achieved. 

If  the  office  is  not  dependent  on  proximity  to  the  company's  works, 
it  is  only  necessary  to  select  suitable  city  premises.  The  large  number 
of  businesses  requiring  such  accommodation  has,  co-incident  with 
the  commercial  development  of  the  country,  given  rise  in  our  large 
cities  to  what  is  known  as  the  "  office  building."  These  buildings 
are  situated  in  the  throb  and  centre  of  our  city  life,  where  ground 
space  is  scarce,  and  so  we  sometimes  see  structures  erected  so  high  as 
to  indicate  a  desire  to  emulate  the  "  sky  scraper  "  building  methods 
of  the  United  States.  Nevertheless,  so  long  as  a  building  is  provided 
with  an  elevator  it  does  not  really  matter  whether  one  is  situated  at 
the  top  story  or  not.  Access  is  easily  obtained,  and  there  are  com- 
pensating advantages  in  the  freer  flow  of  fresh  air,  clearer  day-light,  &c. 
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The  temperature  of  the  office  should  approximate  to  65  degrees,  and 
care  should  always  be  taken  to  keep  the  atmosphere  fresh.  Overheating 
or  bad  ventilation  invariably  causes  reduction  of  output  and  efficiency, 
the  brain  becomes  dull  and  listless,  and  the  worker  is  unable  to  keep 
alert  and  vigorous.  You  will  probably  have  noticed  that,  as  a  general 
rule,  our  public  libraries  are  overheated,  and  the  reader,  in  the  course 
of  an  hour  or  two,  gradually  finds  himself  unable  to  get  through  as 
much  reading  as  he  could  have,  had  the  air  been  kept  at  a  more  moder- 
ate and  reasonable  temperature.  In  order  to  ensure  the  best  system 
of  ventilation  it  is  advantageous  to  employ  the  services  of  a  ventilating 
engineer  who  will  be  able  to  give  expert  advice.  The  cost  will  be 
compensated  by  the  increase  in  office  production. 

I  recollect  a  case  which  came  under  my  own  observation  of  an 
office  in  which  the  ventilation  was  not  what  it  should  be,  and  this 
was  having  a  prejudicial  effect  on  the  worker.  The  opening  of  windows 
did  not  solve  the  difficulty,  as  those  next  the  windows  complained  of 
draughts.  A  ventilating  engineer  was  called  in  and  the  system  which 
he  recommended  was  installed,  with  splendid  results. 

Expansion  is  an  element  in  office  accommodation  which  should 
never  be  lost  sight  of.  Every  proprietor  of  a  business  hopes  that 
his  business  will  expand — or  at  least  he  ought  to — but  not  every  business 
provides  for  this  hoped-for  development.  A  business  gentleman  of 
my  acquaintance  began  business  two  or  three  years  ago  with  a  small 
office.  The  business  has  developed  to  his  entire  satisfaction,  but 
additional  accommodation  is  required.  The  existing  premises  are 
not  capable  of  permitting  expansion,  nor  are  other  premises  to  be 
had,  owing  to  the  present  scarcity.  Fortunately,  there  is  a  small 
space  of  ground  next  to  his  office  which  is  unoccupied,  and  he  proposes 
to  build  additional  premises  there.  Notice,  however,  that  he  is  incurring 
an  unduly  heavy  expense,  which  might  have  been  avoided  had  the 
expansion  been  anticipated  and  provided  for  at  the  beginning. 

Equipment. — Some  of  the  larger  business  houses  have  built  much  of 
their  special  equipment,  such  as  desks  and  cabinets,  not  so  much  for 
the  sake  of  economy  but  because  it  was  not  possible  to  get  just  what 
they  wanted  from  the  stock  held  by  the  manufacturers  of  office  fixtures. 
More  recently,  however,  the  manufacturers  of  such  furniture  have  made 
careful  studies  of  specialised  equipment,  and  now  a  desk  or  table  can 
be  procured  for  almost  any  kind  of  office  work.  In  selecting  this  furni- 
ture it  is  absolutely  necessary  to  consider  well  in  advance  the  various 
needs  of  the  office  work  and  the  convenience  of  the  worker.  A  little 
forethought  will  save  a  lot  of  trouble  later.  In  many  cases  the  type 
of  desk  used  is  that  which  has  no  side  drawers.  If,  however,  side 
drawers  are  provided  and  these  extend  to  the  floor,  the  best  is  that 
which  stands  clear  of  the  floor,  sufficient  space  being  left  free  at  the  foot 
to  permit  of  the  removal  of  dirt  and  dust.  I  would  remark  here  that, 
for  executive  officers,  the  roll-top  desk  is  fast  disappearing.  The 
objection  to  this  type  of  desk  is  that  it  becomes  a  receptacle  for  import- 
ant papers,  which  are  forgotten,  and  the  pigeon  holes  become  filled  with 
papers  which  may  as  well  be  thrown  away,  as  they  are  only  occupying 
valuable  space.  Confidential  matters  can  be  kept  as  well  in  the  flat- 
top desk  as  in  the  roll-top.    Moreover,  the  unnecessary  height  of  a 
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roll-top  desk  reduces  light  and  air.  If  cards  are  extensively  used, 
special  desks  adapted  for  containing  these  can  be  obtained  and  will 
be  found  useful.  Even  office  chairs  should  be  selected  with  due  regard 
for  their  suitability.  Each  member  of  the  staff  should  have  a  chair 
appropriate  to  his  height,  and  for  stenographers  special  chairs  are  on 
the  market  which  are  very  convenient.  It  is  profitable  to  think  of 
the  reasonable  comfort  of  the  staff,  as  this  reflects  itself  in  better  work. 
Then,  as  regards  cabinets  for  filing  purposes,  these  should  be  chosen 
only  after  mature  deUberation  and  selection  of  the  most  suitable  filing 
system,  due  provision  being  made  for  expansion. 

Machinery. — The  equipment  of  any  large  modern  office  cannot  be 
completed  without  one  or  more  of  the  large  number  of  office  labour 
saving  machines  now  obtainable  For  example,  the  days  when  there 
were  no  telephones,  t^^pewriters,  &c.,  are  happily  long  past.  We 
sympathise  very  much  with  the  commercial  man  of  bygone  times,  who 
could  not  dictate  letters  to  a  stenographer  for  typing,  or  who  could  not 
'phone  his  client  and  perform  in  five  minutes  what  might  formerly 
have  taken  hours  or,  in  certain  circumstances,  even  days.  So  many 
appliances  are  now  available  that  one  is  at  times  breathless  in  trying 
to  keep  up  with  the  rapidity  with  which  the  inventor  showers  the 
results  of  his  inventive  genius  on  the  market,  and  it  undoubtedly 
behoves  the  modern  office  manager  to  keep  alive  to  the  qualities  and 
advantages  of  at  least  the  more  important  of  these  machines.  We  have 
the  telephone,  typev/riter,  the  dictating  machine,  machines  for  adding 
and  calculating,  billing  machines,  Hollerith  machine  for  statistical 
work,  copying  machines,  duplicating  machines  (including  printing 
machines),  addressing  and  cheque  signing  machines,  the  dictograph, 
tube  carriers,  mail-openers,  cheque  protectors,  &c.  &c.  Many  so- 
called  labour-saving  machines  are  simply  curiosities.  They  are 
purchased  in  a  moment  of  enthusiasm  under  the  persuasive  influence 
of  the  salesman's  eloquence,  and  subsequently,  on  proving  of  less 
utility  than  was  expected,  thrown  aside  to  gather  dust  or  take  up  valu- 
able space.  This  is  the  result  of  buying  too  hastily.  You  must 
consider  the  circumstances  carefully,  convince  yourself  that  the 
particular  machine  you  are  considering  is  really  efficient,  economical, 
and  worth  having.  If  possible,  get  it  on  trial  and  test  it,  and  after 
you  have  had  a  good  opportunity  of  coming  to  an  intelligent  decision 
make  up  your  mind  and  either  buy  it  or  reject  it.  Undoubtedly, 
office  machinery,  judiciously  selected,  will  prove  an  immense  saving. 
It  economises  energy,  facilitates  speedy  work,  ensures  accuracy,  and 
by  taking  away  from  the  worker  much  of  the  routine  that  bores  and 
hinders,  renders  his  occupation  more  congenial  and  happy.  The 
tremendous  volume  of  work  carried  out  by  some  of  the  large  offices 
in  the  country  would  be  impossible  were  it  not  for  the  machinery 
that  has  been  installed  in  them.  Let  me  recommend  to  you  the  book 
by  Professor  L.  R.  Dicksee,  F.C.A.,  on  "  Office  Machinery,"  published 
by  Gee  &  Co.,  London  (los.).  This  will  give  detailed  information 
regarding  a  number  of  the  better  machines,  and  is  intended  for  the 
use  of  office  managers  and  others  who  may  be  interested  in  these 
inventions  which  have  so  revolutionised  office  work. 
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(2)  Arrangement  of  Work. 

The  next  point  of  importance  1  wish  to  bring  before  you  is  that 
deaUng  with  the  arrangement  of  work.  Having  selected  your  accom- 
modation and  equipment,  it  follows  that  you  must  exercise  as  much 
care  and  forethought  in  the  lay-out  of  the  office  and  staff.  How  often 
one  is  disappointed  to  find  evidence  of  hurried  ofhce  planning  and 
lack  of  efficient  organisation  in  this  first  principle.  Recently  a  gentle- 
man of  my  acquaintance  has  been  appointed  accountant  to  a  concern, 
and,  on  inquiring  how  he  was  getting  on,  he  replied  that  he  could  give 
no  opinion  until  he  had  put  the  office  organisation  on  right  lines  and 
had  the  work  brought  up  to  date.  He  said  that  when  he  took  up  his 
appointment  he  found  everything  disorganised,  no  attempt  having 
been  made  at  organisation,  the  work  much  behind,  and  all  the  indica- 
tions of  inefficiency  which  inevitably  accompany  lack  of  planning. 

Even  a  little  forethought  would  prevent  so  much  confusion. 

It  is  not  every  business  that  is  fortunate  in  having  an  ideal  building, 
and  conditions  of  working,  nevertheless  it  is  always  possible  to  make 
the  best  of  circumstances  if  we  plan  ahead. 

Before  considering  the  lay-out  of  an  office  we  must  consider  the 
primary  problem,  viz.  the  arrangement  of  work.  After  you  have 
decided  on  that,  the  lay-out  will  be  an  easier  matter.  I  think  you  will 
agree  that,  where  a  considerable  volume  of  work  is  carried,  there  must 
be  delegation  of  duties,  and  involved  in  this  delegation  is  the  system 
of  departments.  The  idea  that  one  man  can  take  on  his  shoulders 
the  entire  responsibility  and  duties  of  an  office  is  absurd.  Yet  there 
are  men  who  persist  in  the  belief  that  no  one  can  do  so  well  as  them- 
selves and  who  carry  their  belief  to  the  extent  that  they  refuse  to 
delegate  responsibihty  and  load  themselves  up  with  matters  which 
it  is  obviously  unprofitable  for  them  to  deal  with,  thus  preventing  them 
from  giving  time  to  the  consideration  and  the  performance  of  much 
more  onerous,  responsible,  and  profitable  duties.  I  well  recollect  such 
a  man  who  was  of  this  type.  He  lost  the  respect  of  his  subordinates 
and  superiors  and  was  asked  to  resign.  He  failed  to  seize  the  oppor- 
tunity to  show  capacity  for  organisation.  He  was  not  ntted  for 
leadership. 

Under  the  departmental  system  we  get  specialisation.  The  depart- 
mental chiefs  are  selected  for  their  previous  training,  experience,  and 
ability  to  supervise  their  office  sections.  By  means  of  the  staff  and 
chief  continuing  to  perform  the  same  duties  every  cl  ly,  week,  or  month, 
they  become  more  skilled  in  their  work,  more  rapid  in  production, 
and  their  capacity  and  accuracy  are  increased.  You  must  consider 
first  of  all,  therefore,  into  how  many  sections  the  office  suitably  divides 
itself,  both  from  the  point  of  view  of  good  organisation  and  financial 
prudence.  It  is  with  the  distribution  of  work  from  the  financial  aspect 
that  the  accountant's  training  is  peculiarly  fitted  to  deal.  By  this  I 
do  not  mean  the  question  of  cost,  although  that  is  important.  No  one 
can  recommend  the  creation  of  unnecessary  departments.  What  I 
wish  to  emphasise  here  is  the  observation  of  the  principles  of  internal 
check  with  which  every  accountant  is  familiar.  Internal  check  must 
loom  largely  in  the  office  manager's  mind  when  he  decides  on  his 
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distribution  of  work  and  on  his  selection  of  departments,  and  once  his 
mind  is  made  up  on  this  matter  he  can  then  proceed  to  lay  out  the 
equipment.  It  will  always  be  found  advantageous  to  plan  disposition 
of  equipment  so  as  to  provide  a  constant  forward  movement  and  rapid 
and  easy  communication  between  departments.  Continuity  cannot 
be  completely  achieved,  but  much  can  be  done  by  bringing  as  near 
as  possible  departments  that  frequently  communicate  with  each  other 
and  by  the  introduction  of  mechanical  aids  such  as  carriers,  house 
telephones,  and  a  regular  messenger  system.  Forward  movement  must 
alway<;  be  sought  after.  It  is  a  waste  of  time  to  have  work  passing 
from  a  department  near  at  hand  to  one  situated  in  a  far  distant  corner, 
if  they  can  be  brought  closer  together.  The  peculiar  circumstances 
and  needs  of  the  business  must  again  be  kept  in  your  mind — that  is, 
the  nature  of  the  business,  the  volume  of  work  done,  and  the  general 
poUcy  of  the  proprietors. 

It  is  a  good  plan,  after  having  allotted  the  space  to  each  department, 
to  cut  small  squares  of  cardboard  of  different  colours,  each  colour 
representing  a  department.  These  squares,  cut  to  scale,  may  be  placed 
on  a  plan  drawn  on  a  large  sheet  of  paper.  Under  this  method  there 
is  no  great  difficulty  in  placing  the  office  equipment.  This  plan  can 
be  amplified  so  that  separate  pieces  of  cardboard  can  be  cut  to  represent 
each  part  of  the  equipment.  This  enables  those  in  charge  to  move 
the  cards  about  until  the  ideal  arrangement  of  furniture  and  equip- 
ment is  arrived  at.  By  this  method  a  large  removal  could  be  effected 
within  one  day  without  inconvenience,  I  have  seen  removals  effected 
under  this  plan.  At  the  close  of  an  evening  the  staff  went  away  as 
usual,  thereafter  the  workmen  arrived  and  removed  furniture  and 
equipment  to  their  new  positions  under  the  direct  guidance  of  those 
in  charge  of  the  plan.  In  the  morning,  when  the  staff  arrived,  they 
were  directed  to  their  new  places  and  ready  to  commence  work  at  the 
usual  time,  but  under  the  new  plan  of  work. 

It  is  not  possible  to  consider  each  department  in  detail.  We  will 
probably  find  interest,  however,  in  referring  to  one  or  two  sections  of 
the  office  work  as  indicative  of  what  is  to  be  watched.  For  example, 
we  will  consider,  first,  orders  received  and  issued  ;  second,  wages  : 
third,  the  filing  department  The  first  two  raise  financial  arrangements, 
and  the  third  refers  purely  to  office  arrangements.  First,  what  is  the 
principle  to  be  observed  in  dealing  with  orders  received  ?  Is  it  not  to 
ensure  that  when  the  work  is  done  or  goods  supplied  the  proper  amount 
is  recorded  and  charged  ^  This  is  important,  and,  being  so.  it  will 
be  found  advisable  to  lay  down  a  system  to  give  effect  to  this  require- 
ment. Immediately  on  receipt  of  each  order,  and  before  it  is  passed 
on  for  attention,  a  record  should  be  made  in  an  Orders  Received  Book. 
Nothing  is  so  disturbing  or  calculated  to  affect  good  relationships  than 
for  a  customer  to  find  that  his  order  has  been  overlooked.  It  will 
pay  to  have  this  Orders  Received  Book  inspected  frequently  to  ensure 
that  no  avoidable  delays  take  place.  Full  details  of  the  order  should 
thereafter  be  entered  in  a  Manifold  Order  Book,  one  copy  being  retained 
in  the  book  and  the  other  issued  to  the  stores,  warehouse,  or  depart- 
ment for  attention.  In  the  case  of  a  manufacturing  or  an  industrial 
company  the  issue  will  take  the  form  of  an  order  with  a  special  job 


52 


Office  Organisation  and  Management. 


number,  accompanied  by  all  the  necessary  forms  for  the  works  and 
also  for  costing  analysis.  The  issue  of  the  goods  should  be  entered 
through  a  Goods  Issued  Book,  and  this  book,  or  an  advice  of  issue, 
should  be  sent  to  the  office  to  be  compared  with  the  Order  Book. 
The  duplicate  order  form  could  be  printed  so  as  to  return  to  the  order 
clerk  to  note.  The  invoice  clerk  would  then  extend  the  prices  for  orders 
completed,  which  should  be  checked.  The  invoice  itself  should  then 
be  made  out  and  the  entry  made  in  the  Day  Book.  Sometimes  the 
invoice  and  the  Day  Book  are  combined  by  being  prepared  in  duplicate 
form,  the  second  copy  being  retained  and  totalled  with  the  others  at 
the  end  of  the  month.  Finally,  the  invoices  should  be  verified  with 
the  Order  Book,  and  the  Order  Book  entry  closed,  so  that  any  orders 
uncompleted  or  not  invoiced  will  be  easily  recognised.  As  already 
indicated,  in  the  event  of  the  order  involving  the  manufacture  of  an 
article,  this  will  involve  the  costing  records,  and  on  completion  of  the 
order  the  amount  chargeable  might  depend  on  the  quotation  or  tender 
submitted,  but  with  this  addition,  the  system  outlined  above  will  apply 
in  principle.  Goods  returned  should  be  recorded  in  a  Returns  Inwards 
Book,  and  il  this  is  kept  at  the  stores,  then  an  advice  should  be  sent  to 
the  counting-house  so  that  the  records  may  be  kept  properly  and  credit 
allowed  to  the  customer.  I  recollect  a  case  where,  owing  to  faulty 
administration,  one  man  in  charge  of  a  department  who  possessed  a 
procrastinating  temperament  had  been  able  to  accumulate  a  good 
number  of  completed  orders.  They  had  not  been  charged,  and,  fearing 
discovery,  he  burned  the  lot.  If  there  had  been  a  good  interlocking 
system  of  record  providing  a  satisfactory  internal  check,  such  an 
occurrence  would  have  been  impossible  and  a  heavy  loss  avoided. 
A  considerable  interval  elapsed  before  the  matter  was  discovered,  but 
it  was  not  the  system  which  brought  it  to  light.  So  long  as  there  is 
looseness  in  the  organisation,  then  there  is  strong  presumption  of 
leakage  and  even  temptation  to  fraud. 

In  the  case  of  orders  issued  or  purchases  it  is  important  to  watch 
that  the  goods  received  are  noted  and  that  it  is  impossible  to  pay 
more  than  the  amount  due  or  to  pass  duplicate  accounts  for  payment. 
Every  order  issued  will  involve  expenditure,  and,  consequently,  it 
is  always  a  good  plan  to  lay  down  the  rule  that  only  certain  responsible 
officials  should  have  power  to  sanction  the  ordering  of  goods,  and  they 
should  either  sign  or  initial  the  order  before  it  is  sent  out.  A  Goods 
Inwards  Book  will  be  required  to  record  the  receipt  of  goods,  and  this 
book  can  be  kept  by  the  storekeeper.  Invoices,  when  received,  will 
be  checked  by  the  invoice  clerk,  who  will  compare  them  with  the  Order 
Book.  All  orders  should  instruct  that  the  number  of  the  order  must 
be  quoted  on  the  invoice.  The  invoice  clerk  should  record  on  the 
invoice  a  reference  to  the  Goods  Inwards  Book,  and  the  latter  book 
should  be  referenced  to  the  Invoice  Day  Book.  Further,  the  order 
should  be  marked  off  with  the  folios  of  the  Goods  Inv/ards  Book  and 
the  Invoice  Day  Book  respectively.  This  provision  will  prevent  any 
subsequent  duplicate  invoice  being  passed  and  paid.  All  invoices 
should  be  certified,  of  course,  by  the  department  concerned  as  to 
prices,  quality,  &c.,  before  the  entry  is  made  in  the  Invoice  Day  Book 
for  posting  to  the  Purchase  Ledger. 
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There  is  within  my  knowledge  a  case  of  the  accountant  to  a  company 
who,  preferring  golf,  allowed  his  office  organisation  to  become  ineffec- 
tive. Work  frequently  got  into  serious  arrears,  and  his  plan  was  to 
rush  the  work  up  to  date  periodically.  Naturally,  invoices  did  not 
receive  the  careful  examination  and  verification  they  required,  and, 
on  investigation,  it  was  made  almost  certain  that  invoices  rendered 
for  a  second  time  were  paid. 

In  organisation  the  human  element  has  to  be  provided  for,  and  you 
must  always  arrange  so  that  work  left  undone  will  be  revealed,  and  that 
no  loophole  exists  for  possible  leakage  This  raises  the  question  of 
adequate  control.  I  am  inclined  to  believe  in  s^^stems  of  regular  reports 
from  departments  giving  information  as  to  the  position  of  the  various 
sections  of  work  performed.  If  these  reports  are  used  properly  they 
form  a  wonderful  check  on  both  the  work  and  the  workers.  I  have 
seen  these  reports  bring  to  light  many  matters  that  would  otherwise 
have  remained  concealed.  They  are  also  valuable  in  spurring  the 
workers  to  show  good  results. 

The  next  section  T  would  mention  briefly  is  the  wages  section  of 
the  office.  Here  it  is  necessary  to  provide  a  system  which  will  ensure 
the  proper  recording  of  men's  time,  and  in  a  manufacturing  or  industrial 
company  these  records  must  also  be  suitable  for  their  utilisation  in 
the  ascertainment  of  costs.  It  is  in  the  payment  of  wages  that  a  large 
percentage  of  defalcation  takes  place,  and  the  utmost  care  should  be 
taken  to  ensure  that  fraud  would  be  difficult  unless  there  exists  collu- 
sion between  two  parties.  There  is  the  possibility  that  one  employee 
might  be  tempted  to  commit  fraud,  but  he  will  hesitate  before  working 
in  collusion  with  anyone  else,  and  so  place  his  personal  safety  in  the 
hands  of  another.  In  large  works  the  amount  of  the  weekly  wage 
bill  is  usually  a  heavy  one,  and,  unfortunately,  clerks,  passing  this 
money  through  their  hands,  have  in  many  instances  proved  unworthy 
of  trust  and  confidence.  Instances  of  this  kind  will  probably  be  known 
to  you.  There  must  exist  therefore,  a  method  whereby  the  exact 
time  when  workers  enter  and  leave  the  works  is  recorded,  and  again 
when  they  enter  and  leave  the  engineering  shop.  Work  done  should 
be  noted  on  time  cards,  and  these  records  should  be  sent  to  the  office 
daily.  The  introduction  of  time  clocks  has  been  favoured  very  much 
lately,  but  there  is  a  very  lars^e  and  up-to-date  establishment  on  the 
Clyde  which  still  finds  the  old  "  tally  "  or  metal  disc  system  most 
suitable.  Workers  paid  at  piece  rates  should  also  record  their  time  of 
entrance  and  leaving,  and  the  work  done  by  each  man  should  be 
recorded  on  a  card.  In  the  wages  section  of  the  office  separate  wages 
sheets  should  be  compiled  for  both  time  and  piece-workers,  and  it  is 
an  essential  of  the  organisation  to  arrange  the  work  on  preparation  of 
these  sheets,  so  that  the  records  may  be  built  up  daily  and  that  the 
wages  summaries  be  ready  each  week  without  undue  haste.  Further, 
records  should  be  checked  to  ensure  accuracy.  As  piece-work  wages 
are  calculated  on  the  work  done,  the  cards,  giving  full  particulars  of 
the  work  and  carrying  the  initials  of  the  foreman  or  viewer,  should  be 
passed  to  the  office  for  summarising,  and  the  preparation  of  wages 
sheets,  the  checking  of  rates,  calculations,  &c.,  being  done  similarly 
to  that  applicable  to  time  workers.    Payments  should  not  be  made 


54 


Office  Organisation  and  Management, 


by  those  who  have  to  do  with  the  compiUng  of  the  wages  sheets.  This 
is  a  duty  which  should  be  confined  to  the  cashier's  department.  Each 
foreman  should  be  present  at  the  payment  of  the  men  under  his  charge. 
The  pay  clerk  cannot  be  expected  to  identify  each  workman,  but  tiie 
foreman  is  there  to  do  so. 

The  duties  in  the  wages  section  of  the  office  lend  themselves  to 
standardisation.  It  is  possible  to  have  a  chart  or  time-table  drawn 
up  for  the  guidance  of  wages  clerks,  showing  what  work  is  due  to  be 
performed  each  day  so  as  to  ensure  everything  being  up  to  date  and 
ready  without  loss  of  time. 

The  foregoing  sections  of  the  office  involve  financial  matters,  but 
the  third  and  last  section  of  the  office  to  which  I  wish  to  refer  is  the 
correspondence  filing  department. 

Correspondence  files  serve  three  important  functions.  First,  they 
relieve  executive  officers  and  employees  of  the  necessity  of  keeping 
in  their  desks  letters  and  papers  to  which  they  expect  to  refer  at  some 
future  time.  Second,  the  file  is,  or  should  be,  a  means  of  definitely 
and  quickly  locating  correspondence  or  memoranda  of  any  kind.  Third, 
the  files  are  available  to  all,  and  all  employees  know  where  certain 
information  is  to  be  obtained.  The  first  function  is  valuable,  yet 
department  heads  in  many  offices  continue  to  keep  important  letters 
in  their  desks  in  the  expectation  that  they  will  be  sure  to  find  them  when 
required.  This  reason  does  not  reflect  credit  on  the  filing  system.  A 
good  filing  system  will  produce  correspondence  more  quickly  than  if 
hidden  away  among  desk  papers.  An  illustration  of  the  ideal  filing 
system  may  be  found  in  the  public  library.  There  you  look  up  the 
index,  request  a  certain  book,  and  you  do  not  expect  to  wait  more  than 
a  few  minutes  for  it.  The  reason  is  that  a  reliable  system  is  essential 
to  a  library  ;  and  should  this  not  apply  equally  so  to  an  office  ?  The 
average  office,  however,  provides  itself  with  very  junior  employees 
for  filing  duties,  .and,  therefore,  letters  are  not  always  to  be  obtained 
when  required.  The  reason  is  that  the  importance  of  accurate  filing 
is  not  thoroughly  understood.  It  will  pay  to  place  a  competent 
person  in  charge  of  the  filing  arrangements  ;  preferably  one  with  a 
knowledge  of  all  the  best  filing  systems  and  who  has  previously  proved 
himself  a  methodical  and  painstaking  employee.  I  am  inclined  to 
favour  the  central  filing  system,  whereby  the  correspondence  for  all 
departments  ultimately  finds  its  way  to  the  central  filing  department. 
Separate  files  in  each  department  leads  to  lack  of  uniformity  and  to 
inconvenience.  By  making  one  person  responsible,  delay  and  con- 
fusion are  eliminated.  Further,  no  one  should  have  access  to  the  files 
except  the  file  clerk  or  his  assistants,  and  no  one  should  be  able  to  hold 
up  correspondence  for  an  unreasonable  time  without  good  excuse. 
Strict  rules  on  filing  will  render  the  filing  department  more  efficient  and 
serviceable.  Here,,  again,  it  will  be  found  advantageous  to  introduce 
a  system  of  regular  reports  from  departments  as  to  the  letters  held  up. 
Letters  received  should  be  entered  in  a  letter  register  and  the  depart- 
ment or  person  to  whom  the  letter  is  handed  should  be  recorded.  When 
the  letter  is  filed  this  should  be  noted  in  the  register  by  the  file  clerk, 
who  is  thereby  able  to  ascertain  outstanding  letters  without  difficulty, 
also  who  is  the  person  holding  them.    It  is  easy  thereafter  to  intro- 
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duce  a  system  of  reports  regarding  letters  which  have  been  withheld 
from  the  file  for  an  unduly  long  period.  The  method  of  filing  employed 
should  be  known  by  all  employees,  so  as  to  ensure  complete  co-opera- 
tion. I  do  not  wish  to  enter  into  any  controversy  as  to  which  is  the 
best  filing  system.  This  depends  entirely  on  the  size  of  the  office  and 
its  requirements.  We  have  travelled  a  long  way  from  the  primitive 
spindle  file  with  its  sharp  point  sticking  in  the  air,  and  filing  systems 
are  now  developed  to  a  high  degree  of  efficiency.  The  important 
points  to  consider  are,  first,  the  absolute  need  for  a  good  fihng  system, 
and,  second,  the  selection  of  the  system  most  appropriate  to  the 
circumstances  of  the  business.  You  can  test  your  filing  system  by 
the  following  inquiries  : — 

First,  is  it  capable  of  supplying  the  particular  paper  or  papers  you 
want  ?  second,  will  it  do  so  rapidly  and  can  papers  be  filed  rapidly  ? 
third,  can  it  be  done  cheaply,  efficiently,  and  simpl}^  ? 

(3)  Staff. 

I  now  wish  to  refer  to  the  third  section  into  which  I  have  divided 
the  subject — viz.  Staff.  This  section  is  really  the  most  important  of 
all.  When  everything  is  considered,  the  whole  success  of  the  organisa- 
tion depends  on  the  staff,  on  the  men  and  women  who  are  to  carry 
it  out.  When  we  think  of  office  organisation  and  management  there 
arises  first  of  all  in  our  minds  our  conception  of  a  thoroughly  efficient 
organiser.  He  is  the  driving  force  behind  the  machine  impelling  the 
machinery  forward.  No  matter  how  efficient  he  may  be,  however, 
if  he  is  supported  by  a  poor  staff  he  cannot  look  for  good  results. 
Further,  it  is  possible  to  have  a  willing  staff,  but  if  they  are  controlled 
and  guided  by  an  office  manager  who  is  incapable,  then  there  will  be 
discontent  and  inefficiency.  Both  organisation  and  management  go 
hand  in  hand.  The  one  is  a  corollary  of  the  other,  hence  the  vital 
importance  of  ensuring  the  possession  of  a  man  of  creative  power, 
imagination,  and  training.  Have  you  considered  the  qualities  which 
go  to  make  up  the  really  good  and  successful  organiser  ?  Is  it  educa- 
tion ?  Undoubtedly  education  is  a  most  valuable  asset,  but  you  will 
have  noticed  that  many  successful  men  in  business  were  actually  handi- 
capped by  lack  of  education,  yet  they  rose  to  eminence  in  spite  of  it. 
You  might  suggest  commercial  training  and  experience  as  other  quali- 
ties. Certainly  the  responsible  work  of  management  cannot  be  under- 
taken without  these,  otherwise  expensive  mistakes  will  be  made.  In 
this  connection  I  may  say  that  for  positions  of  office  control  I  place  a 
high  value  on  the  accountant's  training.  His  studies  embrace  all 
sections  of  finance  and  control,  and  no  other  training  so  conspicuously 
fits  a  man  for  the  organisation  and  management  of  a  company's  financial 
and  office  affairs.  He  must  acquire,  however,  a  knowledge  and  exper- 
ience of  the  many  practical  elements  in  business,  including  costing, 
stores  organisation,  correspondence,  &c.,  and  even  in  a  general  way  of 
the  manufacturing  or  works  side  of  the  business.  A  period  of  service 
as  a  departmental  chief  in  the  office  will  provide  experience  of  sectional 
organisation,  and  this  will  be  a  good  training  ground  for  the  larger 
responsibility  later  on.  After  all.  however,  the  organiser's  qualifica- 
tions are  most  difficult  to  define     They  are  really  a  combination  of 
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qualities,  all  of  which  are  necessary.  He  must  have  the  combination 
of  brilliant  ability,  the  power  to  grasp  with  rapidity  the  pros  and  cons 
of  a  case,  forethought,  perception  which  will  enable  him  to  foretell 
results  in  advance  with  wonderful  far-sightedness,  the  power  of  detail, 
the  faculty  for  taking  pains,  and  an  orderly  brain  which  will  obey  his 
behests  and  supply  the  stored-up  information  when  required.  He  must 
be  self-controlled,  cool,  courteous,  and  firm,  so  that  he  will  ensure 
obedience  and  earn  the  esteem  of  his  subordinates.  The  loud-voiced 
bullying  manner  is  evidence  of  weakness  and  will  lose  the  respect  and 
confidence  of  his  staff.  It  will  always  be  found  beneficial,  even  from 
a  purely  business  aspect,  to  be  served  by  willing  and  cheerful  employees 
who  know  that  they  will  receive  approval  when  it  is  deserved,  rather 
than  that  they  should  go  about  without  a  smile,  discontented,  and 
probably  disloyal.  It  does  not  follow,  of  course,  that  discontent  among 
the  staff  will  always  be  caused  by  bad  conditions.  There  are  employees 
who  will  create  trouble  and  discontent  under  the  most  ideal  cir:um- 
stances.  Nevertheless,  this  is  the  exception,  and  if  an  office  manager 
cultivates  the  friendship  of  his  subordinates,  it  will  reflect  in  good 
relationships  and  sympathetic  hearty  co-operation.  I  should  not 
omit  to  mention  the  quality  of  enthusiasm.  The  staff  will  take  its 
cue  from  the  chief.  If  he  is  slow  they  will  be  slow  also  ;  if,  however, 
he  is  vigorous,  alert,  healthy,  enthusiastic,  they  cannot  help  being 
interested  and  stimulated  to  enthusiastic  effort.  He  is  the  leader,  not 
the  driver  or  the  looker-on.  He  must  therefore  possess  the  attributes 
of  successful  leadership  in  business  in  a  marked  degree,  able  to  inspire 
others  and  to  secure  confidence  and  goodwill. 

The  chiefs  of  office  departments  should  also  be  selected  for  their 
skill  and  ability  to  perform  the  duties  of  their  particular  sections. 
Previous  training  and  experience  will  be  factors  in  their  choice,  and 
they  should  be  capable  of  supervising  and  controlling  the  staff.  Good 
health  is  an  important  element.  A  chief  of  an  office  department  must 
show  an  example  to  his  subordinates  at  any  time  of  stress  and  strain 
and  so  enthuse  them  with  vigour  and  energy  until  the  particular  crisis 
is  past. 

The  selection  and  training  of  the  general  staff  is  an  interesting  and 
profitable  study,  for  no  matter  how  good  the  office  system,  the  whole 
fabric  can  be  reduced  to  worthlessness  if  operated  by  careless  or 
inefficient  workers.  It  is  only  within  recent  times  that  employers 
have  given  attention  to  the  question  of  labour  turnover.  This  is 
especially  applicable  to  offices.  It  has  been  discovered  that  it  is  an 
expense — the  amount  varies  considerably — to  train  a  clerk,  conse- 
quently a  serious  loss  ensues  if  the  labour  turnover  is  unduly  high. 
For  example,  if  an  office  employs  loo  people  a  year  to  maintain  a  force 
of  50,  then  the  turnover  is  100  per  cent.  Figures  are  difficult  to  secure, 
but  the  expense  of  this  turnover  represents  money  lost  and  paid  for 
labour  that  would  not  have  had  to  be  paid  if  the  original  staff  had 
remained.  Every  endeavour  must  therefore  be  made  to  secure  the 
right  man  at  the  start  and  to  give  good  conditions  that  will  attract 
and  retain  able  assistants.  The  right  office  manager  will  look  for  some- 
thing approaching  100  per  cent,  efficiency  from  his  staff,  but  he  must 
first  look  within  himself  to  see  whether  his  arrangements  and  office 
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conditions  will  tend  to  a  low  or  a  high  efficiency.  The  fault  may  not 
lie  with  the  staff.  An  employee  is  an  investment,  quite  as  real  as  any 
other  investment,  and  the  question  of  its  worth  depends  on  its  use  by 
the  management.  First  of  all,  great  care  should  be  exercised  in  the 
original  selection  of  the  employee.  This  is  not  an  easy  task.  It 
involves  character  reading,  insight,  and  vision.  Some  concerns  find 
it  profitable  to  concentrate  the  employment  of  staff  on  one  section  of 
the  office.  They  find  that  by  this  means  those  engaged  in  the  employ- 
ment department  become  expert,  in  the  course  of  frequent  interviewing, 
in  sizing  up  applicants,  and  acquiring  accuracy  of  judgment.  The 
usual  questions  as  to  qualifications  and  past  record  are  as:ked,  but, 
in  addition,  the  shrewd  interviewer  puts  other  questions  in  a  courteous, 
tactful  way,  as  will  bring  out  the  required  information  more  clearly. 
A  clever  interviewer  will  get  much  information  from  leading  questions 
put  pleasantly  in  the  course  of  conversation.  The  applicant's  manner 
will  be  disclosed  and  many  other  points  will  be  revealed  which  will 
enable  the  interviewer  to  arrive  at  a  proper  udgment.  The  main 
factor  which  operates  when  interviewing  an  applicant  is  whether  or 
not  it  will  pay  to  employ  him.  Sentiment  cannot  enter  into  such 
circumstances.  The  applicant  must  therefore  convince  you  that  he 
possesses  ability,  character,  personality,  and  health.  The  ability  you 
must  look  for  depends,  of  course,  on  the  nature  of  the  work  to  be 
performed.    For  minor  or  routine  duties  select  female  labour. 

When  an  employee  has  been  engaged  it  is  wrong  to  take  him  to  the 
head  of  a  department  with  a  simple  introduction  and  place  his  instruc- 
tion in  the  hands  of  that  official.  The  likely  result  is  that  he  will  be 
placed  at  a  desk  and  given  one  piece  of  work  after  another  with  simply 
a  comment  as  to  how  it  is  to  be  done,  or  frequently  a  new  clerk  is  loaded 
up  with  numerous  verbal  instructions,  resulting  in  his  forgetting  the 
most  of  them.  The  course  of  training  in  such  a  case  covers  a  long  time, 
during  which  there  is  much  waste  of  material  and  time,  not  to  mention 
expensive  errors.  It  is  of  the  utmost  importance  that  every  worker 
should  know  exactly  what  he  is  to  do,  how  he  is  to  do  it,  and  why. 

This  instruction  nowadays  is  effected  in  two  waysT  In  some 
establishments  by  means  of  schools,  and,  second,  by  means  of  Office 
Manuals. 

In  the  training  school  each  new  clerk  is  given  a  thorough  training 
in  the  handling  of  the  work  to  which  he  will  be  allotted.  The  general 
policy  and  the  general  scope  of  the  business  are  explained.  His  relation 
to  the  business  as  a  whole  is  made  clear.  He  is  taken  through  the  entire 
works  so  that  he  can  get  an  idea  of  the  various  branches  of  the  com- 
pany's activities  and  some  detail  of  the  scope  of  its  business.  This 
impresses  him  with  the  fact  that  the  final  purpose  of  the  work  of  the 
office  is  to  supply  customers  with  a  satisfactory  and  prompt  service. 
He  has  a  part  to  perform  in  that  work,  and  at  the  end  of  his  training 
he  should  know  exactly  what  his  part  is  and  realise  its  importance 
and  its  relation  to  the  general  scheme. 

An  Office  Manual  is  a  book  describing  in  detail  every  duty  and  every 
operation  required  in  the  office.  Its  purpose  should  be  to  furnish  every 
worker  in  the  office  with  accurate  information  as  to  his  authority,  the 
work  he  has  to  do,  exactly  how  that  work  has  to  be  done,  and  his 
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relation  to  the  force  as  a  whole,  thus  minimising  verbal  explanations, 
which  are  rarely  complete. 

An  Office  Manual  should  be  divided  into  two  general  sections  :  first, 
general  information  as  to  the  policy  and  scope  of  the  business,  together 
with  rules  and  regulations  applying  to  all  employees  ^^like  ;  second, 
specific  instructions  as  to  the  routine  of  each  department. 

There  can  be  no  question  as  to  the  enormous  advantages  secured 
through  these  manuals,  especially  where  the  office  is  large  and  women 
are  employed.  Every  employee  is  firmly  impressed  by  the  policy 
of  the  establishment  as  set  forth  in  the  manual,  and  he  not  only  obtains 
full  information  as  to  his  own  duties  but  also  the  duties  and  responsibili- 
ties of  his  colleagues,  thereby  giving  him  a  proper  conception  of  the 
relationship  of  his  duties  to  that  of  the  whole  concern.  This  undoubtedly 
educates  the  workers  and  promotes  sympathetic  and  hearty  co-operation 
between  them.  I  have  seen  these  Office  Manuals  in  operation  and 
have  also  compiled  them  and  can  speak  from  experience.  Where 
women  clerks  are  largely  employed  no  other  system  will  produce  exactly 
the  same  good  results.  Men  clearly  understand  that  their  hope  of 
success  lies  in  training  themselves  and  making  themselves  efficient, 
so  as  to  make  the  most  of  their  abilities  and  enable  them  to  rise  above 
the  merely  economic  level.  I  suppose,  however,  there  will  always 
exist  in  the  mind  of  the  lady  clerk  that  she  is  likely  to  get  married. 
This  is  probably  as  it  should  be,  but  in  numerous  instances  it  tends  to 
make  them  less  anxious  to  advance  in  training.  There  are  exceptions, 
of  course,  but  it  will  be  found  particularly  useful  for  the  office  manager 
who  employs  a  large  female  staff  to  create  these  Office  Manuals,  if  he 
wishes  to  secure  the  fullest  service  from  the  female  staff.  This  will 
keep  each  clerk  constantly  advised  as  to  her  duties  and  routine,  and 
so  save  her  troubling  the  departmental  chief  except  on  unusual  matters. 

This  training  of  staff  naturally  leads  to  the  question  of  scientffic 
management.  We  must  bear  in  mind  that  the  responsibility  for  an 
officer  doing  his  duty  does  not  altogether  lie  with  the  worker.  Further, 
the  executive  must  see  to  it  in  the  first  instance  that  not  only  is  the 
worker  given  full  instructions  as  to  what  his  duties  are  but  also  that 
he  is  made  acquainted  with  the  best  method  of  performing  them. 
The  science  of  eliminating  waste  motions  has  been  very  well  developed 
in  factories  and  workshops,  but  it  is  a  comparatively  fresh  study  so 
far  as  the  office  is  concerned.  Nevertheless,  it  can  and  has  been  applied 
with  conspicuous  success.  The  office  manager  who  keeps  this  science 
constantly  before  him  will  reap  great  profit.  It  is  usually  applied  to 
routine  duties.  Each  duty  is  considered  in  detail  and  the  exact 
motions,  with  the  time  taken  to  each,  ascertained.  Thereafter  the  whole 
data  obtained  should  be  analysed  and  the  necessary  improvements 
made.  The  worker  should  be  taught  carefully  and  patiently  the  new 
way  of  doing  the  work,  and  if  the  analysis  has  been  carefully  made 
the  worker  can  easily  be  shown  how  to  perform  the  task.  The  work 
involved  in  such  a  process  of  training  may  seem  expensive,  but  it  is 
really  most  economical.  By  the  new  method  the  worker  becomes 
more  productive  in  a  very  short  space  of  time,  whereas  in  the  older 
st3^1e  a  worker  may  have  to  be  employed  some  time  before  becoming 
efficient. 
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To  ensure  the  success  of  such  a  system  the  worker's  interest  and 
co-operation  must  be  enUsted  and  stimulated.  No  secret  hole-and- 
corner  methods  will  do  if  failure  is  to  be  avoided.  Workers  are  human 
beings  and  their  suspicions  are  easily  aroused  if  this  science  is  worked 
in  any  underhand  way.  Further,  the  worker  must  be  convinced  that 
you  intend  to  deal  fairly  with  liim.  Do  not,  therefore,  set  the  standard 
of  efficiency  too  high,  as  it  will  establish  a  feeling  of  distrust.  And, 
again,  you  must  also  avoid  too  low  a  standard,  as  this  will  indicate 
that  your  scientific  study  is  fault}^  and  the  staff  will  take  advantage. 

I  would  strongly  emphasise  the  value  of  these  motion  studies. 
In  routine  work  especially  there  is  hardly  a  section  of  activity  but  which 
will  be  improved  through  the  study  of  the  various  motions  and  the 
elimination  of  those  which  are  unnecessary.  I  find,  personally,  that 
this  section  of  office  organisation  is  a  most  profitable  one,  and  have  for 
several  years  given  thought  to  the  matter.  To  illustrate  this  section 
of  scientific  management,  let  us  consider  a  business  where  there  is  a 
considerable  sorting  of  forms  to  be  performed  daily.  The  old-fashioned 
w^ay  is  to  have  these  sorted  out  on  the  top  of  a  desk  or  on  a  large  table. 
The  worker  would  have  to  stand  and  might  also  have  to  make  frequent 
stretches  with  her  arms.  Under  a  proper  scientific  method,  however, 
you  would  devise  a  sorting  cabinet  or  rack,  suitably  shaped,  so  that 
the  girl  "can  sit  on  a  chair  and  will  yet  be  able  to  reach  any  portion  of 
the  rack  or  cabinet  without  any  undue  stretching.  This  is  attained  by 
the  rack  or  cabinet  being  shaped  like  an  inverted  letter  V,  and  when 
the  worker  is  seated  the  rack  is  really  in  front  and  also  to  each  side  of 
her.  Numerous  positions  are  made  on  the  rack,  with  suitable  code 
index  letters,  indicating  what  should  be  inserted  in  each  position. 
Under  this  arrangement  one  company  was  able  to  increase  the  output 
of  work  on  this  duty  to  a  surprising  extent,  and  yet  the  worker  was 
much  less  tired  than  under  the  older  method. 

Once  the  staff  is  interested  in  your  proposals  for  increase  of  efficiency 
and  are  convinced  that  you  are  sincere  in  your  desire  to  help  them  at 
the  same  time  as  you  are  helping  the  business,  your  battle  will  be  won. 
Unfortunately,  in  the  past  there  have  been  grounds  for  the  belief  that 
many  of  the  inventions  and  improvements  were  used  simply  as  a  means 
to  secure  greater  output  and  to  reduce  staff  ;  or,  in  other  words,  to 
get  more  and  give  less.  The  new  era  has  produced  the  new  employer, 
and  this  country  has  already  many  examples  of  great  business  men 
who  are  willing,  not  only  to  pay  their  employees  well,  but  also  to  assist 
them  in  many  ways  to  better  conditions  of  life  Such  men  have  the 
welfare  of  their  workers  at  heart.  They  realise  that  principle  which 
I  have  already  mentioned,  that  each  employee  is  an  asset,  and,  if  well 
used,  will  remain  a  constant  and  increasing  service.  The  salaries  of 
workers  must,  therefore,  be  tair  and  reasonable,  and  when  a  worker 
becomes  increasingly  efficient  this  should  be  adequately  recompensed. 
For  example,  if  you  found  it  possible  through  motion  study  to  introduce 
a  new  method,  the  best  way  to  enlist  the  worker's  co-operation  is  to  set 
a  standard  under  the  new  plan,  and,  if  he  or  she  reaches  that  standard, 
to  reward  the  worker  by  an  appropriate  increase  in  salary.  If  the 
staff  once  get  into  their  minds  that  you  are  trying  to  get  more  out  of 
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them  for  nothing  you  will  forfeit  their  confidence,  suspicions  will  set 
up,  and  work  will  be  poorly  done. 

Another  method  of  stimulating  enterprise  on  the  part  of  the  staff 
so  as  to  get  better  effort  is  by  promotion.  Seniority  is  a  factor  which 
must  always  be  considered,  but  if  it  were  the  only  factor  stagnation 
will  follow.  Merit  alone  must  count.  Seniority  is  secondary.  This 
fact,  well  impressed  on  the  staff,  will  do  more  almost  than  anything 
else  to  produce  a  healthy  rivalry  and  competition  for  promotion.  Once 
it  is  understood  that  the  proprietors  will  not  hesitate  to  reward  and 
promote  a  really  good  man  who  has  given  evidence  of  his  activity  and 
ability  to  work  well,  then  there  will  arise  in  the  staff  a  keenness  to 
qualify  for  the  higher  positions.  Clerical  work  has  not  reached  that 
stage  when  it  can  be  standardised,  as  in  trades.  Consequently,  there 
cannot  be  a  trade  union  in  office  work.  It  is  not  appropriate.  In 
this  principle  of  individualism  the  clerical  worker  sees  that  the  battle 
is  only  to  the  strong,  that  the  ancient  idea  of  the  survival  of  the  fittest 
carries  full  weight.  He  must  be  able  to  see,  however,  that  the  good 
fighter  for  the  business  will  earn  the  victoi 's  reward.  The  office 
manager  must,  therefore,  give  fair  dealing  to  his  assistants. 

Control. 

Managerial  control  is  of  vital  importance.  The  office  manager  must 
keep  his  finger  on  the  pulse  of  the  business.  This  is  admitted,  but  in 
the  application  of  this  principle  many  fail.  Control  does  not  mean  the 
dealing  with  samples  of  details  gathered  up  from  here  and  there  in 
haphazard  fashion.  This  only  results  in  confusing  the  mind  and 
burdening  oneself  with  matters  which  subordinates  are  paid  to  deal 
with.  It  is  very  probable  that  an  ofhce  manager  who  attempts  this 
weak  system  of  control  will  have  his  desk  littered  with  delayed  corre- 
spondence. An  executive  should  never  require  to  deal  with  details 
unless  they  are  outside  the  ordinary.  He  is  only  interested  in  results, 
and,  consequently,  if  things  are  not  going  ahead  satisfactorily  there 
should  be  a  method  in  force  whereby  this  fact  will  be  disclosed  without 
investigation.  This  is  achieved  by  means  of  weekly,  or  monthly,  reports 
from  heads  of  departments,  comparative  statistical  matter,  graphs,  &c. 

A  good  medium  of  automatic  control  for  the  office  manager  is  pro- 
vided by  means  of  the  Master  Chart.  This  is  a  chart  showing  down  the 
left-hand  side  the  dates  of  the  month  ;  alongside  each  date  is  inserted, 
in  space  provided  for  the  purpose,  a  short  note  of  the  returns,  statistics, 
reports,  or  other  matters  which  have  to  be  received  from  the  office 
departmental  chiefs,  or  which  have  to  be  submitted  by  the  office 
manager  to  the  general  manager,  board  of  directors,  or  others.  There 
is  sometimes  a  sliding  attachment  which  may  be  moved  up  or  down. 
This  attachment  has  a  flat  surface,  and  on  being  moved  downwards 
each  day  indicates  to  the  office  manager  at  a  glance  the  part  of  the  chart 
referring  to  the  particular  date.  He  is  thus  able  to  keep  in  touch  with 
important  matters  of  a  recurring  nature,  which  demand  his  personal 
attention  or  inspection  without  taxing  his  memory  unnecessarily. 

There  are  many  other  points  of  organisation  all  of  which  are  intensely 
interesting,  but  they  would  occupy  weeks  to  discuss,  and  we  must 
leave  them  untouched.    I  hope,  however,  that  the  matters  which  I 
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have  mentioned  will  indicate  the  need  for  planning  work  carefully. 
No  detail  is  too  small  to  be  ignored. 

The  first  necessit}"  is  accommodation  and  equipment ;  the  second, 
the  proper  arrangement  of  work  under  the  departmental  system ;  but 
most  important  of  all  is  the  selection  of  staff. 

The  office  can  be  compared  to  a  battleship  with  the  commander 
in  charge,  and  all  the  men  under  him  occupying  their  proper  places, 
always  ready,  always  alert,  ai^d  alwa^'s  watchful  of  the  company's 
interests,  and  always  loyal.  Disloyalty  in  a  member  of  the  staff  is 
the  unforgiveable  sin  ;  the  executive  must  feel  that  he  is  surrounded 
by  willing,  faithful  workers.  He  must,  however,  show  the  staff  that 
he  is  sincerely  interested  in  their  welfare,  and  for  this  reason  I  believe 
in  welfare  work,  social  clubs,  sports  clubs,  educational  work,  and 
recreation.  Regular  staff  delegate  conferences  will  also  achieve 
much 

Finall^^  I  would  like  to  say  that,  as  the  office  manager  of  a  large 
concern  occupies  a  position  of  much  responsibility  and  influence,  he 
must,  therefore,  in  addition  to  efficiency  and  breadth  of  vision,  be  a 
man  with  lofty  ideals  and  one  to  whom  his  subordinates  can  look  up 
to  with  sincere  respect  because  of  his  strict  integrity  of  character. 


'*  Dishonouring  "  a  Cheque. 

An  instance  recently  occurred  which  emphasised  the  necessity  of  care  in 
the  use  of  words  when  referring  to  any  matter  which  may  affect  a  person's 
credit.  A  bank  presented  on  behalf  of  a  customer  a  cheque  drawn  upon 
another  bank  which  returned  it  with  the  answer  "  words  and  figures  differ." 
The  collecting  bank  returned  it  to  their  customer  with  a  written  advice  that 
the  cheque  had  been  "  dishonoured  "  with  the  answer  given.  The  customer 
passed  on  the  message  to  the  drawer,  who  threatened  the  collecting  bank 
with  .an  action  for  libel. 

It  should  be  remembered  that  whatever  may  be  the  legal  meaning  of  the 
term  "dishonour  "  as  applied  to  a  bill  or  cheque,  there  is  no  doubt  that  in 
ordinary  business  language  it  implies  something  discreditable,  and  it  should 
therefore  never  be  used  when  a  bill  or  cheque  is  returned  for  a  technical 
irregularity  or  when  payment  is  merely  delayed  for  some  reason  other  than 
want  of  funds.  It  is  at  least  doubtful  whether  a  cheque  so  returned  is  legally 
"dishonoured,"  for  before  a  cheque  can  be  dishonoured  it  must  be  "duly 
presented,"  and  due  presentation  probably  means  presentation  complete  and 
in  proper  form. — Institute  of  Bankers'^  Journal. 
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The  subjoined  article  appears  in  the  March  issue  of  the  Monthly 
Journal  of  the  Sheffield  Chamber  of  Commerce. 

We  should  advise  our  readers  to  be  very  chary  about  advising  their 
clients  to  issue  bonus  shares  against  a  writing  up  of  goodwill. 

We  are  of  opinion  that  if  the  company  went  into  liquidation  there 
is  a  possibility  that  the  holders  might  be  called  upon  to  pay  for  the 
shares  in  cash,  it  being  held  that  there  was  not  good  consideration 
given  on  issue. 

The  only  way  in  which  such  scheme  could  be  carried  out  without 
risk  seems  to  be  to  float  a  new  company,  viz.  to  sell  the  assets, 
including  the  goodwill,  in  consideration  of  shares. — Ed.  A.J. 

For  some  time  past  a  great  many  companies,  both  public  and  private, 
have  been  increasing  their  capital  by  capitalising  their  reserve  fundis  by  the 
machinery  of  issuing  to  their  members  bonus  shares  in  satisfaction  of  a 
bonus  declared  out  of  such  reserve  funds ;  and  in  many  cases  a  company's 
reserve  fund  has  become  capable  of  being  so  dealt  with  by  having  credited 
to  it  the  increased  value  of  the  company's  capital  assets. 

Though  it  is  often  expedient  for  a  compaoiy  to  invest  its  reserve  fund  in 
marketable  securities  so  as  to  have  a  cash  reserve  speedily  available  in  case 
of  necessity,  yet  directors  not  infrequently  invest  their  reserve  funds  in  their 
own  company's  business. — in  the  company's  land,  buildings,  machinery  and 
the  like.  It  follows  that  when  the  value  of  these  reserve  fund  investments, 
whether  they  be  securities  or  land  and  buildings,  increases,  so  also  does 
the  reserve  fund.  And  similarly  an  increase  in  value  of  the  company's  land, 
buildings,  machinery,  &c.,  not  representing  the  resierve  fund,  can  neverthe- 
less be  credited  to  the  reserve  fund,  the  land,  or  buildings  or  machinery 
being  written  up  in  the  Balance  Sheet  and  the  reserve  fund  increased  fro 
tanto. 

An  interesting  question  arises,  however,  as  to  whether  an  increased 
value  in  the  goodwill  of  a  company's  business  can  be  dealt  with  in  the 
same  manner,  that  is,  whether  a  company  can  issue  bonus  shares  in  satis- 
faction of  a  distribution  of  the  reserve  fund  made  up  wholly  or  in  part  by 
an  increased  value  of  the  goodwill.  In  effect,  can  a  company  capitalise  the 
increased  value  of  its  goodwill? 

Before  considering  this,  we  must  know  exactly  what  we  mean  by  "  good- 
will." The  term  is  not  an  easy  one  to  define  accurately,  as  the  nature  of 
goodwill  varies  with  the  nature  of  the  business  to  which  it  is  attached.  Lord 
Macnaughton  called   goodwill     "  the    attractive   force    which    brings  in 
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custom,"  and,  generally  speaking,  goodwill  niay  be  said  to  consist  of  every 
advantage  in  carrying  on  a  business,  whether  derived  from  its  premises, 
locality,  name,  patent  rights,  the  personality  of  its  managers,  or  from  any 
other  benefit  of  a  like  nature.  The  value  of  a  goodwill  depends  almost 
entirely  on  the  profits  and  the  expectation  of  future  profits  of  the  business 
to  which  it  is  attached,  and  not  on  the  amount  at  which  it  may  be  stated 
in  the  Balance  Sheet,  which  is  seldom  a  criterion  of  its  true  value,  and  is 
not  >an  asset  upon  which  a  banker  would  be  likely  to  make  advances. 

Now,  if  owing  to  an  addition  to  or  an  increase  of  such  advantages  and 
benefits  a  company's  profits  and  the  prospect  of  future  profits  have  become 
greater,  every  one  will  admit  that  the  company's  goodwill  has  similarly 
risen  in  value.  Why  then  should  it  not  be  written  up  on  the  assets  side 
of  the  Balance  Sheet,  and  the  reserve  fund  on  the  opposite  side  increased 
accordingly,  and  why  should  not  such  increase  in  the  reserve  fund  be  as 
capable  of  capitalisation  as  an  increase  arising  from  other  sources?  The 
effect  of  such  capitalisation  on  the  Balance  Sheet  would  merely  be  to  decrease 
the  amount  of  reserve  fund,  and  to  increase  correspondingly  the  amount  of 
issued  capital,  and  thus  tend  to  make  the  value  of  the  issued  capital  approxi- 
mate more  nearly  to  its  nominal  value  than  was  the  case  before  the  capitalisa- 
tion took  place 

There  appears  to  be  no  judicial  authority  on  the  point,  though  the  con- 
verse case  has  been  before  the  Court.  In  Re  Barrow  TI cpviatite  Steel  Com- 
pany (Law  Reports,  igoo,  2  Chancery)  the  late  Master  of  the  Rolls,  Lord 
Justice  (then  Mr.  Justice)  Cozens  Hardy  laid  down  the  principle  that,  in 
ascertaining  the  available  assets  of  a  company  for  the  purpose  of  a  reduc- 
tion of  capital,  the  value  of  the  goodwill  must  be  taken  into  account. 

It  would  seem  by  analogy,  therefore,  that,  provided  a  fair  value  be 
placed  upon  it,  there  is  no  reason  why  goodwill  should  not  also  be  avail- 
able for  the  purpose  of  an  increase  of  capital.  It  is  likely,  however,  that, 
until  the  point  has  been  actually  decided  by  the  Court,  lawyers  and  account- 
ants will  show  a  certain  hesitancy  in  advising  their  clients  to  capitalise 
goodwill. 
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A  Company   Secretary's   Duties— L 

By  W.  H.  Fox. 

{Author  of  "  The  Company  Secreiiry  ") 

This  article  is  the  first  of  a  series  dealing  with  the  ordinary 
duties  of  a  Secretary,  specially  written  for  the  Accountants* 
Journal"  by  an  accountant  of  great  experience  in  this  work. 
Each  article  will  be  complete  in  itself  and  the  series  will 
form  a  noteworthy  addition  to  the  literature  of  the  subject, 

I. — Formation  and  Registration  of  Company. 

The  following  series  of  articles  dealing  with  the  duties  of  a  company 
secretary  it  is  proposed  to  keep,  as  far  as  possible,  to  the  order  in  which 
various  matters  may  engage  his  attention.  The  matter  has  been 
divided  under  eight  heads,  as  follows  : — (i)  Formation  and  registration 
of  company  ;  (2)  proceedings  of  directors — board  minutes  and  general 
meeting  minutes  ;  (3)  share  register,  share  certificates  and  transfer, 
share  warrants  to  bearer,  and  dividends ;  (4)  debenture  register, 
transfer  register  of  mortgages,  debenture  interest ;  (5)  books  of  account  ; 
(6)  office  books  ;  (7)  notices  by  advertisement,  stamp  duties,  and  Stock 
Exchange  quotation  ;    (8)  voluntary  liquidation  and  reconstruction. 

It  is  assumed  for  the  purpose  of  the  examples  given  hereafter  that  a 
company  is  being  formed  to  acquire  an  existing  business,  as  the  steps 
to  be  taken  are  somewhat  more  elaborate  than  in  the  case  where 
no  contracts  are  entered  into  for  the  purchase  of  existing  undertakings. 

The  tendency  of  the  present  day  secretary  is  rather  to  spend  too 
much  time  in  dealing  with  purely  legal  questions,  but  it  is  advisable 
that  any  doubtful  points  of  law  should  be  dealt  with  by  the  company's 
legal  adviser.  The  secretary  should  have  all  his  time  occupied  in 
the  organisation  of  his  office,  in  order  that  the  necessary  work  may 
be  carried  out  with  as  little  friction  as  possible,  and  with  the  least 
possible  waste  of  time.  The  Companies  (Consolidation)  Act  of  T908 
should  be  his  constant  study  so  far  as  administrative  procedure  is 
dealt  with,  whilst  the  legal  refinements  of  the  cases  in  which  companies 
which  have  had  their  affairs  ventilated  in  the  Law  Courts  may  be  left 
for  subsequent  study. 
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Whilst  the  legal  work  in  connection  with  the  constitution  of  the 
company  is  being  carried  out  by  the  company's  solicitors,  the  secretary 
wnll  make  himself  acquainted,  as  far  as  possible,  with  the  memorandum 
and  articles  of  association  and  the  other  documents,  and  especially 
with  the  agreement  providing  for  the  purchase  of  the  business  to  be 
acquired.  His  first  secretarial  duties  would  consist  in  attending 
meetings  of  the  intending  directors  prior  to  the  registration  of  the 
company,  at  which  also  the  solicitors  will  be  present  and  at  which  all 
the  documents  will  be  carefully  considered.  This  will  apply  especially 
to  the  preparation  and  completion  of  the  prospectus,  assuming  that 
the  company  is  about  to  appeal  to  the  public  for  capital. 

One  may  pause  here  to  explain  that  under  the  Companies  Act  of 
1908  the  four  different  classes  of  companies  may  be  registered,  namely 
(i)  Unhmited  Companies,  (2)  Pubhc  Companies  issuing  prospectus, 
(3)  Public  Companies  not  issuing  prospectus,  and  (4)  Private  Companies. 
These  are  all  registered  at  Somerset  House,  Strand,  London,  under  the 
Companies  Acts,  1908  to  19 17. 

(1)  The  Unlimited  Cojupany  may  be  practically  dismissed  from  our 
consideration,  as,  beyond  a  few  private  banks  which  have  been  registered 
in  this  manner,  there  are  very  few  companies  now  carrying  unlimited 
liability  on  their  shares.  This  means  that  the  holder  of  even  one  share 
is  liable  to  pay  up  to  the  whole  extent  of  his  property  in  the  event  of 
the  company  going  into  liquidation,  and  it  is  natural  that  shareholders 
should  be  desirous  of  avoiding  any  such  contingency. 

(2)  Public  Companies  issuing  Prospectus. — The  following  documents 
will  be  necessary  for  registration  under  this  heading,  namely.  Memoran- 
dum of  Association,  Special  Articles  of  Association  (unless  Table  A 
under  the  Act  of  1908  is  adopted  as  the  company's  articles),  notice  of 
situation  of  registered  office,  statement  of  nominal  capital,  declara- 
tion by  solicitors,  director,  or  secretary,  of  compliance  with  the  require- 
ments of  the  Act  prior  to  registration,  list  of  persons  who  have  consented 
to  be  directors,  consents  to  act  as  directors,  contracts  by  directors  to 
take  share  qualification,  and  complete  form  of  prospectus  duly  dated 
and  signed  individually  by  the  proposed  directors.  Subsequently  to 
the  issue  of  the  prospectus,  a  declaration  of  compliance  with  the  terms 
of  Section  87  of  the  Act  must  be  made  regarding  the  allotment  of 
capital,  &c.,  and  the  Registrar  will  then  issue  a  certificate  entitling 
the  company  to  commence  business.  For  the  purpose  of  preliminarv 
meetings,  the  secretary  must  prepare  full  agenda  under  the  advice  of 
the  solicitors, — if  thought  necessary, — and  the  best  form  in  which  this 
agenda  should  be  prepared  is  that  of  putting  the  business  to  be  dealt 
with  in  the  form  of  minutes.  The  chairman  will  then  alter  these  draft 
minutes  in  accordance  with  the  decisions  of  the  meeting,  and  there 
is  less  likelihood  of  any  misunderstanding  arising  as  to  the  intentions 
of  the  board  if  the  work  is  carried  out  on  these  lines. 

These  minutes,  prior  to  the  registration  of  the  company,  are  quite 
unofficial,  but  are  useful  for  reference  as  to  what  has  been  decided  by 
the  proposed  board.    The  work  which  the  secretary  will  be  specially 
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responsible  for  is  the  reading  over  of  the  prospectus,  the  noting  of  any 
alteration  in  the  same,  and  the  sending  on  to  printers  for  fresh  proofs. 
These  fresh  proofs  should  always  be  numbered  consecutively  so  that 
no  mistake  may  be  made  in  dealing  with  them.  The  responsibility 
of  thus  dealing  with  th  alterations  in  the  prospectus  may  not  seem  very 
onerous,  but  the  difficulty  will  vary  with  the  possibility  of  deciphering 
the  writing  of  the  lawyer  who  is  engaged  in  the  work  of  formation. 
The  bad  writing  of  solicitors  is  notorious,  but  perhaps  it  was  equalled 
or  even  excelled  by  that  of  the  barrister  who  confessed  in  Court,  in 
consequence  of  some  misunderstanding,  that  he  used  three  kinds  of 
handwriting — the  first  kind  he  could  read  and  his  clerk  could  not, 
the  second  kind  his  clerk  could  read  and  he  could  not,  and  the  third 
kind  neither  he  nor  his  clerk  could  decipher. 

These  difficulties  in  connection  with  the  prospectus  having  however 
been  overcome  and  the  document  being  duly  filed  with  the  Registrar 
of  Joint  Stock  Companies  in  conjunction  with  the  other  necessary 
documents,  the  next  duties  of  the  secretary  will  consist  in  the  prepara- 
tion of  the  draft  minutes  for  the  first  regular  board  meeting.  This 
must  be  held  as  soon  as  possible  after  the  date  of  registration,  and  the 
draft  minutes  will  form  a  useful  agenda  sheet.  A  copy  of  the  agenda 
should  be  sent  to  each  director  and  the  solicitors  with  the  notice  of 
meeting.  A  considerable  amount  of  time  may  be  wasted  at  a  meeting 
in  useless  discussion  if  those  present  have  no  particulars  placed  before 
them  in  advance  of  the  business  proposed  to  be  discussed. 

It  is  assumed  in  the  present  case  that  the  advertising  of  the 
prospectus  is  paid  for  by  the  promoter,  and  the  issuing  of  the  agreed 
number  is  arranged  by  him  with  one  of  the  usual  agencies  which  make 
a  speciality  of  this  class  of  work. 

In  a  subsequent  article  full  details  as  to  the  minutes  of  the  board 
and  of  general  meetings  are  discussed,  but  meanwhile  the  preliminary 
meetings  of  the  directors,  which  specially  apply  to  the  formation 
period,  must  be  dealt  with. 

The  principal  points  which  will  arise  and  which  will  have  to  be 
dealt  with  at  the  first  meeting  of  directors  are  as  follows  : — The  report- 
ing by  the  solicitors  of  the  registration  of  the  company  and  the  produc- 
tion of  the  certificate  of  incorporation  (No.  ).  Further,  the  election 
by  the  signatories  of  the  directors,  assuming  the  latter  are  not  mentioned 
in  the  articles  of  association.  The  reporting  that  a  notice  of  the 
registered  office  had  been  duly  filed  at  Somerset  House  and  that  a  seal 
had  been  obtained  for  the  compan3^  Resolutions  appointing  the 
chairman,  settling  a  quorum,  appointing  bankers  (most  of  whom  now 
have  their  own  special  form  of  resolution,  which  should  be  incorporated 
in  the  company's  minutes  book),  the  appointing  of  solicitors,  brokers, 
auditors,  secretary,  and  manager.  A  resolution  should  be  passed 
specifying  the  officials  appointed  for  the  purpose  of  witnessing  the  seal- 
ing of  documents  with  the  company's  seal.  The  prospectus  Should 
be  finally  passed  and  the  agreements  with  the  vendor  and  promoter 
be  executed.    If  a  provisional  purchase  agreement  has  been  entered 
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into  prior  to  the  registration  of  the  company  (the  secretary  often  in 
such  cases  acting  as  trustee)  this  must  be  confirmed  by  a  short  contract 
endorsed  on  the  original  document,  termed  a  "  novation  agreement." 

Instructions  will  have  to  be  given  to  the  secretary  to  obtain  the 
necessary  books  of  account,  allotment  letters,  notepaper,  &c. 

It  is  desirable  that  all  minutes  should  be  numbered  consecutively 
for  the  purpose  of  reference  and  that  an  index  in  the  minute  book 
should  be  carefully  ma-x  under  the  headings  of  the  various  subjects  and 
kept  regularly  up  to  date  after  the  minutes  have  been  signed  by  the 
chairman.  AH  minutes  must  begin  with  the  date  of  the  holding  and 
the  consecutive  number  of  the  board  meeting  and  the  names  of  the 
directors  present  ;  also  the  names  of  any  officials  of  the  company  who 
may  be  in  attendance. 

It  may  ht  re  be  observed  that  although  all  the  above  points  have  been 
settled  beforehand  at  the  preliminary  meetings,  no  resolutions  passed 
prior  to  the  date  of  the  company's  registration  can  be  legally  effective, 
and,  therefore,  a  full  record  of  all  necessary  appointments,  &c.,  must 
be  preserved. 

As  regards  the  form  of  the  board  minutes,  it  is  not  necessary  or 
desirable  to  place  on  record  in  the  board  minutes  the  names  of  the 
directors  proposing  and  seconding  the  resolutions.  The  minutes 
should  begin  with  the  phrase  "  Resolved  that — "  or  "  Reported 
that — ,"  or  in  the  case  of  personal  directions  being  given  to  the  secretary 
or  other  official,  "  The  secretary  was  directed  to  carry  out  certain 
instructions  relative  to  the  work  of  his  department." 

The  next  serious  matter  to  engage  the  attention  of  the  secretary  is 
the  work  of  allotment  of  shares.  This  in  the  case  of  a  heavy  applica- 
tion list  is  a  very  severe  test  of  the  capability  of  the  secretary  and 
his  staff.  It  must  also  be  borne  in  mind  that  the  allotment  letter  is 
the  acceptance  of  the  offer  by  the  s  :bscriber  to  take  shares  and  thus 
completes  the  contract  between  the  company  and  the  shareholder. 
The  posting  of  the  allotment  letter  must  be  duly  noted  at  the  time  by 
the  secretary,  so  that  afterwards,  if  need  be,  as  in  the  case  of  an  action 
for  the  recovery  of  calls  being  taken  against  any  shareholder,  proper 
evidence  of  posting  can  be  produced. 

All  the  application  forms  received  by  the  bankers  will  be  obtained, 
together  with  the  pass  book.  The  application  money  entries  will  be 
numbered  consecutively  in  the  pass  book  in  red  ink  and  the  same 
numbers  put  upon  the  actual  forms  of  application.  If  the  applications 
are  numerous,  they  should  then  be  sorted  into  alphabetical  order  and 
entered  on  separate  sheets  under  the  respective  initial  letters  of  the 
applicants'  names.  In  order  to  deal  with  a  heavy  application  list 
the  sheets  can  be  kept  loose  until  the  whole  allotment  is  disposed  of 
and  then  bound  up  in  book  form,  available  for  future  reference. 

It  is  customary  now  for  a  note  to  be  placed  on  the  application  form 
to  the  effect  that  no  receipt  will  be  given  by  the  bankers,  but  that  the 
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applicant  will  receive  from  the  company  by  way  of  acknowledgment 
either  an  allotment  letter  or  a  note  returning  the  application  money. 
This  plan  is  naturally  approved  by  the  bankers,  who  are  thus  saved 
the  work  of  preparing  and  sending  off  a  receipt  for  each  application, 
and  if  the  allotment  work  is  taken  promptly  in  hand  there  can  be  only 
a  short  period  of  time  elapsing  before  the  subscribers  obtain  receipt 
for  their  application  money. 

When  the  issue  is  over-subscribed,  and  the  application  list  is  a  very 
heavy  one,  it  will  be  convenient  to  further  divide  the  forms  of  subscrip- 
tion which  are  under  different  initial  letters  into  subdivisions  of  appli- 
cants for  similar  numbers  of  shares.  This  will  facilitate  the  fair 
apportionment  of  the  shares  available  for  allotment  over  as  large  a 
body  of  shareholders  as  possible.  Thus  all  applicants  under  loo  might 
be  allotted  in  full  ;  from  loo  to  500,  say  to  the  extent  of  75  per  cent.  ; 
from  500  to  1,000  to  the  extent  of  50  per  cent.  ,  and  above  1,000  to 
the  extent  of  25  per  cent.  These  rates  are  merely  suggested  by  way 
of  illustration.  It  is  always,  of  course,  desirable  to  obtain  a  large 
number  of  members,  as  this  adds  to  the  financial  strength  of  the 
company.  The  percentages  mentioned  would  not  be  rigidly  adhered 
to,  in  order  that  individual  holdings  might,  as  far  as  possible,  be  in 
round  numbers,  and  the  general  ratio  must  vary  in  accordance  with 
the  total  number  of  shares  offered  and  the  total  number  of  shares 
subscribed  for. 

Probably  the  most  important  section  of  the  Companies  Act,  1908, 
is  No.  81,  which  contains  the  specific  requirements  as  to  particulars 
v/hich  must  be  stated  by  the  company  in  any  prospectus  issued.  They 
are  shortly  as  follows  : — [a]  Memorandum  of  association,  (b)  directors 
qualification,  (c)  names  and  addresses  and  descriptions  of  directors, 
{d)  the  minimum  subscription  on  which  directors  may  proceed  to 
allotment  and  particulars  of  previous  allotments,  {e)  particulars  of 
shares  or  debentures  allotted  fully  paid  within  the  two  years  previous, 
(/)  names  and  addresses  of  the  vendors  of  any  property  being  acquired 
by  the  company  to  be  paid  for  out  of  the  issue,  {g)  the  amount  payable 
for  any  such  foregoing  property  and  any  amount  payable  for  goodwill, 
{h)  the  amount  payable  or  paid  during  the  previous  two  years  as 
commission  on  placing  shares  or  debentures,  {i)  the  amount  of  prelimin- 
ary expenses  estimated  or  actual,  (;')  the  amount  payable  to  any 
promoter  within  the  two  previous  years,  (k)  the  dates  and  parties  to 
every  material  contract — outside  ordinary  business  contracts — made 
within  the  previous  two  years  (/)  the  names  and  addresses  of  the  auditors, 
(m)  particulars  of  any  interest  a  director  may  have  in  the  promotion 
of  the  company  or  in  any  property  proposed  to  be  acquired,  (n) 
particulars  of  rights  at  voting  at  general  meetings  conferred  by  different 
classes  of  shares. 

Following  the  above  provisions  {a)  to  {n)  in  this  Section  81  are 
certain  definitions  and  modifications,  the  principal  of  which  are  the 
voidance  of  any  condition  requiring  an  applicant  to  waive  compliance 
with  the  provisions  of  the  section — the  contents  of  the  memorandum 
of  association  need  not  be  specified  in  any  public  advertisement — a. 
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director  shall  not  incur  any  liability  in  consequence  of  a  mistake 
made  in  good  faith,  or  if  he  can  prove  ignorance — the  provisions  of 
the  section  shall  not  apply  to  any  circular  issued  to  existing  share  or 
debenture-holders  of  a  company — also  where  the  company  is  entitled 
to  commence  business  more  than  a  year  before  the  date  of  the  issue 
of  the  prospectus  it  will  not  be  necessary  to  give  the  particulars  of 
the  directors  or  their  interest  in  the  formation  or  the  r  qualification 
or  the  amount  of  the  preliminary  expenses. 

Although  Section  80  provides  for  a  fine  of  £^  a  day  for  not  fihng  a 
prospectus,  it  is  interesting  to  observe  that  Section  81 — which  is 
summarised  above — occupying  three  and  a  half  pages  of  the  official 
copy  of  the  Act,  and  providing  in  the  most  minute  detail  what  particulars 
must  appear  in  the  prospectus,  for  the  information  of  intending 
subscribers  and  for  the  general  protection  of  the  public,  there  is  no  fine 
or  penalty  attached  to  the  omission  of  any  or  all  of  the  particulars 
specified.  The  directors  of  a  company  would  therefore  appear  to 
suffer  no  harm  if  they  decided  to  ignore  the  provisions  of  the  section, 
notwithstanding  a  final  saving  clause  is  to  the  effect  that  "  nothing 
"  in  the  section  shall  limit  or  diminish  any  liability  which  any  person 
may  incur  under  the  general  law  or  this  Act  apart  from  this  section." 
Lengthy  provisions  appear  in  Section  84  of  the  Act,  as  to  the 
liabihty  of  directors  and  others  for  untrue  statements  in  the  prospectus, 
but  a  share  or  debenture  holder  who  may  be  aggrieved  must  bring  his 
action  in  the  Courts  to  substantiate  his  claim  in  order  to  obtain  redress. 

From  the  foregoing  particulars  it  will  be  realised  how  important 
a  part  the  prospectus  forms  in  connection  with  the  formation  and 
registration  of  the  company.  The  statements  therein  are  the  basis  of 
the  contract  between  the  company  and  the  subscribers  of  the  capital, 
and  therefore  the  details  of  the  document  are  such  that  the  secretary 
must  make  himself  well  acquainted  with,  and  be  prepared  to  offer  his 
critical  opinion  upon,  subject  always  to  the  advice  of  the  company's 
solicitors. 

A  company  which  issues  a  prospectus  may  not  commence  business 
until  a  statutory  declaration  by  the  secretary  or  by  a  director  has  been 
filed  with  the  Registrar  of  Joint  Stock  Companies,  to  the  effect  that 
(a)  shares  to  the  extent  of  the  minimum  subscription  have  been  allotted 
for  cash  and  (b)  that  every  director  has  paid  on  his  shares  the  relative 
application  and  allotment  money.  On  the  filing  of  this  statutory 
declaration  the  Registrar  shall  certify  that  the  company  is  entitled 
to  commence  business. 

The  secretary  should  be  careful  to  bear  in  mind  that  in  accordance 
with  the  terms  of  Section  87  (5)  if  any  public  company  carries  on 
business  or  exercises  borrowing  powers  before  having  its  certificate 
entitling  it  to  do  so,  every  person  who  is  responsible  for  so  doing  is 
liable  to  a  fine  of  £50  a  day,  without  prejudice  to  any  other  liability. 

(3)  Public  Companies  not  issuing  Prospectus. — In  accordance  with 
the  terms  of  Section  82  of  the  1908  Act,  a  company  that  does  not  issue 
a  prospectus  on  or  with  reference  to  its  formation  shall  not  allot  any 
of  its  shares  or  debentures  until  a  "  statement  in  lieu  of  prospectus  " 
has  been  filed  with  the  Registrar.  This  statement  must  be  signed  by 
every  director  or  proposed  director  of  the  company  in  the  form  set  out 
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in  the  Second  Schedule  of  the  Act.  The  information  is  as  follows, 
viz.  . — (i)  Nominal  capital  of  company,  (2)  particulars  of  shares,  (3) 
names,  &c.,  of  directors,  (4)  amount  of  minimum  subscription,  (5) 
consideration  for  shares  or  debentures  to  be  issued  fully  paid,  (6)  names, 
&c.,  of  vendors  and  consideration  receivable  by  each,  (7)  particulars 
of  payments  to  vendors  and  amount  for  goodwill  (if  any) ,  (8)  particulars 
of  commission  payable  for  placing  capital,  (9)  estimated  amount  of 
preliminary  expenses,  (10)  amount  payable  to  any  promoter,  (11) 
dates  and  particulars  of  and  parties  to  any  material  contract  within 
the  previous  two  years,  (12)  time  and  place  at  which  contracts  can  be 
inspected,  (13)  names  and  addresses  of  the  auditors  (if  any),  (14)  full 
particulars  of  any  interest  the  directors  may  have  in  the  promotion 
of  the  company  or  in  any  property  proposed  to  be  acquired,  and  (15) 
whether  the  articles  contain  any  provisions  precluding  share  or  debenture 
holders  from  inspecting  the  Balance  Sheets  or  the  auditor's  reports. 

It  will  be  noticed  that  these  provisions  are  to  a  great  extent  the 
same  as  those  which  have  to  be  incorporated  in  the  prospectus  where 
a  company  makes  a  public  issue,  and  the  work  of  the  secretary  in  this 
case  is  practically  the  same.  The  allotment  work  need  not  be  again 
explained,  the  only  difference  being  that  a  private  issue  requires  far 
less  strenuous  labour  on  behalf  of  the  secretary  and  his  staff  than  in 
a  case  where  the  applications  are  received  from  the  public  at  large  and 
probably  have  to  be  dealt  with  in  a  few  days  when  the  list  is  closed 
on  a  fixed  date  instead  of  being  spread  over  a  much  longer  period  of 
time  and  the  work  can  be  carried  out  at  leisure. 

(4)  Private  Companies. — This  term  is  specially  used  in  the  1908 
Act,  and  the  following  forms  only  are  necessary  for  registration  pur- 
poses : — (i)  Memorandum  of  Association,  (2)  Articles  of  Association, 
(3)  Copy  of  Register  of  Directors  or  Managers,  (4)  Notice  of  situation 
of  registered  office,  (5)  Statement  of  nominal  capital,  (6)  Declaration 
by  a  director,  secretary,  or  solicitor,  that  the  requirements  of  the 
Companies  Acts,  1908  to  191 7,  have  been  complied  with. 

There  need  be  only  two  signatures  to  the  Memorandum  of  Association 
of  a  private  company,  instead  of  seven.  It  is  necessary  to  have  special 
articles  of  association  in  which  provisions  are  contained  prohibiting 
any  public  issue  of  shares  or  debentures,  or  having  more  than  50 
members  on  its  register,  excluding  present  and  past  employees,  and 
forbidding  the  issue  of  share  warrants. 

A  private  company  is  relieved  from  the  responsibility  of  giving  a 
copy  of  its  Balance  Sheet  on  its  annual  return  or  of  filing  a  statement 
in  lieu  of  prospectus. 

Whilst,  however,  there  may  be  advantages  in  the  case  of  a  small 
company  which  desires  to  keep  its  affairs  from  the  public  eye,  there 
is  one  very  serious  objection  from  the  investor's  point  of  view,  namely, 
that  the  directors  have  the  absolute  power  of  refusing  to  register  any 
transfer  deed  of  shares  or  debentures  submitted  to  them.  The  directors 
thus  have  absolute  power  of  control  invested  in  them,  and  cases  have 
been  known  where  this  power  has  been  used  to  the  disadvantage  of 
the  investor. 

The  next  article  will  deal  with  the  subject  of  the  proceedings  of 
directors,  including  details  relating  to  board  and  general  meeting 
minutes. 
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By  Lawrence  R.  Dicksee,  M.Com.,  F.C.A. 

(Professor  of  Accounting  and  Business  Organisation 
in    the    University    of  London.) 

The  Student  will  never  be  able  to  grasp  the  true  significance 
of  an  account  until  he  is  able  unerringly  to  describe  who  is 
the  person  or  group  of  persons  for  whom  that  account  stands. 
He  must  learn  to  acquire  the  habit  of  personifying  accounts. 
Professor  Dicksee,  who  gives  this  valuable  advice  to  Students, 
explains  in  this  article  the  settlement  of  accounts ,  the  meaning 
of  Dr.  and  Cr.,  the  balancing  of  accounts  and  ivhat  the 
balance  means. 

III.—"  The  Accountant." 

The  man  in  charge  of  the  accounts  of  a  business  liouse — who,  fur 
want  of  a  better  term,  we  will  hereafter  speak  of  as  "  the  accountant  " 
— in  pursuit  of  his  ideal  of  impartial  fairness  to  all  parties  concerned, 
will  require  to  keep  an  account  with  every  individual  or  body  that 
may  have  dealings  with  his  business  house.  Whenever  any  useful 
purpose  is  to  be  served  by  so  doing  he  may  raise  two  or  more  different 
accounts  with  the  same  individual  or  body  (hereafter  spoken  of  as 
"  party  "),  and  this  will  be  very  necessary  wherever  there  is  occasion 
to  distinguish  between  one  class  of  transaction  and  another.  For 
example,  the  same  party  may  have  transactions  upon  behalf  of  the 
business  house  with  both  money  and  bills  of  exchange  ;  it  would  be 
inconvenient,  and  it  would  therefore  be  bad  accounting,  to  keep 
both  classes  of  transactions  in  the  same  account.  Accordingly, 
separate  accounts  are  kept  between  that  party  and  the  business  house, 
(i)  for  money  transactions,  (2)  for  transactions  in  bills  of  exchange, 
and  so  on. 

IV. — The  Settlement  of  Accounts. 

In  business  everything  has  to  be  accounted  for  in  one  way  or  another, 
and  the  vast  majority  of  transactions  are  accounted  for  by  subsequent 
actual  payment.  Accordingly,  each  separate  account  that  the 
accountant  has  occasion  to  keep  will  sooner  or  later  be  required  to 
record  transactions  in  both  directions  :    transactions  of  wealth  (i.e. 
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money,  goods,  or  services)  dispatched  or  rendered  by  the  business 
house,  and  also  transactions  in  the  nature  of  wealtH,  money,  goods, 
or  services  received  by  the  business  house.  Sometimes  the  transac- 
tions outwards  will  precede  the  transactions  inwards,  and  sometimes 
it  will  be  the  other  way  about.  But  sooner  or  later  there  will  be 
transactions  in  both  directions  to  be  recorded  in  every  account. 

v.— Debit  and  Credit. 

To  speak  of  transactions  as  being  either  "  outwards  "  or  "  inwards  " 
at  once  suggests  the  possibility  of  distinguishing  between  them  in 
the  matter  of  direction  by  the  employment  of  the  mathematical  signs 
plus  (-f)  and  minus  (  — ),  the  plus  indicating  wealth  imparted  by  the 
business  house  and,  therefore,  received  by  the  party  indicated  by 
the  particular  account  in  question,  and  the  minus  conversely  repre- 
senting wealth  imparted  by  the  party  indicated  by  the  account  in 
question  and  received,  either  directly  or  indirectly,  by  the  business 
house.  The  mathematical  terms  plus  and  minus  are  never  so  used  for 
purposes  of  accounting,  but  the  student  who  is  well  acquainted  with 
their  mathematical  significance  will  undoubtedly  find  it  most  helpful 
to  endeavour  to  think  of  all  kinds  of  business  transactions  from  this 
point  of  view.  In  this  country  it  is  customary  to. speak  of  an  account 
(i.e.  the  party  for  whom  one  of  the  many  accounts  kept  by  the 
accountant  stands)  as  being  debited  in  respect  of  what  it  has  received, 
and  credited  in  respect  of  v/hat  it  has  parted  with.  It  is,  however, 
not  invariably  the  case  that  the  "  accounting  party  " — i.e.  the  party 
for  whom  the  account  stands — is  a  debtor  because  he  has  received 
the  benefit  of  a  particular  transaction  or  that  he  is  a  creditor  for  the 
opposite  reason.  In  common  parlance,  these  terms"  debtor"  (Dr.)  and 
"  creditor  "  (Cr.)  are  employed  not  as  regards  each  separate  event  but 
as  summing  up  so  to  speak  the  cumulative  effect  of  all  the  events  that 
have  so  far  occurred.  For  example,  if  A.  has  received  goods  to  the 
value  of  £20,  and  subsequently  pays  ^10  on  account,  the  cumulative 
effect,  or  net  result,  is  that  he  still  owes  ^10  and  is,  accordingly,  a 
debtor  in  that  sum.  To  the  beginner  at  least  it  seems  a  little  incon- 
sistent, and  not  a  little  confusing,  to  speak  of  A.  as  being  "  debtor  " 
in  respect  of  the  first  transaction  of  £20,  and  as  "  creditor  "  in  respect 
of  the  second  transaction  of  ;^io.  To  those  who  experience  a  difficulty 
at  this  stage  (and  by  no  means  everyone  will  experience  any  real 
difficulty  here)  the  alternative  terms  that  still  survive  in  Scotland, 
"  charge  "  and  "  discharge,"  may  prove  very  helpful.  Everyone  can 
realise  the  fairness  of  "  charging  "  an  account  with  what  it  has  received, 
and  of  "  discharging  "  an  account  in  respect  of  what  it  has  parted 
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with.  Accordingly,  it  is  convenient  to  remember  these  terms  "  charge  " 
and  "  discharge  "  as  alternatives  for  the  more  usual  terms  debit  (Dr.) 
and  credit  (Cr.).  To  charge  an  account  is  precisely  the  same  thing 
as  debiting  that  account ;  to  credit  an  account  is  precisely  the  same 
thing  as  discharging  it  to  the  extent  of  the  amount  so  credited. 

The  young  student  sometimes  finds  considerable  difficulty  in 
appreciating  the  need  for — still  more  the  reasonableness  of — a  system 
under  which  the  accountant  records  each  transaction  as  he  deals  with 
it  entirely  upon  its  own  merits,  and  without  attempting  as  he  goes 
along  to  consider  the  cumulative  effect  of  the  various  transactions 
which  he  is  recording.  A  very  little  practical  observation  will,  however, 
show  him  that  no  other  system  of  accounting  would  be  practicable. 
As  a  matter  of  fact,  in  very  many  cases — perhaps  more  often  than 
not — the  accountant  is  actually  ignorant  of  some,  or  perhaps  all,  of 
the  prior  transactions  at  the  time  he  is  called  upon  to  record  the  trans- 
action immediately  before  him.  If  he  could  record  nothing  without 
investigating  into  prior  conditions,  there  would  in  the  nature  of  things 
be  great  delay  and  considerable  uncertainty. 

VI. — Balancing  Accounts. 

The  method  employed  in  practice  is  to  divide  each  separate  account 
into  two  parts  vertically,  called  respectively  the  debit  and  credit  sides 
of  the  account.  Whenever  the  accountant  ascertains  that  the  party 
represented  by  a  particular  account  has  received  the  benefit  of  a 
transaction,  he  debits  that  account  with  the  value  of  the  transaction. 
Whenever  he  ascertains  that  the  party  represented  by  a  particular 
account  has  parted  with  the  benefit  of  a  transaction  he  credits  that 
account  with  the  value  thereof.  In  the  discharge  of  this  duty  it  is 
quite  unnecessary  for  him  to  think  of,  or  to  cumber  his  mind  with, 
more  than  one  transaction  at  a  time  ;  but  as  a  result  he  will  be  building 
up  records  that  are  true  records  of  things  that  have  happened  upon 
the  accounts  to  which  they  relate,  indicating  not  merely  their  values 
but  also  their  direction,  whether  inwards  or  outwards.  Accordingly, 
the  state  of  any  one  account,  i.e.  the  relation  of  the  party  represented 
by  that  account  to  the  business  house,  can  at  any  time  be  ascertained 
by  "  striking  a  balance  "  of  the  account,  i.e.  by  ascertaining  the 
aggregate  amount  debited  and  the  aggregate  amount  credited  thereto, 
and  upon  which  side  the  balance  (i.e.  the  weight)  of  the  total  trans- 
actions lies.  If  the  debit  entries  total  to  more  than  the  credit 
entries,  the  balance  on  the  account  is  a  debit  balance,  representing 
that  the  party,  whose  account  it  is,  is  accountable  to  the  business 
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house  to  that  extent  for  value  received,  and  that  matters  will  not 
be  settled  between  the  parties  until  the  business  house  has  received 
a  corresponding  sum  in  settlement.  Conversely,  if  the  credit  entries 
are  in  excess,  the  account  shows  a  credit  balance  to  the  extent  of 
such  excess  and  will  not  be  settled  until  the  party  represented  by  the 
accounts  has  received  payment  of  a  corresponding  sum  from  the 
business  house. 

VII. — What  the  Balance  of  an  Account  Means. 

Even  at  this  early  stage  it  seems  very  desirable  to  emphasise  the  fact 
that,  however  accounts  may  be  headed  by  the  accountant  for  pur- 
poses of  convenience,  and  for  the  purpose  of  distinguishing  between 
several  different  accounts  that  he  may  have  found  it  convenient  to 
open  with  the  same  party,  every  account  records  the  position  as  between 
the  accountant's  business  house  and  some  human  being  or  group  of 
human  beings.  Only  human  beings  can  be  called  to  account,  and 
only  human  beings  can  enforce  legal  rights.  In  the  nature  of  things 
it  would  be  childish  to  call  some  chattel  or  some  abstract  idea  to 
account,  or  to  expect  a  chattel  or  an  abstract  idea  to  be  capable  of 
enforcing  its  rights  against  a  business  house.  The  student  will  never 
be  able  to  grasp  the  true  significance  of  a  single  account  until  he  is 
able  unerringly  to  describe  who  is  the  person,  or  what  is  the  group  of 
persons,  for  whom  that  account  stands.  That  is  to  say,  he  must 
learn  from  the  very  outset  to  acquire  the  habit  of  personifying  accounts 
as  he  goes  along. 
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By  A.  Cathles.  O.B.E.,  C.A. 

The  recording  of  wages — the  fundamental  element  of  every 
system  of  costing — is  explained  by  Mr.  Cathles  this  month. 
The  organisation  of  a  modern  factory  in  regard  to  the 
engagement  of  labour,  different  methods  of  time  recording, 
and  the  compilation  of  the  pay  roll  is  clearly  set  out. 

It  will  be  remembered  that  last  month  there  was  discussed  generally 
the  necessity  for  an  efficient  costing  system  in  every  up-to-date 
manufacturing  business,  and  that  the  three  different  methods  by 
which  the  costing  statistics  are  gathered  together  to  produce  the 
final  Cost  Account  were  mentioned.  There  was  also  explained  the 
first  step  towards  obtaining  the  desired  result,  namely,  the  placing 
of  the  Works'  Order  on  the  shop  in  which  the  work  is  to  be  performed. 

Costing  is  only  one  part  of  a  factory  efficienc}^  system,  and  it  is 
impossible  to  take  it  out  of  its  natural  surroundings  and  present  it  by 
itself.  It  is  very  closely  related  to — in  fact  it  is  based  upon — such 
other  details  as  the  financial  accounts  of  the  factory,  the  records  of 
the  engagement,  employment,  and  discharge  of  workers,  and  the 
departmental  records  of  purchasing,  planning,  and  progress  ;  and  it 
is,  therefore,  necessary  to  touch  upon  these  matters  in  order  that 
the  references  that  will  be  made  thereto  as  costing  proper  is  discussed 
may  be  understood  and  appreciated. 

Wages. 

So  far  as  this  element  of  cost  is  concerned  the  object  of  a  costing 
system  is  to  ascertain  the  portion  of  each  worker's  wages  that  has 
been  earned  on  each  of  the  works'  or  standing  orders  upon  which  he 
has  been  employed.  In  a  small  business,  where  one  man  can  ade- 
quately supervise  all  the  work  that  is  being  done,  this  may  seem  a 
simple  matter,  but  as  a  business  increases  in  size  and  the  number  of 
workers  grows,  so  the  difficulty  of  determining  how  the  hours  worked 
by  the  employees  are  to  be  charged  to  the  various  jobs  becomes  greater, 
and  the  need  for  some  method  of  recording  how  these  hours  are  spent 
comes  to  be  recognised.  Such  record  can  be  made  only  in  the  shops 
or  departments  where  the  workers  are  actually  employed,  but  before 
considering  the  procedure  to  be  adopted  to  obtain  this  record  it  will 
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be  advisable  to  examine  the  wages  question  from  the  very  beginning, 
namely,  the  engagement  of  the  worker,  and  to  follow  him  through  the 
various  records  that  are  made  as  he  is  taken  on,  goes  to  the  shop, 
commences  work,  &c. 

Engagement  of  Labour. 

The  foreman  in  a  shop  finds  that,  owing  to  a  man  or  men  having 
left,  or  owing  to  the  increasing  volume  of  work,  he  is  in  need  of  extra 
hands.  It  is  then  his  duty  to  report  the  fact  to  the  party  responsible 
for  finding  the  labour  force.  In  a  small  factory  that  party  would  be 
the  Works'  Manager — in  a  large  factory  the  report  would  be  made 
to  the  Labour  Section.  The  old-fashioned  method  would  be  for  the 
foreman  to  make  the  report  verbally,  and  one  can  see  how  trouble 
is  likely  to  arise  through  the  request  being  forgotten  or  wrongly 
remembered  and  either  no  workers  supplied  to  the  foreman  or  the 
wrong  grade.  Up-to-date  methods  call  for  the  request  to  be  made 
in  writing.  A  special  form  is  kept  for  the  purpose,  and  it  provides 
for  (i)  the  shop  or  department  requiring  the  workers,  (2)  the  number 
and  grades  of  the  workers  wanted,  (3)  the  reason  for  the  addition  to 
the  labour  force,  (4)  the  date  upon  which  the  new  men  should  start, 
and  (5)  the  name  of  the  party  to  whom  they  should  be  sent.  This 
form  is  filled  up  by  the  foreman  in  duplicate,  the  copy  being  retained 
by  him  for  reference,  and  the  original  being  sent  to  the  Works'  Manager. 
It  is  then  the  duty  of  the  Works'  Manager  to  satisfy  himself  that  the 
request  is  reasonable  (i.e.  that  the  additional  workers  are  necessary), 
or,  if  unreasonable,  to  take  the  matter  up  with  the  foreman.  If  he 
is  satisfied  that  the  workers  are  required  he  signs  the  form  signifying 
his  approval  and  passes  it  on  to  the  Labour  Section  for  action,  or  if 
there  is  no  Labour  Section  he  will  see  that  the  matter  ij  attended  to 
by  his  own  staff.  When  prospective  workers  have  been  interviewed 
the  selected  candidates  are  required  to  fill  up  application  forms,  giving 
all  the  usual  information  as  to  name,  address,  age,  married  or  single, 
grade,  service  with  the  colours,  previous  employers,  insurance  society, 
&c.  From  the  information  so  obtained  the  worker's  History  Card  is 
written  up.  This  card,  besides  showing  all  the  particulars  on  the 
application  form,  also  provides  for  the  worker's  number,  the  noting 
of  changes  of  address,  changes  in  the  rate  of  paj^  location  in  the 
factory,  promotion,  dates  of  commencing  and  leaving,  and  reason  for 
leaving.  These  cards  are  filed  in  alphabetical  order,  one  section  being 
kept  for  present  and  one  for  past  employees,  and  the  value  of  such  a 
record  is  apparent.  On  engagement  each  worker  is  given  a  number, 
and  it  is,  therefore,  also  necessary  for  the  Labour  Section  to  keep  an 
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Employees'  Register  in  order  that  the  vacant  numbers  may  be  readily 
ascertained.  This  register  need  only  show  the  numbers  i,  2,  3,  &c., 
and  against  each  the  name  of  the  worker  to  whom  it  has  been  allotted. 
When  a  worker  leaves  his  name  is  deleted  and  the  number  becomes 
vacant  and,  therefore,  available  for  a  new  employee.  In  order,  how- 
ever, that  no  confusion  may  arise  it  is  advisable  that  numbers  be  left 
vacant  for  at  least  three  weeks.  When  a  new  hand  is  taken  on  he 
deposits  his  National  Insurance  Card  and  book,  and  is  given  a  slip 
addressed  in  the  first  place  to  the  timekeeper  and,  secondly,  to  the 
foreman  to  whom  he  has  to  report.  The  timekeeper  instructs  the  man 
in  the  method  of  timing  into  and  out  of  the  factory  daily,  times  him 
on  and  directs  him  to  the  foreman,  who  sends  the  slip  signed  and  timed 
to  the  Wages  Section,  where  it  is  checked  against  the  intimation 
already  received  from  the  Labour  Section,  which  will  have  advised 
the  man'.-  name,  number,  grade,  and  rate  of  pay. 

Methods  of  Time  Recording. 

All  wages,  except  piece-work  wages,  are  payable  in  respect  of  the 
time  that  the  workers  spend  in  the  factory,  and  it  is  necessary,  there- 
fore, to  have  some  method  of  recording  the  times  of  arrival  and  departure 
of  each  worker.  There  are  several  methods  of  doing  this,  but  perhaps 
the  two  best  known  are  (i)  by  means  of  numbered  metal  discs,  and 
(2)  by  time  recording  clocks.  In  the  first  case  the  metal  discs,  each 
stamped  with  a  number  to  correspond  with  the  number  of  a  worker, 
are  hung  on  consecutively  numbered  hooks  on  a  board  on  the  outside 
wall  of  the  timekeeper's  office.  On  arrival,  each  worker  takes  from 
the  board  the  disc  bearing  his  number  and  drops  it  through  a  slot  into 
a  box  inside  the  office,  the  box  with  the  discs  in  it  being  removed  at 
stated  intervals  and  an  empty  box  substituted  in  which  the  discs  of 
later  arrivals  will  be  received.  Each  box  should  be  clearly  lettered 
to  indicate  the  time  at  which  the  workers  represented  by  the  discs 
dropped  into  it  will  be  recorded  as  having  arrived.  (The  record  is 
made  by  the  timekeeper  on  a  sheet,  which  shows  the  number  of  each 
worker,  the  times  of  his  arrival  and  departure  each  day,  and  the 
number  of  hours  he  has  worked.)  When  the  arrivals  have  all  been 
recorded  the  discs  are  again  hung  on  the  board  and  a  similar  procedure 
is  followed  on  the  departure  of  the  workers.  The  procedure  where  the 
most  up-to-date  class  of  time-recording  clock  is  in  use  is  for  each  worker 
to  take  from  the  rack  where  the  cards  are  filed  numerically,  the  card 
bearing  his  own  number  and  name,  to  insert  same  in  the  slot  in  the 
clock  case,  and  to  depress  a  lever,  thereby  stamping  on  his  card  the 
time  of  his  arrival  or  departure  as  shown  by  the  clock.    The  card  is 
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thereafter  placed  by  the  worker  in  the  rack  on  the  other  side  of  the 
clock  from  the  rack  from  which  it  was  taken.  The  rack  next  to  the 
factory  entrance  is  called  the  "  Out  "  rack  and  the  other  the  "  In  " 
rack,  and  the  cards  in  them  represent  the  workers  that  are  out  of,  or  in, 
the  factory  respectively.  At  the  end  of  each  day  it  is  the  duty  of  the 
timekeeping  staff  to  calculate  and  insert  on  each  card  the  number  of 
hours  worked. 

Whatever  the  method  of  timing  in  and  out,  the  passage  before  the 
disc  board  or  clock  should  be  so  arranged  that  after  passing  in  it  is 
not  possible  for  a  worker  to  pass  out  again  without  a  definite  authority 
until  the  proper  time.  Also  a  timekeeper  will  require  to  be  on  duty 
to  supervise  the  timing  in  order  that  men  may  be  prevented  from 
attempting  to  do  their  pal  a  good  turn  when  he  is  to  be  late  or  absent 
by  depositing  his  disc  or  clocking  his  card  as  well  as  their  own. 

From  the  timekeeper's  sheet  or  from  the  clock  cards  the  total  number 
of  hours  worked  by  each  worker  during  the  week  are  ascertained ► 
The  Wages  Section  then  rates  these  hours  by  aid  of  their  Rate  Book. 
(This  book  is  kept  up-to-date  from  advices  which  are  promptly  received 
from  the  Labour  Section  of  all  new  hands  taken  on,  alterations  in 
rates  of  pay,  workers  leaving,  &c.)  Thereafter,  the  earnings  of  each 
man  are  calculated,  the  pay-roll  compiled,  the  net  wages  are  made 
up  (in  tins,  envelopes,  &c.),  and  the  cash  handed  to  the  workers. 

Mention  has  been  made  of  the  Clock  Card  and  Pay-roll,  and  as  these 
records  are  not  always  familiar  to  the  accounting  student  it  may  be 
well  to  describe  them  in  some  detail. 

Clock  Card. 

This  card,  which  measures  about  7^  inches  by  3^  inches,  is  ruled 
on  the  one  side  to  show  (i)  the  day  of  the  week,  (2)  time  of  arrival  in 
morning,  (3)  time  of  departure  at  dinner  time,  (4)  time  of  return  after 
dinner,  (5)  time  of  departure  at  end  of  day,  (6)  ordinary  time  worked, 
and  (7)  overtime  worked.  On  the  other  side  space  is  provided  at  the 
top  for  the  worker's  number  and  name,  and  the  date  upon  which  the 
week  ends,  and  below  the  card  is  ruled  to  show  the  total  number  of 
hours  worked,  the  hourly  rate  of  pay,  and  the  consequent  week's 
wage.  Thereafter  follow  any  bonus  earned,  the  gross  earnings 
(wages  plus  bonus),  deductions  (hospital,  war  savings,  national  insur- 
ance, &c.),  and  the  resultant  net  amount  payable  to  the  worker.  At 
the  bottom  is  space  for  the  worker's  signature.  As  has  been  stated, 
the  hours  worked  are  extended  on  the  card  daily  by  the  time-keeping 
staff,  which,  at  the  end  of  the  week,  also  inserts  the  total  hours.  The 
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Wages  Section  completes  the  summary  of  wages  on  the  back  of  the 
card  and  therefrom  compiles  the  pay-roll.  On  the  morning  of  pay  day 
the  priced  Clock  Cards  are  inserted  in  the  card  racks  beside  the  current 
cards  and  are  abstracted  by  the  workers  as  they  are  timing  on.  Thus 
each  worker  is  in  possession  of  a  statement  of  the  amount  that  will 
be  paid  to  him  later  in  the  day  and  is  able  to  check  same.  If  the 
amount  is  correct  the  card  is  then  signed  by  the  worker  and  is  presented 
by  him  at  the  pay  box,  and,  in  exchange,  he  receives  the  amount  due 
to  him  as  shown  by  the  card. 

Pay -Roll. 

As  mentioned  above,  the  pay-roll  (or,  as  it  is  more  commonly  called 
in  this  country,  the  "  wages  sheet  ")  is  compiled  where  time-recording 
clocks  are  in  use,  from  the  summary  of  wages  on  the  clock  cards.  It 
should  be  ruled  to  provide  for  the  workers'  numbers,  wages,  bonus, 
total,  deductions  (one  column  for  each  class),  net  amount  payable, 
and  employer's  insurance  contributions.  The  copying  of  all  that 
information  by  hand  is  a  laborious  process,  and  the  additions  of  all 
the  columns  also  take  considerable  time.  There  are,  however,  now  on 
the  market  'several  machines  combining  the  functions  of  typing  and 
adding,  by  the  use  of  which  a  very  great  deal  of  time  is  saved  and  greater 
accuracy  ensured.  Loose  sheets  are  recommended  for  the  pay-roll 
and  are,  in  fact,  necessary  for  most  of  the  machines,  and  the  total  of 
each  sheet  is  inserted  on  a  summary  sheet  (also  by  aid  of  the  machine) , 
and  the  totals  of  the  wages,  bonus,  deductions,  &c.,  for  the  week  or 
other  pay  period  obtained.  If  the  cross  cast  of  the  totals  of  the 
summary  is  correct  it  is  reasonable  to  assume  that  the  additions  and 
subtractions  on  the  Clock  Cards  have  been  correctly  made  and  that  the 
copying  of  the  details  from  the  cards  to  the  pay-roll  is  also  accurate. 
The  great  benefit  of  a  loose-leaf  pay-roll  arises  from  the  fact  that  the 
sheets  can  be  distributed  amongst  the  cashier's  staff  for  the  making-up 
of  the  pay,  thus  enabling  this  operation  to  be  performed  with  greater 
dispatch  than  is  possible  where  the  pay-roll  is  in  book  form.  On  the 
pay-roll  the  workers  will  be  shown  in  numerical  order  and  pay  stations 
should  be  so  arranged  that  each  will  pay  out  to  the  workers  shown  on 
a  complete  section  of  the  pay-roll.  That  section  should  be  beside  the 
pay  clerk  as  he  is  paying  out  in  order  that  he  may  be  able  to  refer  to 
it  in  any  case  of  dispute. 

Shop  Record  of  Time  Worked. 

All  wage  records  up  to  this  point  are  such  as  must  be  kept  even  in 
factories  where  no  costing  is  attempted,  and  it  will  have  been  observed 
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that  none  of  them  provides  any  information  as  to  the  jobs  upon  which 
the  workers  have  been  engaged,  as  none  has  originated  at  the  place 
where  the  men  are  actually  working.  Information  as  to  how  the 
workers'  time  has  been  spent  can  only  be  obtained  from  the  shop  or 
department  where  the  work  is  performed,  and  it  is  therefore  necessary 
that  some  method  of  collecting  it  be  devised.  That  it  must  be  a  return 
of  some  description  from  a  responsible  party  is  evident,  but  just  what 
form  it  will  take  depends  to  a  great  extent  upon  the  conditions  prevail- 
ing in  each  separate  business.  In  some  factories  it  may  be  possible 
to  include  all  the  workers  in  each  shop  or  department  in  one  return  ; 
in  others  it  will  be  necessary  to  have  a  return  for  each  worker.  Various 
designations  are  applied  to  this  form  of  return,  some  calling  it  Time 
Sheet,  others  Work  Ticket,  others  again  Operation  Card,  and  so  on, 
but  whatever  term  may  be  used  the  form  must  be  filled  up  in  respect 
of  every  employee  whose  wages  appear  on  the  weekly  pay  roll.  Some 
of  the  workers  will  be  engaged  upon  production  under  Works'  Orders, 
and  others  upon  work  which  is  not  directly  productive,  such  as  power 
plant  and  stores  staff,  transport  drivers,  timekeepers,  general  labourers, 
&c.  For  each  of  the  latter  class  a  standing  order  number  will  be 
fixed,  to  which  all  time  worked  will  be  charged.  If  a  factory  runs  its 
own  repair  and  maintenance  staff,  the  work  of  such  staff  will  be  done 
under  definite  repair  orders  issued  by  the  maintenance  manager  under 
similar  regulations  as  apply  to  Works'  Orders. 

Where  labour  is  remunerated  upon  a  time  basis,  the  particulars 
to  be  shown  on  the  Time  Sheet  will  be  : — 

(1)  Worker's  Name. 

(2)  Worker's  Number. 

(3)  Date. 

(4)  Department  or  Shop. 

(5)  Works'  Order,  Standing  Order,  or  Repair  Order  Number. 

(6)  Operation  Number  (if  any). 

(7)  Description  of  Work. 

(8)  Time  spent  on  job  (distinguishing  between  ordinary  time, 
overtime,  and  idle  time). 

(9)  Number  of  each  machine  and  hours  for  which  it  has  been 
used. 

Where  labour  is  paid  on  piece-work,  or  where  a  premium  bonus 
system  is  being  worked,  provision  must  be  made  for  further  information 
as  to  output,  time  allowed,  time  saved,  &c. 
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Whether  the  information  is  filled  in  by  the  workers  themselves  or 
by  the  foremen  matters  little,  but  the  form  must  be  signed  by  the  party 
to  whom  the  men  specified  on  it  are  directly  responsible  for  the  work 
they  have  done. 

It  is  generally  found  advisable  to  have  these  Time  Sheets  made 
up  daily  to  ensure  that  the  information  is  supplied  while  the  details 
are  still  fresh  in  the  minds  of  the  workers  and  foremen.  Weekly  sheets 
are  apt  to  be  made  up  at  the  end  of  the  week  by  pure  estimate. 

When  the  forms  have  been  duly  signed  they  are  sent  to  the  time 
office,  where  the  number  of  hours  worked  by  each  employee  is  checked 
with  his  hours  of  attendance  as  shown  by  his  Clock  Card  or  by  the 
timekeeper's  sheet.  Where  the  men  are  on  time  work  this  check  is 
very  essential,  because  wages  are  based  on  hours  of  attendance,  and 
it  is  necessary  to  ensure  that  all  time  paid  for  has  been  worked  and  is, 
therefore,  caught  up  in  the  costs.  When  such  check  has  been  made 
the  forms  are  passed  on  to  the  Wages  Office,  where  the  rates  of  pay  are 
inserted  and  the  earnings  of  each  worker  on  each  job  are  extended. 
Thereafter  the  hours  and  wages  are  listed  by  the  Cost  Office  under 
the  various?  Works',  Standing,  and  Repair  Order  numbers,  and  the  total 
hours  and  wages  applicable  to  each  order  number  are  obtained.  These 
totals  are  themselves  listed  and  the  grand  totals  of  hours  worked 
and  wages  earned  are  thereby  ascertained.  The  grand  totals  should 
agree  with  the  pay-roll  totals,  but  small  differences  are  bound  to  arise 
owing  to  the  incidence  of  the  odd  fractions  of  pennies  discarded  or  made 
up  on  the  Time  Sheet  calculations.  Such  differences  must  be  adjusted 
in  the  grand  summary  before  the  details  of  same  are  posted  to  the 
Cost  Ledger  Accounts. 

There  has  now  been  ascertained  the  hours  and  wages  apportionable 
to  each  order  number,  and  it  only  remains  to  enter  same  in  the  cost 
books.  The  method  of  doing  this  will  be  explained  later,  but  mean- 
time it  may  be  said  that  wages  earned  on  Works  or  Repair  Orders  are 
posted  to  the  respective  job  accounts,  and  those  under  Standing 
Orders  to  the  appropriate  Standing  Order  or  Departmental  Oncost 
Accounts. 

Pass-out  Slips. 

Mention  was  made  under  time  recording  that  it  is  necessary  to 
ensure  that  once  workers  have  timed  on  it  is  not  possible  for  them  to 
leave  the  factory,  except  at  the  proper  time,  without  a  definite  authority. 
This  authority  should  take  the  shape  of  a  pass-out  slip,  issued  to  the 
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man  by  his  foreman  and  to  be  given  up  to  the  gatekeeper  as  authority 
to  him  to  allow  the  man  out.  The  slip  (a  copy  of  which  should  be  sent 
to  the  Wages  Office)  should  state  whether  the  man  goes  out  on  his  own 
or  the  firm's  business,  and,  if  the  former,  the  gatekeeper  should  see  that 
the  slip  bears  the  timekeeper's  initials  certifying  that  the  man  has  been 
timed  out. 

Overtime  Slips. 

All  overtime  that  is  worked  should  be  duly  sanctioned  in  advance 
by  an  authorised  person,  and  workers  should  be  provided  by  their 
foremen  with  overtime  slips,  which,  handed  to  the  timekeeper,  are  his 
authority  to  permit  the  men  to  record  overtime.  Without  some  such 
check  some  men  are  liable  to  work  overtime  to  suit  their  own  con- 
venience when  the  requirements  of  the  business  do  not  call  for  it. 

Temporary  Absences. 

Practically  every  labour  force  contains  some  shirkers  who  would 
rather  loaf  than  work,  and  in  factories  of  any  size  where  continuous 
supervision  is  not  practicable  the  excessive  time  spent  by  such  men  in 
answering  the  calls  of  nature  is  worth  watching  and  even  worth 
recording.  This  record  can  be  conveniently  kept  by  a  lavatory  attend- 
ant, who  will  note  the  number  and  times  "  in  "  and  "  out  "  of  every 
worker. 
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By  Andrew  Binnie,  F.C.A.,  C.A. 

Mr.  Binnie  gives  this  month  some  useful  advice  on  the 
examination  of  ledger  balances y  and  incidentally  describes 
a  method  of  accounting  that  dispenses  with  the  use  of  a 
Bought  Ledger  in  cases  where  creditors  are  paid  monthly. 

Examining  Ledger  Balances. 

The  taking  out  of  the  Ledger  balances  having  been  checked  and  the 
Trial  Balance  satisfactorily  established,  the  ground  is  clear  for  a  closer 
scrutiny  of  the  balances  than  is  as  a  rule  possible  during  the  more 
or  less  mechanical  operation  of  checking,  in  which,  on  the  sound 
principle  of  doing  one  thing  at  a  time,  the  mind  is  concentrated  upon 
proving  the  arithmetical  correctness  of  the  books. 

Balances  may  be  classified  as  follows  : — 

[a]  Trade  Debts  owing. 

(1)  Open  Accounts. 

(2)  On  Bills  Receivable. 
[h]  Trade  Creditors. 

(1)  Open  Accounts. 

(2)  Bills  Payable. 

[c)  Sundry  Debtors  and  Creditors. 

[d)  Impersonal  and  Private  Accounts. 

As  regards  {a),  see  that  the  debts  are  trade  debts  and  are  good,  that 
they  do  not  include  such  items  as  payments  for  goods  bought  or 
samples  not  to  be  paid  for,  payments  for  services,  rent,  rates,  taxes, 
law  costs,  advances  to  directors,  excess  drawings  by  partners,  and 
such-like,  as  sometimes  happens  where  the  bookkeeping  is  not  expert. 
The  most  satisfactory  trade  debtor  balance  is  one  which  has  subsequently 
been  paid,  and  paid  within  the  prescribed  term  of  credit.  Where 
payments  are  in  arrear  further  inquiries  should  be  made,  and  it  may  be 
necessary  to  see  the  file  of  correspondence  with  the  debtor.  Where 
payments  are  irregular  further  inquiries  may  also  be  desirable,  for  there 
is  in  such  cases  the  possibility  that  the  revolving  system  may  be  in 
operation,  where  receipts  from  one  debtor  who  has  paid  are  credited 
to  another  to  cover  up  arrears  which  might  otherwise  lead  to  awkward 
inquiries.  In  the  case  of  debts  written  off  as  bad,  some  evidence  is 
always  available,  either  in  the  form  of  correspondence  or  official 
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bankruptcy  documents.  See  that  provision  is  made  for  trade  dis- 
counts. Cash  discounts  depend  on  the  time  of  payment,  and  provision 
is  not  always  made  for  these  discounts.  See  whether  the  debtor  is 
also  a  debtor  on  bills  receivable,  and  whether  his  indebtedness  is 
increasing,  and,  if  so,  why. 

As  to  bills  receivable,  the  balance  of  this  account  should  be  agreed 
with  a  list  of  bills  in  hand  duly  verified  by  an  inspection  of  the  bills, 
and  should  also  be  agreed  with  the  total  of  the  bills  not  discounted 
as  shown  in  the  Bills  Receivable  Book,  in  which  particulars  are  or  should 
be  entered  as  to  bills  discounted.  A  list  of  bills  discounted  but  not 
matured  at  the  date  of  the  Balance  Sheet  should  be  prepared,  as  there 
is  a  contingent  liability  in  respect  of  these  bills  until  they  have  run  off. 
Inquiries  may  be  necessary  as  to  the  status  of  the  various  acceptors. 
The  auditor  will  also  satisfy  himself  that  the  bills  have  all  been  posted 
to  the  credit  of  the  acceptors. 

As  regards  {b),  see  that  the  trade  creditors  are  all  trade  creditors 
and  do  not  include  such  items  as  Rents  Payable,  Interest  Payable, 
Rates  and  Taxes,  Directors'  Fees,  Suspense  Accounts,  or  Impersonal 
Accounts.  The  balances  due  to  trade  creditors  may  be  verified  by  a 
reference  to  the  monthly  invoices  or  statements,  and  the  delivery  of 
the  goods  referred  to  in  the  invoices  may  even  be  checked  by  a  reference 
to  Stock  or  Store  Ledgers.  In  all  properly  organised  businesses  both 
the  invoice  and  the  monthly  statement  bear  evidence  on  the  face  of 
them  that  they  have  been  checked  as  to  delivery  of  goods,  prices, 
extensions  and  additions,  independently  of  the  cashier.  If  thought 
necessary,  a  certificate  may  be  obtained  from  a  responsible  person  to 
the  effect  that  no  outstanding  amounts  have  been  omitted  and  that 
invoices  dated  forward  have  been  taken  into  account.  The  invoices 
filed  subsequent  to  the  date  of  the  accounts  may  also  be  examined  to 
see  that  the}^  do  not  relate  back  to  the  period  covered  by  the  accounts 
under  audit.  In  some  cases  the  invoices  are  compared  with  the 
Invoice  Day  Book,  the  entries  in  which  are  afterwards  checked  to  the 
Bought  Ledgers,  but  if  the  creditors'  statements  are  compared  with  the 
balances,  the  comparison  seems  to  be  redundant  unless  for  the  purpose 
of  checking  the  allocation  of  the  invoices.  The  Bills  Payable  should 
be  agreed  with  the  total  of  the  bills  not  due  at  the  date  of  the  Balance 
Sheet  extracted  from  the  Bills  Payable  Book,  and  a  certificate  may 
be  obtained  from  a  responsible  person  that  all  bills  accepted  have  been 
entered  in  the  Bills  Book.  The  auditor  will  also  see  that  the  bills 
have  all  been  posted  to  the  debit  of  the  respective  drawers. 
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Notes  on  (a)  and  (b). 

(1)  With  the  average  man  rapid  work  is  mainly  a  matter  of  method 
and  division  of  labour.  For  example,  it  is  better  to  check  all  the 
Ledger  casts  right  through  and  then  to  check  the  taking  out  of  the 
balances.  The  mind  is  concentrated  on  one  thing  at  a  time  and  so 
works  more  rapidly.  The  conventional  practice  is  to  bring  down  all 
the  Ledger  balances  once,  and  even  twice,  a  year.  Much  time,  however, 
could  be  saved  if  the  debit  and  credit  sides  of  the  Ledger  were  cast 
up  and  the  totals  entered  and  ruled  up  without  bringing  down  the 
balances  in  the  books  at  all.  The  totals  should  be  taken  out  on 
columnar  paper  with  four  columns,  the  totals  being  entered  in  he  first 
two  columns  and  the  balances  thrown  out  into  the  third  and  fourth 
columns.  The  totals  and  balances  of  each  sheet  being  cast  and  agreed 
independently,  any  discrepancy  in  extending  the  balances  is  quickly 
located.  Under  this  system  Ledger  Accounts  are  only  squared  off 
when  an  actual  settlement  has  been  made  or  an  agreed  balance  arrived 
at.  All  the  information  which  is  available  by  bringing  down  the 
balances  is  obtained  from  the  sheets,  and  a  considerable  amount  of 
time  and  trouble  is  therefore  avoided  both  by  the  bookkeeper  and  the 
auditor.  The  balances  should  be  written  up  in  the  Balance  Sheet 
Book,  in  which  the  Balance  Sheets  and  accounts  are  entered  year 
by  year. 

(2)  Where  creditors  are  paid  monthly  it  is  often  possible  to  dispense 
with  a  Bought  Ledger.  The  Invoice  Book  is  ruled  with  two  columns 
for  the  credit  items,  one  for  the  separate  invoice  amounts  and  one  in 
which  to  extend  the  total  for  the  month,  also  with  columns  for  cash 
and  discounts,  and  a  folio  column.  The  cash  paid  is  posted  against 
the  total  to  which  it  refers  and  so  squares  it  off.  After  a  month  the 
only  balances  are  those  remaining  unpaid.  Any  trifling  difference 
can  be  carried  forward  to  the  next  month  or  written  off,  as  the  case 
may  be.  This  system  is  in  operation  in  many  businesses  to-day,  and 
has  proved  successful.  It  saves  clerical  work,  saves  a  Ledger,  and 
also  saves  the  auditor's  time.  The  system  is  not  so  convenient  in  the 
case  of  debtors  (though  it  may  be  applied  in  some  cases),  for  a  trader 
may  pay  his  own  accounts  monthly,  but  he  cannot  always  compel 
his  debtors  to  do  the  same.  There  is  little  to  be  gained  by  Ledgers 
in  which  there  are  credits  each  month  for  goods,  and  corresponding 
debits  for  cash  paid  posted  month  after  month,  involving  laborious 
wading  through  the  Ledger  to  extract  the  balances.  In  such  cases 
the  system  suggested  above  is  undoubtedly  of  great  advantage.  The 
only  objection  is  that  the  total  trade  done  in  the  year  with  any 
particular  creditor  is  not  quickly  arrived  at,  should  this  information 
be  required. 
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The  working  of  the  income-tax  forms  such  an  important 
part  of  an  accountants  duties  that  it  is  essential  that  students 
should  be  acquainted  with  the  fundamental  principles  of  the 
tax.  It  is  intended  in  this  series  of  articles,  specially 
written  by  the  Income-tax  Expert  of  "  The  Accountant,"  to 
treat  the  subject  in  a  manner  intelligible  to  students,  and 
later,  to  work  up  to  the  higher  phases  of  the  subject. 

Allowances  {continued) . 
Life  Assurance  Premiums. 

The  allowance  for  life  assurance  premiums  is  restricted  to  : — 
{a)  Insurances  on  the  life  of  the  taxpayer  or  of  his  wife. 

[h)  Deferred  annuities  on  the  life  of  the  taxpayer  o"  of  his  wife, 
(c)  Deductions  from  salary,  under  Act  of  Parliament,  to  secure 

a  deferred  annuity  to  the  taxpayer's  widow  or  a  provision 
for  his  children  after  his  death.  This  also  applies  to  a  direct 
payment  made  under  an  Act. 

There  is  thus  no  allowance  for  premiums  on  the  life  of  a  taxpayer's 
child,  other  than  in  (c),  or  of  a  relative. 
The  following  restrictions  apply  : — 

(i)  The  allowance  shall  not  exceed  one-sixth  of  the  total  income 
from  all  sources. 

(2)  The  allowance  shall  not  be  a  reduction  of  total  income  for 
abatement  and  other  purposes. 

(3)  An  individual  premium  shall  not  carry  allowance  exceeding 
7  per  cent,  of  the  capital  sum  assured  by  the  policy  exclusive 
of  bonus,  &c.  If  one  premium  is  more  than  the  7  per  cent, 
and  another  less,  no  set-ofE  can  be  allowed. 

(4)  The  total  allowance  for  deferred  annuities  shall  not  exceed 

;^IOO. 

(5)  With  insurances  or  deferred  annuities  commenced  after  22nd 
June  igi6  the  allowance  is  still  further  restricted  : — 

{a)  A  maximum  rate  of  allowance  of  3s.  in  the  £. 

[h)  Only  premiums  on  policies  for  securing  a  capital  sum  on 

death  can  be  allowed.    It  is  not  necessary  that  the  capital 

sum  shall  be  the  sole  benefit. 
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{c)  No  allowance  can  be  made  for  premiums  payable  during 
a  period  of  deferment.  If  a  policy  provides  that  no 
death  benefit  shall  apply  for,  say,  three  years,  there  is 
no  allowance  of  the  premiums  for  those  years. 

The  restrictions  {b)  and  (c)  do  not  apply  to  premiums 
in  connection  with  : — 

[d)  Superannuation  or  bona  fide  pension  scheme  for  the 
benefit  of  employees. 

{e)  Policies  taken  out  by  teachers  pending  establishment  of 
a  superannuation  or  pension  scheme. 
A  claim  for  insurance  premiums  may  be  made  within  three  years 
after  the  end  of  a  year  of  assessment. 

War  insurance  premiums  are  not  affected  by  the  restrictions  in 
(I).  (3),  and  (4). 

Dependent  Relatives. 

An  allowance  may  be  claimed  in  respect  of  a  relative  of  the  tax- 
payer or  of  his  wife,  who  is  physically  incapacitated  and  whose  income 
from  all  sources  does  not  exceed  £2^  per  annum.    The  allowance  is 

Deduction  of  Tax. 

In  some  cases  the  tax  is  not  assessed  direct  on  the  recipient  of  the 
income  but  on  the  payer,  who  deducts  the  tax  when  making  the 
payment.  The  following  are  instances  of  "  deduction  at  the 
source  "  : — 

{a)  Rents  from  property. 

{b)  Dividends  on  shares. 

(c)  Interest  on  mortgages  and  other  loans. 

{d)  Dividends  on  Government  stocks. 

{e)  Ground  rents. 
In  the  case  of  (a)  the  tenant  is  charged  to  Schedule  A  or  "  property 
tax,"  and  he  keeps  back  the  tax  when  paying  the  rent.  The  owner 
then  keeps  back  tax  when  paying  mortgage  interest  or  ground  rent. 
Assume  e.g.  that  a  house  is  let  by  A.  to  B.  for  £60  per  annum  rent, 
and  that  A.  has  a  mortgage  of  £^00  at  5  per  cent,  from  C.  and  pays 
ground  rent  of  10  to  D.  The  assessment  under  Schedule  A  is  assumed 
as  £60  gross  and  £^0  net,  the  difference  being  the  allowance  for  repairs. 
Now  B.  is  charged  on  £$0  at  ^s.=^£i^,  and,  on  paying-his  rent,  he  deducts 
tax  of  £is,  thus  actually  paying  £^^  in  rent  and  £1^  of  the  rent  in  tax. 
A.  thus  receives  £'^$  and  pays  C.  £15  interest,  less  tax  at  6s.  =  £10  los. 
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net,  and  D.  £io  less  tax  =  £'j,  thus  retaining  for  himself  £i'j  los. 
His  actual  share  of  the  rent  is  ;/^5o  -  ;/^i5  -  ;/;io  =  £25,  and  tax  on  this 
at  6s.  gives  the  net  figure  of  £iy  los.  Three  recipients  of  income  are 
thus  taxed  by  means  of  only  one  assessment. 

In  the  case  of  dividends  on  shares,  the  company  has  paid  tax  on  its 
full  profits  before  charging  dividends,  and  it  distributes  its  profits 
on  the  basis  of  its  full  profits  and  retains  the  shareholder's  portion  of 
the  tax.  The  rate  of  deduction  from  dividends  is  a  particularly 
important  point,  and  the  general  rule  is  that  deduction  should  be 
at  the  rates  in  force  during  the  period  in  which  the  profits  used  to  pav  the 
dividend';  accrued.  The  period  of  accrual  of  the  dividends  themselves 
is  thus  not  relevant,  so  that  arrears  of  dividends  paid  out  of  current 
profits  must  have  tax  deducted  at  current  rates.  Assume  e.g.  that 
the  rate  of  tax  for  1920-21  was  8s.  and  that  the  trading  year  was  to 
31st  December.  An  inter 'm  dividend  paid  at  3ot.h  June  1920  out  of 
1920  profits  would  suffer  deduction  at  |  of  6s.  +  |  of  8s.  =  7s.  in  the 
£,  but,  on  payment  of  the  final  dividend  at  31st  December  1920,  this 
would  have  to  be  adjusted  so  as  to  give  the  correct  aggregate  deduction 
for  the  year  to  31st  December  1920,  which  deduction  would  be  at 
I  at  6s.  +  I  at  8s.  =  7s.  6d.  in  the  £,  it  being  noted  that  the  income- 
tax  year  is  to  5th  April,  which,  in  practice,  is  treated  as  3Tst  March. 
It  is  better  to  treat  interim  dividends  at  the  rate  for  the  trading  year, 
i.e.  7s.  6d.  in  the  above  example,  when  the  final  dividend  would  carry 
deduction  at  the  same  rate. 

Schedule  A. 

This  schedule  covers  the  profits  of  an  owner  from  lands  and  buildings 
and  the  basis  of  assessment  is  the  "  racr<  rent,"  i.e.  the  full  open  market 
rental  value,  the  tenant  paying  only  tenant's  rates  and  taxes  and  the 
landlord  doing  repairs.  If  the  property  is  let  at  a  rack  rent  on  a  lease 
made  within  the  past  seven  years,  that  rent  becomes  the  amount  of 
the  assessment.  When,  however,  the  tenant  undertakes  e.g.  to  effect 
improvements,  the  rent  reserved  by  the  lease  is  not  a  rack  rent,  so  that 
an  addition  has  to  be  made  to  such  rent  to  macle  it  equal  to  a  rack  rent. 
If  e.g.  a  tenant  with  a  lease  for  seven  years  undertook  to  add  buildings 
at  a  cost  of  ;^7oo  in  addition  to  a  rent  of  £100  per  annum,  the  rack 
rent  would  be  taken  as  ,^200,  the  reserved  rent  of  ,-^ioo  being  reduced 
by  the  consideration  of  the  additions. 

The  rack  rent  is  reduced  by  an  allowance  for  repairs,  which  allowance 
is  as  follows  : — 

[a)  For  houses  and  other  buildings,  one-sixth. 
(5)  For  land  and  farm  buildings,  one- eighth. 
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The  actual  repairs,  on  an  average  of  the  five  preceding  years,  may 
be  claimed  in  the  following  circumstances  : — 

(1)  Metropolitan  Police  District. — Annual  value  not  exceeding  £yo, 

(2)  Scotland. — Annual  value  not  exceeding  £60. 

(3)  Elsewhere. — Annual  value  not  exceeding  ^52. 

When  a  claim  is  made  for  actual  repairs,  the  allowance  covers  repairs, 
maintenance,  insurance,  and  management. 

Beneficial  Occupation. 

The  tenant  is  only  able  to  deduct  tax  on  the  amount  of  the  rent 
or  on  the  assessment,  whichever  is  the  lower.  If  the  net  assessment 
exceeds  the  rent  the  tenant  has  to  bear  the  tax  on  the  excess,  as  he  is 
considered  as  equivalent  to  an  owner  to  the  extent  of  the  excess,  so 
that  if  e.g.  a  tenant  rented  premises  at  /50  and  the  rack  rent  was  ;^8o, 
the  assessment  would  be  /80  less  one-sixth  =  £66  14s.,  and  he  could 
only  deduct  tax  on  ;^5o,  the  balance  of  £16  14s.  being  treated  as  his 
income,  and  it  w^ould  have  to  be  included  in  his  "  total  income  "  for 
arriving  at  the  rate  of  his  liability.  It  would,  therefore,  be  chargeable 
at  the  rate  appropriate  to  him. 

In  many  cases  the  Schedule  A  tax  is  charged  at  the  rate  applicable 
to  the  ow^ner,  but  the  mortgage  interest  and  ground  rent  are  kept  in 
charge  at  the  highest  rate,  so  that  the  mortgagee  and  ground  landlord 
have  to  be  allowed  any  applicable  relief  by  repayment  or  by  a  set  off 
against  any  other  income  directly  assessable. 

Schedule  B. 

This  schedule  covers  the  profits  from  the  occupation  of  land,  and  it 
is  based  on  double  the  Schedule  A  gross  value,  i.e.  before  deduction  of 
repairs,  with  some  slight  exceptions  which  will  be  noticed  later. 

The  farmer  is,  however,  entitled  to  three  different  modes  of  assess- 
ment, as  follows  : — 

{a)  Schedule  D. — He  may,  on  a  claim  before  5th  June  in  the  year 

of  assessment,  require  assessment  on  the  average  of  the  three 

preceding  years  under  Schedule  D. 
{b)  If  charged  under  Schedule  B  he  may  claim,  at  the  end  of  the 

year,  adjustment  to  the  actual  profits  of  the  year  of  assessment, 
(c)  Whether  charged  under  Schedule  D  or  Schedule  B  he  may,  if 

he  makes  a  loss  on  the  year  of  assessment,  claim  to  have  the 

assessment  reduced  by  the  amount  of  the  loss. 

It  is  essential,  to  a  claim  under  [a],  (6),  or  (c),  that  proper  accounts 
be  produced,  although  not  necessarily  elaborate. 
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Schedule  G. 

This  schedule,  which  relates  to  Government  stocks,  is  worked  entirely 
by  deduction  at  the  source  and  is  of  no  relevant  moment  to  an 
accountant. 

Schedule  D. 

The  main  schedule  of  the  income-tax  is  that  which  most  generally 
troubles  a  taxpayer.    It  applies  to  : — 

[a)  All  annual  profits  of  a  resident  here  from  any  source  abroad 
or  here. 

(b)  All  annual  profits  of  a  non-resident  arising  here. 

Case  I  relates  to  trades  and  the  basis  is  the  average  of  the  preceding 
years,  such  years  being  the  usual  trading  years. 

Commencement. 

Clearly,  a  new  business  cannot  be  assessed  on  a  three  years'  average 
until  it  has  completed  three  years'  trading,  so  that  the  following  basis 
applies  : — 

First  year. — Profits  of  first  year. 

Second  year. — Profits  of  first  year. 

Third  year. — Average  of  first  and  second  years. 

Fourth  year. — Average  of  first,  second,  and  third  years. 

If  the  business  does  not  commence  at  5th  April,  or,  say,  25th  or 
31st  March,  the  first  assessment  is  for  a  period  less  than  a  year  and  is 
taken  as  the  proportion  of  the  first  year's  profits.  Assume  that  a 
business  was  commenced  on  ist  January  1920  and  that  the  profits 
were  as  follows  : — 

£ 

Year  to  31st  December  1920    . .  700 
«  „         1921     ..  1,200 

H  „  1922       .  .  2,001) 

„  „  1923       ..  3,000 

The  assessments  would  be  : — 

,  £  £ 

1919-  20      . .       J  of  700  (1920)  175 

1920-  21       . .        . .      700  (1920)  7;:o 

1921-  22       . .        . .      700  (1920)  700 

1922-  23       ..       ..      700  (1920) 

1,200  (1921) 


2)  1,900 

1923-24  . .  • .  700  (1920) 
1,200  (1921) 
2,000  (1922) 

3)  3.900 


950 
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It  will  thus  be  seen  that,  with  a  rising  profit,  the  system  favours  a 
taxpayer.  If,  however,  the  profits  of  the  first  three  years  decreased, 
the  taxpayer  may  claim  assessment  on  the  actual  profits  of  each  of  the 
three  years.  Assume  that  the  profits  were  as  follows  and  that  the 
business  commenced  on  ist  January  1920  : — 

£ 

Year  to  31st  December  1920       . .  3,000 
H  „        1921       . .  2,000 

„  „        1922       ..  1,200 

,  „        1923       ..  700 

The  assessments  would  be  : — 


1919-20       . .       J  cf  3,000  750 
^  1920-21       ..       ..     3,000(1920)  3,000 

1921-22       . .       . .     3,000  (1920)  3,000 

l<J22-23  .  .  .  .  3,000  (1920) 
2,000  (1921) 

2)5,000 
  2,500 

1923-24  .  .  .  .  3.000  (1920) 
2,000  (I921) 
I  200  (1922) 

5)6,200 

  2,066 

The  adjustment  would  be  : — 


/ 

j  919-20   nil 

1920-21  . .  . .  :  nil 
3921-22  ..  ..  £3,000  -  £2,000  =  1,000 
.'922-23  ..       ..  £2,500  —  £1,200  —  1,300 


Repayment  on  £2,300 
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By  Wilfred  H.  Grainger,  A.S.A.A.* 

//  has  always  been  a  common  error  to  think  of  wealth  in 
terms  of  money  only.  Mr.  Grainger  explains  its  true 
meaning  in  the  following  paper,  which  is  written 
especially  for  students  and  deals  with  the  elementary  princi- 
ples of  Economics  in  a  lucid  manner. 

The  science  of  Political  Economy  is  one  that  has  been  neglected  far 
too  long  by  the  average  business  man.  A  vast  amount  of  wastage 
of  time,  labour,  and  other  attributes  of  wealth  has  occurred,  particularly 
during  the  past  few  years,  largely  owing  to  the  fact  that  this  subject 
had  found  no  place  in  the  syllabus  of  an  ordinary  commercial  education. 

It  required  the  war  to  bring  this  fact  very  forcibly  to  our  notice, 
and  it  is  beginning  to  be  recognised  that  no  education  is  complete 
unless  the  subject  of  Economics  is  included. 

The  Society  of  Incorporated  Accountants  and  Auditors,  for  example, 
has  introduced  the  subject  into  the  syllabus  of  the  forthcoming  Final 
Examination,  and  I  think  it  is  more  than  likely  that  the  Institute  will 
also  amend  their  programme  to  include  Policital  Economy. 

I  understand  that,  to  the  majority  of  those  present  this  evening, 
this  subject  is  more  or  less  unexplored  ground,  and  I  propose,  there- 
fore, to  deal  with  it  from  an  elementary  standard,  in  the  hope  that  it 
may  prove  sufficiently  interesting  to  give  you,  like  Oliver  Twist,  an 
appetite  for  more. 

Political  Economy  has  been  variously  defined  as  : — 

{a)  The  science  that  treats  of  the  wealth  of  nations  ; 

(&)  The  science  which  studies  society  from  the  side  of  the  agricultural, 
industrial,  and  commercial  habits  and  customs  of  its  members  ; 
or,  again, 

(c)  As  the  study  of  making,  exchanging,  sharing  or  using  wealth ;  or, 
more  simply, 

[d)  As  the  law  of  household  management  applied  to  communities. 
You  probably  know  it  was  a  professor  at  the  Glasgow  University 

named  Adam  Smith  who,  in  1766,  first  published  a  treatise  on  Econo- 
mics under  the  title  of  the  "  Wealth  of  Nations,"  and  although  owing 
to  the  great  advances  made  in  science  and  manufacture  since  the 
introduction  of  machinery,  mechanical  transport,  Szc,  usually  referred 
to  as  the  Industrial  Revolution,  many  of  Adam  Smith's  theories 
are  no  longer  considered  to  be  sound,  yet  he  is  still  always  referred  to 
as  the  pioneer  of  this  science,  and  a  great  number  of  his  doctrines 
remain  unaltered. 


*A  lecture  delivered  before  the  Nottingham  Chartered  Accountants  Students' 
Society,  on  Wednesday,  April  7th,  Mr.  Francis  Atkin,  A.C.A.,  in  the  chair. 
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Now,  we  all  probably  have  our  own  ideas  of  what  constitutes  wealth, 
but  let  us  see  how  wealth  is  defined  from  an  economic  point  of  view. 

This,  again,  has  been  variously  described  as  : — 

(a)  Anything  having  an  exchange  value. 

(b)  Only  those  things  which  are  capable  of  being  transferred,  which 
are  limited  in  supply,  and  which  are  useful. 

(c)  The  amount  that  people  require  to  satisfy  their  needs,  either 
directly  or  indirectly,  and  which  they  must  spend  time  and  effort 
in  obtaining. 

It  has  always  been  a  common  error  to  think  of  wealth  in  terms  of 
money  only ;  formerly  it  was  customary  to  estimate  the  wealth 
of  a  country  by  the  amount  of  gold  and  silver  it  contained,  and  this 
resulted  in  the  restraint  of  commerce  in  endeavouring  to  prevent  gold 
and  silver  from  being  sent  out  of  the  country.  We  have  only  to  look 
back  into  history  a  little  way  to  see  how  erroneous  this  idea  was  ; 
for  example,  the  money  of  the  Chinese  at  one  time  consisted  of  small 
cubes  of  compressed  tea,  other  countries  have  used  shells  or  cattle  as 
money,  and  indeed  every  country  at  some  time  or  other  in  its  history 
did  not  possess  coinage  of  an  elementary  description,  and  exchange  had 
to  be  carried  on  by  the  process  of  barter. 

It  will  be  seen,  therefore,  that  it  is  quite  a  fallacy  to  think  of  wealth 
only  in  terms  of  money,  as  it  consists  obviously  of  anything  having 
an  exchange  value. 

This  idea  is  usually  known  as  the  Mercantile  System,  and  the  exposure 
of  this  error  was  one  of  the  great  features  of  Adam  Smith's  book, 
which  pointed  out  that  by  placing  large  duties  upon  goods  imported 
from  abroad  in  order  to  discourage  purchases  in  this  country,  which 
had  to  be  paid  for  in  gold  and  silver,  thus  decreasing  England's  wealth, 
was  of  no  actual  benefit  to  this  country,  as  home  trade  alone  could  not 
increase  the  amount  of  gold  and  silver  in  the  country,  and  proved, 
further,  that  if  free  trade  were  introduced  the  exports  and  imports  of 
a  country  would  tend  to  balance. 

I  said  that  wealth's  first  attribute  was  transferability,  so  that  it 
may  consist  of  chattels  which  can  be  actually  handed  over  ;  it  may  be 
property  which  must  be  transferred  by  deed,  or  it  may  consist  in 
personal  service,  as  in  the  case  of  an  artist,  a  preacher,  or  a  doctor, 
w^ho  transfers  his  services  to  another. 

Secondly,  it  must  be  limited  in  supply.  If  gold  or  diamonds  could 
be  picked  up  in  the  street  by  any  passer-by,  they  would  no  longer 
constitute  wealth  ;  it  is  only  because  the  supply  is  limited  that  they 
become  valuable. 

Thirdly,  wealth  must  be  useful  or  serve  some  purpose,  and  useful 
things  have  been  defined  as  those  which  directly  or  indirectly  produce 
pleasure  or  prevent  pain. 

It  is  usual  to  speak  of  the  "  utility  "  which  may  be  derived  from 
wealth,  and  this  may  broadly  be  divided  into  two  classes,  (i)  the 
direct  utility  derived  from  things  which  are  wanted  for  themselves, 
such  as  food  and  clothing  ;   and  (2)  indirect  utility  arising  from  the 
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utility  of  the  first  class,  e.g.  it  is  the  direct  utility  of  food  that  makes 
the  indirect  utility  of  the  knives,  forks,  and  spoons  with  which  we 
consume  it. 

We  must  not  confuse  utility,  or  value  in  use,  with  value  in  exchange, 
and  the  fact  must  be  clearly  grasped  that  the  value  which  economics 
attaches  to  utility  is  not  what  it  ought  to  be  worth  but  what  it  is  actually 
worth,  for  things  being  of  great  value  from  the  point  of  view  of  utility, 
might  conceivably  be  both  worthless  and  harmful  from  a  moral 
standpoint. 

Now  utility  may  be  subdivided  into  "  total  utility,"  i.e.  the  total 
amount  of  satisfaction  from  the  total  supply  of  any  article  possessed — 
e.g.  if  you  purchase  six  loaves  of  bread,  the  utility  of  each  extra  loaf 
diminishes  as  the  supply  increases,  and  the  total  utility  is  the  power  of 
the  whole  six  loaves  to  satisfy  your  desire  for  food ;  whilst  the  second 
class  of  utility,  known  as  "  marginal  or  iinnl  "  utility,  is  represented 
by  the  amount  of  satisfaction  you  receive  from  the  last  of  the  six  loaves 
you  have  purchased. 

Following  these  principles  we  come  naturally  to  the  very  important 
law  of  diminishing  utility,  which  states  that  the  more  we  have  of  a 
thing  the  less  we  want  more  of  it  :  there  are,  of  course,  exceptions  to 
this  rule,  e.g.  the  collector's  mania  for  specimens  of  certain  things,  the 
dipsomaniac's  love  of  drink,  the  person  addicted  to  drugs,  &c. 

To  put  this  statement  in  a  different  form,  the  more  we  consume  of 
a  thing  the  less  becomes  its  marginal  utility  to  us — although  the 
total  utility  of  the  larger  will  be  in  excess  of  the  total  utility  of  the 
smaller — e.g.  the  marginal  utility  of  an  ounce  of  tobacco  will  be  higher 
to  you  if  you  buy  two  ounces  a  week  than  if  you  buy  four  ounces,  but 
at  the  same  time  the  total  utility  to  you  of  four  ounces  will  be  greater 
than  that  of  two. 

It  is  obvious,  I  think,  to  you  all  that  if  we  have  unlimited  supplies 
of  anything  its  marginal  utility  will  disappear  altogether  ;  it  is  quite 
true  that  water,  for  example,  is  of  infinite  utility  in  its  initial  supply, 
as  no  one  can  live  without  it,  but  we  can  all  think  of  instances  when  an 
excess  of  water  is  not  only  of  no  value  but  is  even  harmful,  as  in  the 
case  of  a  burst  water  pipe  after  a  severe  frost. 

The  application,  then,  of  this  law  of  diminishing  utility  is  expressed 
in  the  price  which  will  be  paid  for  things,  i.e.  the  more  we  have  of  a 
thing  the  less  do  we  wish  to  pay  for  any  more  of  the  same  thing,  and 
this,  in  other  words,  is  the  law  of  supply  and  demand. 

Let  us  now  look  at  what  is  called  the  law  of  substitution  or  equi- 
marginal returns,  which  relates  particularly  to  the  spending  of  wealth, 
and  states  that  each  of  us  will  tend  to  buy  different  things  in  such 
relative  quantities  that  their  marginal  utilities  become  the  same. 

It  may  also  be  explained  as  the  possibility  of  using  two  commodities, 
either  of  which  answers  the  same  purpose,  though  one,  to  a  greater 
extent  than  the  other,  acts  as  a  limitation  in  the  price  of  either.  We 
have  seen  a  very  good  illustration  of  the  application  of  this  rule  in 
places  where  people  refused  to  buy  butter  at  5s.  a  pound,  and  as  a 
consequence  the  vendors  were  obliged  to  reduce  the  price  to  3s.  6d., 
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or  again,  many  people  refuse  to  buy  butter  at  all  and  substitute  marga- 
rine, which  is  another  application  of  the  law  of  substitution. 

We  have  another  class  of  utility  which  is  called  multiplication  of 
utility,  e.g.  public  picture  galleries,  libraries,  and  museums. 

The  Production  of  Wealth. 

The  three  essential  factors  in  the  production  of  wealth  of  any  descrip- 
tion are,  (i)  Land,  (2)  Labour,  (3)  Capital. 

In  order  to  create  wealth  in  the  first  instance  we  must  obtain  it  either 
directly  or  indirectly  from  land,  i.e..  either  from  some  mineral  won  from 
the  land  or  some  produce  grown  upon  it  :  it  is  true,  of  course,  that  we 
must  include  also  rivers  and  oceans  which  are  sources  of  considerable 
w^ealth,  and  we  speak  of  land  and  water  as  being  the  source  of  materials, 
or  natural  agents. 

It  is  quite  evident  that  natural  resources  cannot  of  themselves  make 
wealth,  and  in  order  to  convert  them  into  wealth  it  is  necessary  to 
employ  labour,  so  that  the  amount  of  wealth  that  can  be  obtained 
depends  far  more  upon  the  amount  of  labour  that  can  be  employed 
than  upon  the  amount  of  the  natural  resources  available. 

In  order  to  employ  labour,  the  third  essential  of  wealth.  Capital, 
becomes  necessary,  as  we  cannot  obtain  labour  without  payment. 

It  is  important  that  labour  should  be  employed  in  such  a  manner 
as  to  make  it  as  productive  as  possible,  and  in  order  to  obtain  the  best 
results  the  work  must  be  done  at  the  best  time,  at  the  best  place,  and 
in  the  best  manner,  so  that  good  organisation  and  good  education  plays 
a  large  part  in  obtaining  efficiency  of  labour.  It  is  undoubtedly  a 
proven  fact  that  organisation  is  the  corner  stone  of  modern  commerce, 
and  success  or  failure  depends  entirely  upon  whether  the  organisation 
is  sound  or  unsound. 

The  Government  has  done  much  at  various  times  to  improve  the 
conditions  under  which  work  is  carried  on,  by  factory  legislation,  as, 
for  example,  regulating  the  hours  of  work  for  women  and  children,  and 
making  special  regulations  in  dangerous  trades  (e.g.  forbidding  the  use 
of  naked  lights  in  coal  mines).  Science  has  done  a  great  deal  to  help 
labour  to  be  more  productive  than  it  could  otherwise  have  been,  by 
teaching  us  better  and  improved  methods  by  which  time  and  trouble, 
and,  consequently,  capital,  is  saved. 

Division  of  Labour  is  an  important  economic  factor,  whereby  the 
manufacture  of  any  article  or  commodity  is  separated  into  different 
processes  and  one  man  is  employed  to  carry  out  each  stage  of  its  manu- 
facture instead  of  the  whole  being  made  by  one  man.  This  specialisa- 
tion must  naturally  make  for  efficiency,  economy,  and  saving  of  time, 
as  each  man  will  become  an  expert  in  dealing  with  his  particular 
process ;  and  in  many  cases  this  system  has  resulted  in  the  invention  of 
improvements,  as  a  person  who  is  constantly  doing  the  same  thing  is 
much  more  likely  to  endeavour  to  find  out  a  quicker  way  of  doing  it 
than  one  who  does  a  great  many  things.  Further  advantages  of  this 
division  of  labour  may  be  seen  in  {a)  the  multiplication  of  services. 
Take,  for  instance,  the  case  of  our  postal  service  ;  if  everyone  had  to 
send  their  own  messenger  to  deliver  a  letter  the  time  and  expense 
incurred  would  be  an  almost  msuperable  bar  to  commerce,  but  by  the 
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division  of  labour,  whereby  one  man  takes  perhaps  two  or  three  hundred 
letters,  we  are  able  to  communicate  easily  and  economically  with  our 
friends  and  clients,  {b)  Then  there  is  the  multiplication  of  copies 
which  largely  increases  the  productiveness  of  labour,  as  in  the  case  of 
books,  &c.,  when  once  the  type  has  been  set  up,  further  copies  can  be 
produced  at  a  comparatively  small  cost  beyond  that  of  the  paper  and 
binding.  Two  further  great  advantages  of  this  division  of  labour  are  : 
{a)  that  everyone  can  choose  the  occupation  to  which  he  is  best  suited  ; 
(b)  that  different  kinds  of  work  may  be  carried  out  in  the  places  most 
suitable  for  each,  and  where  it  is  most  productive. 

Important  as  is  the  division  of  labour,  co-operation  of  labour  is  a 
factor  of  almost  greater  importance  in  augmenting  the  efficiency  of 
labour;  and  this  may  be  either  "  simple,"  as  in  the  case  of  several 
men  helping  to  do  the  same  thing,  such  as  felling  a  tree  or  hauling  an 
anchor,  or  it  may  be  "  complex,"  i.e.  where  different  people  and  trades 
all  assist  in  producing  a  final  result,  as  in  the  case  of  building  a  house. 
It  has  been  argued  that  there  are  disadvantages  arising  from  the  division 
of  labour,  but  these  are  so  outweighed  by  the  advantages  that  it  is 
scarcely  worth  while  to  mention  them  ;  briefly,  however,  they  are 
said  to  be,  (i)  the  narrowing  and  restriction  of  a  man's  power  when 
confined  constantly  to  one  class  of  job  ;  (2)  that  owing  to  this  division 
and  co  -operation  trade  becomes  very  complicated,  and  when  one  part 
becomes  deranged  the  result  may  be  ruinous  to  many  others. 

Capital, 

Capital  is  one  of  the  most  important  factors  in  production  and  is 
sometimes  defined  as  being  that  portion  of  wealth  which  we  use  to  aid 
in  producing  more  wealth.  Obviously,  capital  is  the  result  of  saving 
or  economy  and  it  may  be  either  "  fixed  "  or  circulating. 

Fixed  Capital,  as  its  name  suggests,  consists  of  factories,  machinery, 
ships,  railways,  &c. — in  fact  anything  which  will  last  a  long  time  and 
aid  in  production,  but  we  cannot  include  every  kind  of  fixed  property, 
for  instance,  churches,  monuments,  &c.,  are  not  fixed  capital,  as  they 
do  not  aid  in  the  production  of  wealth. 

Circulating  Capital  consists  of  all  those  things  necessary  to  support 
labourers  whilst  engaged  in  productive  labour,  such  as  food,  fuel, 
clothing,  and  other  necessaries  of  life.  It  is  sometimes  rather  difficult 
to  draw  a  distinction  between  fixed  and  circulating  capital,  but  it 
really  resolves  itself  into  a  matter  of  time,  and  the  longer  it  lasts  and 
fulfils  useful  service  the  more  fixed  it  is,  whilst  the  more  quickly  it  is 
used,  worn  out,  or  destroyed,  the  more  it  becomes  circulating. 

There  are  other  classes  of  capital,  e.g.  : — 

Specialised  Capital,  which  can  only  be  used  for  the  specific  purpose 
for  which  it  was  created,  as  in  the  case  of  the  telegraph  or  telephone. 

Auxiliary  Capital  spent  on  tools  to  assist  the  labourer  in  production. 

Floating  Capital,  which  can  be  easily  converted  and  re-invested, 
e.g.  bills  of  exchange,  book  debts,  and,  of  course,  money  itself. 

In  order  to  fulfil  its  functions,  therefore,  capital  must  be  consumed, 
for  it  is  a  mistake  to  suppose  that  mere  hoarded  wealth  increases  the 
capital  of  a  country.  As  I  have  just  shown,  it  is  necessary  to  save  it  in 
order  to  assist  production,  but  the  only  way  it  can  afford  assistance  is 
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by  eventually  being  spent  on  maintaining  the  labourers  and  providing 
tools,  machiner^^  &c. 

Now  let  us  look  at  the  way  in  which  wealth,  when  produced,  is 
distributed — broadly,  it  may  be  divided  into  four  shares  : — 

(a)  The  labourer's  share  being  wages. 

(b)  The  landowner's  share  being  rent. 

(c)  The  capitalist's,  interest. 

(d)  The  Government's,  taxes. 

From  an  Economics  point  of  view  the  first  three  of  these  are  not 
identical  with  wages,  rent,  and  interest  as  we  usually  think  of  them,  for 
wages  usually  consist  partly  also  of  interest.  Most  workmen  having 
spent  a  certain  portion  of  capital  in  the  purchase  of  tools  of  their  trade, 
are  considered  to  be  receiving  interest  on  their  capital  outlay,  so  that 
true  wages  are  what  is  left  after  a  deduction  for  interest  has  been  made. 

Again,  the  term  "  rent  "  in  Political  Economy  means  what  is  paid 
for  using  a  natural  agent  such  as  land,  lakes,  or  beds  of  minerals  ;  it 
follows,  therefore,  that  the  rent  of  a  factory  or  house  is  not  really  entirely 
rent,  as  it  also  includes  the  interest  on  the  capital  expended  in  building 
the  factory  or  house.  The  capitalist's  share  of  the  wealth  produced  is 
usually  termed  interest,  and  this  may  be  either  gross  interest  or  net 
interest. 

Gross  interest  must  necessarily  vary  according  to  the  nature  of  the 
particular  business  concerned,  but  it  usually  includes  any  additional 
rate  of  interest  beyond  the  normal  rate,  which  is  calculated  according 
to  the  extra  risk  of  the  particular  investment,  so  that  this  additional 
interest  may  be  regarded  as  a  species  of  insurance  premium  against 
the  extra  risk. 

Net  interest,  on  the  othci  hand,  includes  no  charge  or  provision  for 
the  risk  of  borrowed  money  not  being  repaid,  or  invested  money  being 
lost,  or,  as  we  might  term  it  from  an  accountant  point  of  view,  it  makes 
no  provision  for  a  "  reserve  "  or  "  sinking  fund." 

The  most  important  fact  regarding  interest  is  that  it  tends  to  be  the 
same  in  all  businesses  ;  it  is  quite  true  that  the  rates  of  profit  may  differ 
considerably  owing,  possibly,  to  the  varying  ratio  of  costs  of  produc- 
tion or  to  the  risk  of  the  particular  business  being  greater  or  less,  but 
money  or  capital  is  required  by  and  is  just  as  easily  lent  to  one  business 
as  to  another,  and  it  w'll  naturally  be  invested  in  the  particular  trade 
that  offers  the  highest  rate  of  interest,  and  this  naturally  tends 
to  keep  the  rate  of  interest  more  or  less  constant. 

Taxation. 

You  will  remember  the  final  distribution  of  wealth  was  in  the  form 
of  taxes,  which  we  may  define  as  a  compulsory  contribution  made  to  a 
Government  towards  the  expenses  incurred  by  the  Government  in 
protecting  the  life  and  property  of  the  nation  and  maintaining  equal 
freedom  of  all. 

A  tax  must  not,  however,  be  confused  with  payment  for  a  specific 
service  rendered,  e.g.  the  fee  charged  by  the  Government  for  delivery 
of  a  letter  or  telegram  is  not  a  tax,  whilst  the  charge  for  a  dog  licence  is. 

Taxes  may  be  divided  into  two  classes,  viz.  Direct  and  Indirect, 
the  former  applying  when  the  tax  is  paid  by  the  person  who  actually 
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bears  the  sacrifice,  as  in  the  case  of  income-tax,  dog  licences,  gun  licence, 
&c. ;  whilst  the  latter,  or  indirect  taxes,  are  paid  primarily  by  the 
merchants  and  tradesmen  who  subsequently  recover  the  same  {and 
probably  more)  from  their  customers,  as  in  the  case  of  custom  and 
excise  duties  on  wines,  spirits,  and  tobacco,  and  legal  stamp  duties. 

Four  Canons  of  Taxation. 

Adam  Smith  enunciated  four  golden  rules  in  relation  to  taxation 
which  are  well  worth  your  special  notice. 

Equality. — First,  the  maxim  of  equality,  i.e.  every  subject  ought 
to  contribute  to  the  State  a  sum  in  proportion  to  the  income  which 
the  protection  of  the  State  enables  him  to  enjoy. 

Certainty. — Second,  taxation  ought  to  be  certain  and  not  arbitrary, 
i.e.  the  time  and  manner  and  amount  of  payment  ought  to  be  quite 
clear  and  plain  to  everyone. 

Convenience. — Third,  taxes  should  be  levied  at  the  most  convenient 
time  and  made  payable  in  the  most  convenient  manner  for  the 
contributor  (e.g.  indirect  taxes  are  more  convenient  than  direct). 

Economy. — Fourth,  all  taxes  should  be  collectible  in  the  most 
economical  manner,  as  the  burden  of  cost  of  collection  naturally  falls 
on  the  taxpayer. 

Washes. 

We  may  define  wages  as  the  remuneration  of  labour  of  any  kind, 
whether  mental  or  manual  ;  and  the  modern  theory  of  wages  shows 
that  they  depend  upon  the  efiiciency  of  the  labourer  and  will  vary 
between  the  maximum,  i.e.  the  net  value  of  the  work  to  the  employer, 
and  a  minimum,  viz.  the  lowest  amount  necessary  to  permit  the 
employee  to  maintain  his  "  standard  of  comfort."  A  distinction  must 
be  drawn  between  money  wages  and  real  wages.  Real  wages  are  in 
reality  made  up  of  what  a  workman  actually  consumes,  in  the  form  of 
bread,  meat,  clothes,  beer,  or  tobacco ;  and  if  he  gets  more  than  enough 
of  these  it  is  immaterial  whether  he  gets  more  or  less  money  wages, 
except  to  spend  on  luxuries,  and  everything  that  makes  commodities 
cheaper  tends  to  increase  the  wages  of  everybody.  It  follows  naturally 
that  if  an  increase  of  wages  is  followed  by  a  similar  increase  in  the 
price  of  commodities  the  wage  earner  is  in  no  better  position,  and 
I  think  we  are  all  of  us  at  the  present  time  only  too  well  aware  of  the 
truth  of  this  statement.  The  only  time  when  any  of  us  will  reap  any 
benefit  from  our  so-called  war  bonuses  will  be  when  production  is 
increased  and  prices  are  thus  reduced. 

The  rates  of  wages  in  any  particular  trade  are  governed  very  largely 
by  the  laws  of  supply  and  demand,  in  the  same  way  as  the  prices  of 
commodities,  and  will,  of  course,  vary  according  to  the  nature  of  the 
work — whether  it  is  skilled  or  unskilled,  agreeable  or  disagreeable, 
dangerous  or  safe,  constant  or  inconstant ;  whether  requiring  trust 
or  not.  When  the  relative  numbers  of  workpeople  in  any  trade  of 
the  same  class  are  capable  of  being  rapidly  altered  by  transfer  of  labour 
from  one  to  another  it  is  said  that  the  horizontal  trade  mobility  of  labour 
is  high ;  and  when  members  of  a  population  are  attracted  from 
place  to  place  on  account  of  better  wages  this  is  called  geographical 
mobility  of  labour. 
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Now  let  us  look  at  the  various  methods  of  paying  wages.  First,  there 
is  the  payment  according  to  a  man's  output,  having  no  regard  to  the 
time  taken  in  producing  the  output,  which  is  called  piece-work  ;  next, 
there  is  the  ordinary  time  rate  where  the  payment  is  so  much  per  hour, 
per  day.  or  per  week,  and  in  this  case  no  regard  is  had  to  the  t-mount 
of  work  done.  Both  of  these  systems  have  considerable  disadvantages, 
for  the  time  rate  workman  has  no  particular  inducement  to  do  his 
best,  and  in  the  case  of  piece- work  there  is  obviously  a  tendency  for 
the  workman  to  scamp  his  work  and  consequently  produce  inferior 
results.  In  order  to  counteract  these  disadvantages,  what  is  called 
the  "  premium  system  "  has  been  introduced  into  modern  methods  of 
computing  wages. 

Under  the  premium  system  some  equitable  standard  output  is  agreed 
upon,  and  for  any  excess  of  output  over  and  above  this  amount  progres- 
sively lower  piece  rates  are  payable,  so  that  naturally  the  incentive  to 
a  larger  output  i?  decreased  and  the  workman  is  less  likely  to  scamp  his 
work.  In  many  undertakings  it  has  been  found  advantageous  to  divide 
workmen  into  separate  groups,  a  specified  job  being  given  to  each 
group,  and  a  payment  made  for  the  whole  iob — which  is  called  "  group 
piece  rate." 

Then,  again,  there  is  the  profit  sharing  or  sliding  scale  under  which 
wages  rise  automatically  with  the  increase  of  profits  and  fall  in  the 
same  rates  as  profits  decrease.  This  is  a  good  system,  inasmuch  as  it 
tends  to  give  every  workman  a  personal  interest  in  the  business  and 
probably  calls  forth  his  best  endeavours. 

It  is  usual  for  most  trades  to  set  up  what  are  called  Joint  Wages 
Boards,  made  up  from  representatives  of  both  employers  and  work- 
men, who  meet  periodically  to  discuss  any  alterations  either  in  the 
scale  of  wages  or  conditions  of  employment,  and  it  is  usually  understood 
that  any  disputes  between  masters  and  men  should  be  submitted  to 
the  Board  before  a  strike  is  considered. 

[■pother  trades  have  instituted  what  are  called  Conciliation  Boards, 
with  a  view  to  acting  as  mediators  between  employers  and  employees 
and  so  avoid,  if  possible,  either  strikes  or  lock-outs. 

Or,  again,  disputes  may  be  submitted  to  arbitration ;  but  this  is  not 
usually  found  to  be  very  satisfactory,  as  it  becomes  a  very  difficult 
matter  to  enforce  the  award  of  the  arbitrator  if  it  is  resisted  by  a  large 
number  of  workmen. 

There  is  no  doubt  that  the  trade  unions  have  become  exceedingly 
powerful  factors  of  recent  years  in  aiding  workmen  to  secure  recogni- 
tion of  their  demands  for  higher  scales  of  remuneration,  in  addition 
to  securing  better  and  healthier  conditions  for  their  members. 

The  funds  of  the  unions  are  usually  available  for  strike  pay,  sick 
benefits,  making  provision  for  widows  or  orphans  of  members,  and  for 
sending  labour  representatives  to  Parliament;  but  they  have  their 
disadvantages,  inasmuch  as  they  usually  place  unfair  restrictions  on 
the  output  of  union  members  and  often  incite  men  to  become  dis- 
contented, and  consequently  encourage  strikes. 

Tenure  of  Land. 

Very  briefly  I  want  to  show  you  the  various  ways  in  which  land  is 
held  in  this  and  other  countries. 
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Many  parts  of  rural  England  are  still  practically  under  a  feudal  system 
by  which  the  large  landowners  refuse  to  let  their  farms  upon  leases 
of  any  length,  preferring  to  have  farmers  who  are  known  as  "  tenants 
at  will,"  and  may  be  turned  out  at  a  year's  notice,  thus  being  deprived 
of  all  the  improvements  and  capital  they  have  sunk  in  the  farm. 
Obviously  this  system  is  bad,  because  it  acts  as  a  deterrent  upon  the 
tenant  putting  in  capital  and  improving  the  land.  Next,  there  is 
leasehold  tenure,  which,  as  you  know,  is  effected  by  entering  into  a  formal 
contract  for  a  fixed  term  of  years  during  which  the  land  is  held  subject 
to  the  payment  of  an  annual  rent.  Again,  there  is  what  is  known  as 
"  tenant  right,"  which  gives  an  outgoing  tenant  the  right  to  claim 
the  value  of  any  improvements  he  has  made  which  are  not  exhausted, 
such  as  drainage,  fencing,  or  manuring. 

In  Ireland  there  is  what  is  called  Ulster  tenant  right,  where  an  incom- 
ing tenant  pays  an  outgoing  tenant  for  the  improvements  the  latter 
has  made  on  the  farm.  On  the  Continent  land  is  very  often  held  on 
what  is  called  the  Metayer  system,  by  which  the  tenant,  instead  of  paying 
9,  fixed  money  rent  to  the  landlord,  agrees  to  hand  over  a  certain  propor- 
tion of  the  produce  of  the  land — usually  a  half ;  and  very  often  the 
landlord  will  himself  assist  the  tenant  in  putting  up  improved  farm 
buildings,  or  in  providing  stock,  implements,  or  seeds. 

Finally,  there  are  what  are  called  the  Cottier  and  Conacre  tenancies 
of  Ireland,  now  more  or  less  obsolete ;  in  the  former  case  the  rent  was 
usually  fixed  at  a  higher  figure  than  the  value  of  the  land's  produce, 
the  result  being  practically  starvation  for  the  wretched  tenant,  as  the 
landlord  was  able  to  seize  all  the  produce  on  account  of  the  rent. 

In  the  latter  case  it  was  the  practice  of  a  landlord  to  remunerate  his 
workmen  by  giving  them  a  small  plot  of  manured  land  free  of  rent. 

Money. 

It  will  be  quite  evident  to  you  all  that  it  would  be  exceedingly 
difficult  to  carry  on  commerce  by  the  methods  adopted  by  our  very 
distant  ancestors,  viz.  by  exchange  or  barter,  as  it  was  called  ;  the 
disadvantages  accruing  led  to  the  introduction  of  a  medium  of  exchange 
called  money,  and  money  has  been  defined  by  Walker  as  being  that 
which  passes  freely  from  owner  to  owner  throughout  the  community 
in  final  discharge  of  debts  and  full  payment  for  commodities.  The 
functions  of  money  are  : — 

(a)  To  act  as  a  medium  of  exchange  and  to  be  universally  acceptable. 
{b)  To  be  a  measure  of  value,  i.e.  something  in  which  the  value  of 

all  other  commodities  can  be  estimated  and  compared, 
(c)  To  act  as  a  standard  for  deferred  payments  or  something  in 
which  amounts  to  be  paid  at  a  future  time  can  be  easily  expressed 
to  the  satisfaction  of  both  Debtor  and  Creditor. 
{d)  To  be  a  store  of  value,  i.e.  something  which  retains  its  purchasing 
power. 

Further,  to  be  a  good  medium  of  exchange  it  is  necessary  that  money 
should  be  capable  of  being  easily  transported,  it  must  be  easily  recog- 
nisable, and  it  must  be  readily  divisible  without  loss  of  value  (so,  for 
example,  pearls  would  be  a  bad  medium  of  exchange,  as  practically 
all  value  is  lost  directly  they  are  broken  up  or  divided) .    It  is  obvious, 
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then,  that  metals  form  the  best  form  of  money,  and  when  a  metal  comes 
into  use  in  any  country  it  is  called  the  standard  of  value,  and  the 
Government,  in  dividing  it  up  into  coins  of  a  specific  weight,  is  said 
to  coin  it. 

Coinage  is  said  to  be  free  it  the  Government  will  coin  any  amount  of 
standard  metal  for  anyone  who  requests  them  to  do  so,  and  although 
England  is  said  to  have  a  free  coinage  it  is  usual  for  people  to  take 
bullion  to  the  Bank  of  England  and  take  coin  or  notes  in  exchange.  It 
can  be  taken  to  the  Mint  for  coining,  but  then  a  certain  delay  is  inevit- 
able. The  Government  make  no  charge  for  doing  this,  and  it  is  said, 
therefore,  to  be  a  gratuitous  coinage,  but  if  the  exact  cost  of  minting 
is  charged  the  lees  are  known  as  brassage  or  mintage,  and  if  a  profit 
charge  is  made,  then  it  is  called  seigniorage. 

A  very  well-known  law  must  be  mentioned  in  this  connection  which 
is  known  as  Gresham's  Law,  which  states  that  "  bad  money  will  always 
drive  out  good  money  from  a  country." 

The  application  of  this  law  is  quite  evident,  as  the  coins  that  would 
be  selected  for  exportation  would  naturally  be  those  of  fullest  weight, 
thus  leaving  behind  the  coin«?  of  a  weight  below  standard ;  or,  again, 
if  in  a  country  there  are  two  different  forms  of  money  in  currency,  one 
being  better  than  the  other,  as  is  the  case  in  many  places  abroad,  and 
they  are  both  legal  tender  for  any  amount,  the  inferior  one  will  tend  to 
drive  out  the  superior  one  by  reason  of  the  fact  that  when  a  payment 
is  made  in  that  particular  country  the  debtor  can  lorce  his  creditor 
to  take  the  inferior  coinage,  but  if  on  the  other  hand  he  is  making  pay- 
ment abroad  the  creditor  will  not  be  bound  by  the  same  laws  of  legal 
tender  and  will  probably  insist  on  being  paid  in  the  superior  kind  of 
coinage. 

It  is  very  important,  therefore,  that  the  standard  coinage  of  a 
country  should  be  kept  at  a  high  level,  and  this  is  usually  done  by 
passing  a  law  that  all  defaced  coins,  or  coins  below  a  certain  weight,  are 
not  legal  tender  and,  therefore,  must  be  withdrawn  from  circulation. 

Economists  usually  speak  of  money  which  has  a  face  value  above 
its  actual  intrinsic  value  as  credit  money,  as  it  depends  for  its  accept- 
ance upon  the  credit  of  the  Government  issuing  it,  but,  commercially, 
the  term  credit  money  is  usually  confined  to  notes  and  cheques  and 
what  is  called  token  money.  Before  the  war  our  silver  coinage  was, 
in  effect,  token  money,  but  owing  to  the  enormous  rise  in  the  price  of 
silver  it  is  no  longer  so,  as  the  actual  intrinsic  value  is  more  than  the 
face  value. 

Money  is  usually  referred  to  as  "  currency,"  as  it  circulates  easily 
from  hand  to  hand. 

I  do  not  think  I  need  take  up  your  time  in  explaining  the  system  of 
credit  money  in  relation  to  cheques,  for  the  functions  of  banks  must 
be  common  knowledge  to  you  all,  but  I  might  just  mention  the  important 
part  played  by  the  Bankers'  Clearing  House,  which  is  an  institution 
where  representatives  of  different  banks  meet  to  cancel  sums  due  from 
one  to  the  other  and  to  pay  and  receive  such  balances  as  may  be  over, 
these  being  paid  in  drafts  on  the  Bank  of  England  and  are  cancelled 
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to  a  large  extent  from  day  to  day,  so  that  the  system  greatly  economises 
the  use  of  the  currency  of  a  country.  In  fact,  the  whole  economy  of 
a  well-ordered  community  is  dependent  upon  the  stability  and  prudent 
management  of  its  banks.  It  might  interest  you  to  know  that  the 
Bank  of  England,  which  was  founded  in  1694,  is  not  a  Government 
institution,  although  no  doubt  the  Government  would  lend  its  support 
if  it  became  necessary. 

It  is  the  custom  of  British  banks  to  deposit  a  large  part  of  their  gold 
reserves  with  the  Bank  of  England. 

Foreign  Exchange, 

We  have  read  so  much  in  the  papers  about  the  fluctuations  in  exchange 
recently  that  I  feel  I  cannot  do  better  than  conclude  my  lecture  with 
a  few  remarks  upon  this  matter.  The  whole  question  of  foreign 
exchange  practically  rests  upon  what  is  known  as  the  balance  of  trade 
between  England  and  other  countries;  i.e.  if  we  export  more  goods 
than  we  import,  there  is  a  balance  of  trade  in  our  favour,  or,  in  other 
words,  the  other  countries  owe  us  more  money  than  we  owe  them. 

Recently,  as  we  know  to  our  cost,  the  balance  of  trade  has  been 
largely  against  this  country  with  America,  and  as  a  consequence  the 
value  of  the  £  sterling  in  dollars  has  greatly  depreciated. 

It  is  the  element  of  distance  that  creates  the  problems  of  exchange, 
and  when  it  becomes  necessary  for  a  person  to  discharge  a  debt  in  a 
foreign  country  it  is  usually  done  by  the  means  of  purchasing  a  foreign 
bill  of  exchange  payable  in  that  country,  and  as  is  the  case  with 
all  other  commodities  it  is  the  law  of  supply  and  demand  which  governs 
the  price  at  which  such  foreign  bills  can  be  bought  (for  bills  of  exchange 
have  been  defined  as  the  raw  material  of  the  money  market). 

If  the  demand  for  and  the  supply  of  bills  exactly  balance  one  another 
the  rate  of  exchange  between  two  countries  would  be  equal  and  is  called 
the  Par  of  Exchange,  but  as  this  could  never  be  the  case  unless  an 
international  currency  were  in  use,  Cambists  have  adopted  as  a 
substitute  the  "Mint  par  of  Exchange,"  which  is  the  actual  value  of 
fine  gold  in  the  standard  coin  of  one  country  as  compared  with  that  in 
other  countries,  e.g.  mint  par  of  exchange  between  London  and  Paris 
is  25  fcs.  22*5  centimes.  The  official  statem.ent  which  is  issued  daily 
to  show  the  price  of  bills  of  exchange  drawn  on  particular  places 
abroad  is  called  the  Cot^rse  of  Exchange. 

Exchange  is  said  to  be  at  a  premium  when  the  demand  for  bills  is 
much  greater  than  the  supply,  and  although  this  does  not  often  happen 
here,  if  it  did  it  might  mean  that  it  would  be  cheaper  to  export  actual 
gold,  specie,  or  bullion  than  to  buy  bills  at  a  premium,  and  in  such  a 
case  exchange  is  said  to  have  reached  "  Gold  Point  "  or  "  Specie  Point." 

Conversely,  if  the  supply  of  bills  on  a  foreign  country  is  greater  than 
the  demand,  exchange  is  said  to  be  at  a  discount  (or  vises  to  a  discount) . 

In  conclusion,  I  must  ask  you  to  forgive  the  very  brief  manner  in 
which  I  have  been  obliged  to  deal  with  many  of  the  different  phases 
of  this  great  subject,  but  when  you  come  to  study  it  for  yourselves 
you  mil,  I  think,  understand  the  grave  difficulty  with  which  a  lecturer 
is  faced  in  attempting  to  touch  upon  the  many  sides  of  Political 
Economy  in  a  forty  minutes  lecture. 
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Public  Speaking. 

A  correspondent  who  modestly  signed  himself  "Not  a  Cicero." 
suggested  in  last  month's  issue  that  the  Student  Societies  did  not  afford 
sufficient  opportunities  for  the  younger  men  to  practise  public  speak- 
ing, and  he  expressed  the  opinion,  with  which  we  entirely  concur,  that 
it  is  very  necessary  for  an  accountant  to  speak  well  at  company  and 
creditors'  meetings. 

The  art  of  public  speaking  is  very  much  a  matter  of  training,  and 
can  be  acquired  by  anyone  of  ordinary  intelligence,  yet  it  is  a  surpris- 
ing fact  that  comparatively  few  men  are  able  to  address  an  audience 
with  any  degree  of  confidence. 

Yet  with  a  little  practice  it  is  possible  to  become,  if  not  a  fluent 
speaker,  at  least  one  sufficiently  competent  to  gain  the  ear  of  the 
audience. 

Some  advice  to  the  young  student  who  wishes  to  become  proficient 
in  the  art  may,  therefore,  be  of  practical  use. 

We  do  not  propose  to  lay  down  any  hard  and  fast  rules  as  to 
articulation,  or  to  suggest  that  the  student  should  seek  the  seclusion  of 
some  mountain  top,  where  amid  rugged  rocks  and  gorse  and  heather 
he  can  make  impassioned  appeals  to  an  audience  of  eagles  and  other 
wild  fowl  in  the  vicinity.  The  suggestions  we  have  to  offer  are  far 
less  pretentious,  and,  we  hope,  of  a  more  practical  character  than  that 
contained  in  the  usual  manual  on  the  art  of  speaking  in  public. 

The  beginner  should  in  the  early  stages  write  out  his  speech  in  full, 
and  commit  it  to  memory.  His  early  attempts  should  not  be  too 
ambitious,  and,  therefore,  as  short  as  possible. 

The  advantage  of  writing  out  a  speech  is  that  the  would-be  orator 
can  in  the  solitude  of  his  study  obtain  a  sequence  of  thought  and  a 
vocabulary  of  appropriate  words  not  possible  when  facing  an  audi- 
ence, and  we  know  many  accomplished  speakers  who  invariably  adopt 
this  method  when  they  have  any  important  speech  to  deliver. 

True,  they  do  not  actually  commit  the  speech  to  memory,  as  we 
advise  the  beginner  to  do,  but  the  main  lines  of  argument  are  focussed 
in  their  brain,  and  they  can,  therefore,  when  making  the  speech, 
follow  out  some  definite  plan. 

Tf  at  first  the  beginner  is  too  nervous  to  rely  on  his  memory,  we 
recommend  him  not  to  be  ashamed  to  read  his  speech. 

After  all  it  is  his  own  composition,  and  there  is  more  credit  due 
to  the  man  who  can  read  a  good  speech  than  to  the  man  who  can  only 
make  a  bad  speech,  to  which  no  one  wants  to  listen  even  if  he  has  no 
notes. 
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The  beginner  should  not  aim  at  being  humorous.  True,  a  good  tale, 
or  an  apt  quotation,  is  generally  appreciated,  but  unless  told  well 
is  better  not  told  at  all. 

After  becoming  accustomed  to  the  sound  of  his  own  voice  and 
encouraged  by  the  way  in  which  his  early  efforts  are  received,  the 
beginner  can  venture  to  talk  without  committing  the  speech  to 
memory. 

He  should,  however,  still  continue  to  write  it  out  in  full,  dividing 
it  up  under  various  heads  and  sub-heads  on  a  summary  sheet,  which 
he  can  use  during  the  course  of  the  speech  for  reference. 

Thus,  supposing  he  wished  to  address  a  meeting  on  "  Public 
Speaking,"  his  notes  would  be  prepared  thus  : — 


1.  What  the  beginner  should  do. 

{a)  Write  out  speech  in  full. 

(6)  Advantages  of  writing  out. 

[c]  Speakers  adopting  this  method. 

(d)  Reading  speech. 

2.  Avoid  being  humcrous. 

3.  When  speech  need  not  be  memorised. 

(a)    Use  of  notes. 
(&)    Etc.  etc. 

He  should  not  be  afraid  of  letting  the  audience  see  that  he  is 
making  use  of  notes.  It  is  only  a  sense  of  false  pride  that  induces 
some  speakers  to  try  and  make  their  auditors  believe  they  are  talking 
extempore  when  in  reality  they  have  rehearsed  the  speech  until  it 
sounds  like  a  recitation. 

With  a  little  practice  the  would-be  orator  will  find  that  he  is  able 
to  tkznk  at  the  same  time  that  he  talks,  and  gradually,  provided  he 
has  prepared  a  rough  skeleton  of  the  line  he  intends  to  follow,  he  will 
be  able  to  find  the  words  as  he  goes  along. 

It  is  very  necessary  to  study  the  audience  when  talking.  We  have 
found  that  quite  involuntarily  we  single  out  certain  individuals,  and 
watch  the  effect  of  the  speech  on  them,  noting  whether  they  are  fol- 
lowing the  argument  and  "getting"  the  points  we  are  trying  to 
make. 

We  well  remember  in  this  connection  a  political  meeting  we  once 
addressed,  when  we  told  some  stories  which  seemed  to  grip  our 
hearers  with  the  exception  of  one  old  man  in  the  front  row,  who 
listened  most  attentively  and  applauded  at  different  times,  but  who 
never  smiled,  although  that  night  we  had  a  special  stock  of  new 
tales  that  seemed  to  please  everyone  else. 

After  the  meeting  we  mentioned  the  lack  of  humour  on  the  part 
of  the  old  man  to  our  chairman.    "  Oh,"  he  said,  "  You  mean  old 
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''Wilson.    He  is  stone  deaf;  he  can't  hear  a  single  word,  but  he 
''likes  to  come  to  the  meetings,  and  pretend  he  understands  the 
speeches." 

There  are,  however,  a  few  essentials  without  which  the  speaker 
cannot  hope  to  be  successful. 
(a)  Knowledge  of  the  Subject. 

No  man  can  make  an  effective  speech  on  a  subject  about  which 
he  is  ignorant.    He  can  talk  on  it,  he  can  talk  round  it,  but  he 
will  not  appeal  to  his  audience  unless  he  has  a  proper  grip  of  his 
subject. 
{b)  Flow  of  Language. 

The  speaker  must  have  command  of  a  good  vocabulary.  This 
can  best  be  acquired  by  reading  standard  works  by  first-class 
authors. 

The  use  of  long  words,  and  of  Greek  or  Latin  phrases,  may 
sound  learned,  but  generally  the  audience  will  not  understand 
their  meaning,  and  the  effect  may  be  to  make  them  think  the 
speaker  is  trying  to  "swank." 

Similarly  only  the  trained  speaker  can  afford  to  use  "slang," 
for  although  sometimes  effective,  it  can  only   be   used  with 
advantage  on  rare  occasions. 
{c)  Arrangement  of  Argument. 

The  speaker  must  be  able  to  develop  his  arguments  in  logical 
sequence,  and  in  such  way  that  the  audience  can  follow  his 
thoughts  to  their  conclusion.  He  must,  therefore,  "keep  to  the 
point,"  and  not  be  tempted  to  wander  off  into  the  by-ways  in 
order  to  make  some  irrelevant  "hit"  which  either  loses  the 
force  intended,  or  destroys  the  main  line  of  argument  because  it 
is  out  of  place. 
{d)  Deliberate  Enunciation. 

It  is  very  desirable  that  the  would-be  orator  should  learn  to 
speak  slowly  and  deliberately. 

If  he  go  too  quickly,  although  the  audience  may  hear  the 
words,  their  brains  are  not  sufficiently  active  to  grasp  their 
meaning,  and  the  point  of  a  fast-spoken  sentence  is  lost  in 
the  words  of  the  next. 

In  commencing  the  speech  the  speaker  must  test  the  pitch  of 
his  voice  to  find  out  whether  it  is  carrying  to  the  back  of  the 
room.  If  he  see  that  those  some  distance  away  are  leaning 
forward  as  if  unable  to  hear,  he  must  speak  louder  until  he  is 
certain  his  voice  is  reaching  them. 

Another  fault  of  many  speakers  is  the  habit  of  dropping  the 
voice  at  the  end  of  a  sentence.  Although  on  occasions  this  may 
be  impressive,  and  have  a  marked  effect,  in  ordinary  cases  it  is  a 
style  to  be  avoided,  spoiling  as  a  rule  the  bite  of  the  remainder 
of  the  sentence. 
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(e)  Style, 

Every  speaker,  like  every  writer  worthy  of  the  name,  has  a 
style  peculiarly  his  own.  Such  style  is  usually  studied,  and 
not  natural  as  many  think  is  the  case.  The  would-be  orator 
should,  therefore,  attend  meetings  addressed  by  well  known 
speakers,  and  study  their  methods  and  characteristics  and  then 
decide  which  to  attempt  to  follow. 

Some  discrimination  is,  of  course,  necessary,  depending  to 
some  extent  on  personal  attributes. 

For  example,  it  looks  ridiculous  for  a  small,  thin,  weakly 
individual  of  7  stones  to  adopt  a  bull-dog  attitude  and  to  thump 
the  table  every  few  minutes  as  proof  of  his  determination  to 
drive  home  some  point. 

Similarly,  it  is  equally  pathetic  to  see  a  big  fellow  of  six 
feet  high  and  42  inches  round  the  chest  adopting  the  attitude 
of  a  Methodist  parson,  with  his  hands  folded  in  front  of  him, 
and  his  eyes  gazing  heavenward. 

The  best  advice  we  can  give  the  man  who  really  wishes  to 
become  a  good  speaker  is  to  get  some  of  his  friends  or  his  sisters 
(or  his  friends'  sisters)  to  sit  in  the  front  row  and  then  after- 
wards express  their  opinions  of  his  style  and  manner  of  delivery. 

It  is  not  a  pleasant  cure  for  mannerisms,  but  the  medicine  is 
none  the  less  effective  ! 

The  subject  matter  of  a  speech  has,  of  course,  some  bearing  on 
the  method  of  delivery  and  general  style. 

{a)  Business  Meetings. 

The  sentences  should  be  fairly  short,  and  delivery  very  slow, 
so  that  the  audience  may  make  notes  if  desired. 

As  few  figures  as  possible  should  be  quoted,  and  where  un- 
avoidable, "round  figures,"  such  as  thousands,  hundreds,  and 
tens  should  be  used.  It  is  always  a  good  plan  to  give  per- 
centages omitting  the  decimals,  as  the  audience  can  carry  these 
in  their  head. 

The  speech  should  be  previously  prepared  where  this  is 
possible,  and  divided  into  main  heads  and  sub-heads,  and  any 
subsequent  discussion  which  takes  place  will  then  usually  follow 
the  same  order. 

{h)  Political  Speeches. 

The  successful  speaker  at  a  political  meeting  is  the  one  who 
can  "  hit  hard." 

It  can  always  be  assumed  that  the  majority  of  the  audience 
are  of  the  same  political  persuasion,  and  their  fighting  spirit 
must  be  aroused. 
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It  is  for  the  candidate  to  make  a  constructive  speech,  and  for 
the  other  speakers  to  indulge  in  destructive  criticism  of  his 
opponents. 

Repartee,  if  smart,  always  wins  over  an  audience,  and  in 
certain  cases  it  is  a  good  plan  to  arrange  beforehand  for  certain 
interruptions,  and  to  prepare  the  replies  to  be  given. 
{c)  After  Dinner  Speaking. 

Excepting  in  the  case  of  the  chief  guest  of  the  evening,  it 
should  always  be  remembered  that  no  one  wishes  to  listen  to 
after-dinner  speeches,  and,  therefore,  the  less  said  the  more  it 
is  appreciated. 

The  only  successful  after-dinner  speaker  is  the  man  who  has 
a  good  stock  of  new  stories  and  knows  how  to  tell  them. 

A  fatal  mistake  is,  however,  to  tell  some  tale  which  appears 
in  the  current  issue  of  "  Punch  "  or  the     Sporting  Times" — 
everyone  will  know  it,  and  the  speech  falls  flat. 
{d)  Discussion  after  Lectures,  ^'c. 

There  is  nothing  more  tiring,  both  to  the  audience  and  to  the 
lecturer  than  for  successive  speakers  to  get  up  and  express  the 
opinion  that  the  paper  is  one  of  the  most  interesting  they  have 
ever  heard,  and  that  as  the  lecturer  has  covered  the  ground  so 
thoroughly  there  is  nothing  more  to  be  said  on  the  subject. 

If  the  subject  is  one  they  know  anything  about  they  must  be 
in  a  position  to  relate  their  own  experience,  and  thus  add  to  the 
information  already  given  ;  if  it  is  one  with  which  they  are  not 
familiar  there  is  certain  to  be  some  point  they  do  not  understand, 
and  they  are  helping  others  if  they  seek  further  elucidation. 
Students  are  advised  to  take  this  hint. 
{e)  Weddings  and  Other  Social  Functions. 

Those  unlucky  enough  to  be  required  to  speak  at  such  func- 
tions are  advised  first  to  kiss  the  Blarney-stone. 
A  Fulsome-Flattery-Formula  should  be  adopted. 
These  hints  on  public  speaking  will,  it  is  hoped,  be  of  some  use 
to  the  young  student  who  is  not  yet  accustomed  to  the  platform. 
Once  the  first  sense  of  nervousness  is  overcome,  he  will  find  that 
he  can  tell  from  the  demeanour  of  his  audience  whether  they  are 
interested  in  what  he  is  talking  about,  and  if  he  is  making  his  points 
understood. 

The  ability  to  mesmerise  an  audience,  as  some  great  speakers  can 
do,  is  a  psychological  power  possessed  by  but  few ;  nevertheless,  any 
man  who  is  able  to  speak  well  and  clearly  has  a  considerable  advan- 
tage in  the  race  for  fame  and  position  in  every  sphere  of  life  over 
his  more  silent  competitors. 

And  our  final  advice  to  the  beginner  is  :  Talk  slowly,  talk  shortly^ 
and  talk  sense. 

io8 
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The  Annual  Meeting  of  the  Institute. 

There  was  a  large  attendance  at  the  thirty-ninth  annual  meeting 
of  the  Institute  held  on  the  5th  ult.,  and  several  points  were  raised  which 
are  of  interest  to  our  readers.  The  first  and  only  woman  Chartered 
Accountant  in  the  world  is  now  upon  the  register  of  the  Institute, 
Miss  Harris-Smith  having  been  admitted  a  Fellow  under  Clause  6  of 
the  Charter  as  extended  by  the  Sex  Disqualification  (Removal)  Act, 
1919.  Miss  Harris-Smith  has  been  in  public  practice  as  an  accountant 
since  1878. 

The  National  Guild  of  Accountants'  Clerks  was  referred  to  by 
Mr.  J.  W.  Woodthorpe  in  his  presidential  speech,  and  also  by  Mr.  T.  W. 
Collin,  the  latter  speaking  strongly  in  favour  of  the  Guild.  The 
President  expressed  his  personal  sympathy  with  the  clerks,  but 
repeated  that  the  Council  did  not  see  their  way  to  take  any  action  in 
the  matter. 

It  was  also  announced  that  a  committee  has  been  appointed 
by  the  Council  for  the  purpose  of  advising  as  to  a  suitable  memorial 
to  be  erected  to  the  memory  of  those  members  and  articled  clerks 
who  fell  in  the  war.  The  recommendations  of  the  committee  will  be 
awaited  with  interest. 

Notices  Convening  Company  Meetings. 

Some  interesting  points  were  raised  in  the  hearing  of  the  petition 
of  the  North  of  Scotland,  6-c.,  Steam  Navigation  Co.  (1920,  i  S.L.T.  23) 
for  confirmation  of  a  proposed  alteration  of  its  constitution  and  exten- 
sion of  its  objects.  The  necessary  meetings  were  convened  by  the 
following  notice  :  "  Notice  is  hereby  given  that  a  general  meeting 
"  of  the  company  will  be  held  within  the  company's  office  .  .  .  . 
"  on  Friday,  the  15th  day  of  August  current,  at  12.30  p.m.,  when  (the 
"  subjoined  resolution)  will  be  submitted  for  approval,  and,  if  passed, 
"  another  general  meeting  of  the  company  will  be  held  in  the  company's 

"  office  on  Friday,  the  5th  day  of  September  next,  at 

"  12.30  p.m.,  when  the  said  resolution  will  be  submitted  for  final 
"  determination  and  approval."  It  was  contended  against  the 
company  that  the  notice  did  not  describe  the  resolution  as  an  extra- 
ordinary or  special  resolution,  or  state  that  it  was  to  be  confirmed  at 
the  second  meeting  as  a  special  resolution.  (2)  That  the  alteration 
proposed  in  effect  to  substitute  a  new  memorandum  and  articles  for 
the  old  constitution,  and  the  notice  given  did  not  contain  the  terms  of 
the  memorandum  and  articles  which  were  proposed  to  be  adopted,  nor 
was  a  copy  thereof  sent  to  the  shareholders,  nor  were  the  shareh(fiders 
informed  where  the  memorandum  and  articles  could  be  seen.  (3)  The 
meeting  was  only  called  conditionally  on  the  resolution  having  been 
passed  at  the  August  meeting. 

The  Court  held  that  the  omission  to  enclose  a  copy  of  the  proposed 
memorandum  and  articles,  and  that  calling  the  meeting  conditionally. 
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were  fatal  defects  which  necessitated  the  procedure  being  begun 
de  novo  ;  they  also  held  that  the  resolution  would  have  been  better 
described  as  a  special  resolution,  though  failure  to  do  this  would 
not  of  itself  have  invalidated  the  procedure. 

Capital  Stamp  Duty. 

The  following  resolution  was  passed  by  the  House  of  Commons  in 
Committee  of  Ways  and  Means  on  19th  April  1920. 

"  That  as  from  the  nineteenth  day  of  April  nineteen  hundred 
and  twenty,  the  ad  valorem  stamp  duty  charged  on  statements  of 
the  nominal  capital  of  any  corporation  or  company,  and  on  state- 
ments of  the  increase  of  any  such  capital,  and  on  statements  of 
the  amounts  contributed  by  a  limited  partner  to  a  limited  partner- 
ship, and  on  statements  of  any  increase  in  any  such  amounts, 
shall  be  at  the  rate  of  instead  of  5s,,  for  every  ;^ioo  or  fraction 
of  £100." 

Although  the  additional  15s,  per  cent,  duty  cannot  legally  be 
demanded  until  the  Finance  Bill  is  on  the  Statute  Book,  it  will  then  be 
retrospective  as  from  20th  April.  Company  registrations  are  now  being 
accepted  on  an  undertaking  to  pay  the  additional  duty  on  the  Bill 
becoming  law,  and  where  the  full  amount  is  paid  the  Registrar  under- 
takes to  refund  the  amount  overpaid  if  the  increase  is  not  passed. 

Annuities. 

A  correspondent  writing  to  The  Accountant  gives  the  following 
formula;  for  calculating  annuities  : — 

S  fyi 

—|= Amount  of  an  annuity — certain  of  i  for  "  n"  years. 

Interest  convertible  and  annuity  payable  "  m"  times  a  year. 

(1)  At  the  nominal  rate  of  interest  "  j  " 

S  m    \^+m)  -I 

n\  j 

(2)  At  the  effective  rate  of  interest  "  i" 
Sm_i(il±±_Ill] 

^  —=  Present  value  of  the  same  annuity-. 

n\ 


no 
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(1)  At  the  nominal  rate  "j 
A  m  J- +£)-•" 

1l\  j 

(2)  At  the  effective  rate  "i 


A  Til  I 

n\  ~~  m 


1+  t)  I 

N.B. — "  j  "  and  "  i  "  are  symbols  for  the  interest  on  i  for  i  year, 
and  not  the  rate  per  cent.    Thus  at  4  per  cent.    =  .04. 

The  effective  rate  of  interest  varies,  of  course,  according  to  the 
number  of  times  a  year  that  interest  is  convertible.  Where  it  is 
convertible  yearly,  i  and  j  are  the  same. 

The  Chartered  Accountant  Students  Society  of  London. 

We  are  asked  to  announce  that  the  Committee  has  made  special 
arrangements  for  the  holding  of  Coaching  Classes  in  connection  with 
the  next  examinations  of  the  Institute  as  follows  :  The  legal  subjects 
will  be  undertaken  by  Herbert  Jacobs,  Esq.,  B.A.,  Barrister-at-Law, 
assisted  by  T.  E.  Haydon,  Esq.,  M.A.,  Barrister-at-Law.  The 
Accountancy  classes  will  be  conducted  by  F.  R.  M.  de  Paula,  Esq., 
O.B.E,,  F.C.A.  (lecturer  on  Accountancy  at  the  London  School  of 
Economics),  assisted  by  William  E.  E.  Newman,  Esq.,  A.C.A.  Members 
intending  to  join  these  classes  are  advised  to  write  to  the  secretary 
at  once. 

The  classes  in  legal  subjects  are  held  on  Mondays  and  Thursdays,^ 
at  5.30  p.m.,  commencing  14th  June  1920,  and  in  accountancy  subjects 
on  Tuesdays,  at  5  p.m.  (Intermediate),  6  p.m.  (Final),  commencing 
15th  June  1920,  and  on  Wednesdays,  at  5  p.m.  (Intermediate  and 
Final),  commencing  i6th  June  1920. 

All  classes  will  be  held  at  the  Hall  of  the  Institute,  Moorgate 
Place,  E.C.2. 

The  fees  for  the  full  course  in  all  subjects  are  :  Intermediate,  £12  12s., 
Final  £15  15s.,  with  a  reduction  to  articled  clerks  returned  from 
"  service  "  who  have  been  granted  by  the  Institute  special  facilities 
with  regard  to  the  examinations. 

The  following  prizes  are  offered  in  connection  with  these  classes  : 
Final,  £10  los..  Intermediate  £5  5s.,  given  by  the  President  of  the 
Society,  Sir  WiUiam  Plender,  G.B.E.,  F.C.A.  Final  :  First  prize, 
£6  6s.,  second  prize,  £2  2s.  Intermediate  :  First  prize,  £2  2s.,  second 
prize,  £1  IS.,  given  by  the  Society. 
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Arrangements  have  been  made  to  reply  to  Income  Tax  and 
Excess  Profits  Duty  queries  by  post,  but  only  to  actual 
subscribers.  The  replies  will  be  piiblished  in  the  ''Journal" 
under  noms  de  plume.  A  stamped  addressed  envelope  should 
be  enclosed. 

The  Finance  Bill. 

The  provisions  of  the  1920  Finance  Bill  have  an  important  effect 
on  income-tax,  and  the  following  points  should  be  particularly 
noted  : — 

Abatement. 

The  abatement  and  exemption  limits  are  now  £12,5  for  a  bachelor 
and  -£21^  for  a  married  man  without  children  under  16  years  of  age 
at  6th  April  1920. 

Children. 

For  the  first  child  under  16  the  allowance  is  1-^6,  and  for  other 
children  under  16  Izj. 

The  term  "  child  "  includes  an  adopted  child,  a  step-child,  and  an 
illegitimate  child  whose  parents  have  married  each  other,  and  the 
limit  of  16  years  of  age  is  removed  when  the  child  is  receiving  full  time 
instruction  at  any  university,  college,  school,  or  other  educational 
establishment. 

No  allowance  is  permissible  if  the  child  is  entitled  in.  his  own  right 
to  an  income  exceeding  £/\o  per  annum.  The  value  of  any  scholarship 
is  not  to  be  treated  as  income. 

Colonial  Income  Tax  Relief. 

Relief  from  double  taxation  is  to  be  given  by  allowing  the  rate 
of  the  Colonial  tax  against  the  English  rate,  but  if  the  Colonial  rate 
is  one-half  or  more  of  the  English  rate,  the  relief  is  only  one-half  of 
the  English  rate.  The  latter  rate  is  not  the  maximum  income-tax  rate 
of  6s.  but  the  actual  rate  appropriate  to  the  individual. 

Corporation  Profits  Tax  Deduction. 

This  tax  is  to  be  deducted  from  the  income-tax  in  the  same  manner 
as  Excess  Profits  Duty,  i.e.  it  is  allowable  against  the  profits  of  the 
trading  year  for  which  it  is  paid,  so  that  the  corporation  profits  tax 
for  the  trading  year  to  31st  December  1920  would  be  allowable  against 
the  income-tax  profits  for  that  year,  thus  coming  into  the  averages 
for  the  three  years  1921-22,  1922-23,  and  1923-24. 

The  working  of  the  corporation  profits  tax  is  dealt  with  below. 
Dependent  Relatives. 

The  deduction  for  a  dependent  relative  is  £2^,  and  it  applies  to  the 
widowed  mother  of  the  taxpayer  or  his  wife  and  also  to  any  relative 
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of  his  or  of  his  wife  who  is  physically  incapable  of  maintaining  himself 
or  herself.  The  total  income  of  the  dependent  must  not  exceed  £25 
per  annum.  If  two  or  more  persons  maintain  the  dependent  the  allow- 
ance is  to  be  apportioned  in  accordance  with  the  respective  contri- 
butions. 

Earned  Income. 

The  differentiation  in  rates  between  earned  and  unearned  incomes 
is  abolished,  and  earned  income  is  reduced  by  10  per  cent,  up  to  a 
maximum  reduction  of  ;^2oo.  The  allowances  for  children,  the  abate- 
ment, and  that  for  dependent  relatives  are  deducted,  and  then  the 
remaining  income  is  charged  at  6s.  in  the  £  except  the  first  £22.^,  which 
is  charged  at  half  rate  of  3s.  Assume  an  income  is  composed  of  ;^5oo 
earned  and  £2^0  unearned,  and  that  the  taxpayer  has  a  wife  and 
two  children  under  16  years  of  age.    The  liability  would  be  : — 

£ 

Earned  Income    500 

Less  10  per  cent.        ..       ..       ..  50 

450 

Unearned  Income   250 

£  700 

Less  Abatement         . .       . .  225 
2  children  ....  63 

  288 

£412 

At  3/-  on  ^225 
At   61-   on  187 

£412 

Life  Assurance  Premiums. 

The  allowance  for  life  assurance  premiums  is  to  be  made  as 
follows  : — 

{a)  Where  the  total  income  does  not  exceed  ;£i,ooo,  at  one-half  the 
standard  rate,  i.e.  3s. 

[b)  Where  the  total  income  exceeds  ;^i,ooo,  but  does  not  exceed 
;^2,ooo,  at  three-fourths  of  the  standard  rate,  i.e.  4s.  6d. 

(c)  Where  the  total  income  exceeds  ;/;2,ooo,  at  the  standard  rate, 
i.e.  6s. 

Non-residents. 

The  applicability  of  relief  to  persons  resident  abroad  is  extended 
by  including  any  person  who  is  a  British  subject.  Tax  at  the  full 
rate  of  6s.  in  the  £  without  any  allowances  has  to  be  paid  by  a  non- 
resident on  income  arising  in  the  United  Kingdom,  unless  such  non- 
resident is  within  either  of  the  following  categories,  when  the  minimum 
liability  becomes  the  proportion  of  that  tax  which  would  be  chargeable 
on  the  total  income  from  all  sources  if  the  non-resident  were  resident  here, 
which  the  income  actually  assessable  here  bears  to  such  total  income. 
Thus,  if  a  non-residenfreceived  £200  per  annum  from  England,  and  ^700 
from  abroad,  he  would  be  liable  on  ;^200  at  6s.,  unless  he  was  within 
the  categories  below.    If  he  were  say  within  (2)  and  had  a  wife  but 
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no  children,  and  /400  of  the  foreign  income  was  earned,  his  liabiUty, 
if  he  were  not  non-resident,  would  be  ; — 


Earned 

Less  10  per  cent. 

r 

£> 
400 
40 

Less  Abatement 

225 

Unearned 

135 
200 

Being   £225  at  3/- 
iio  at  61- 

£  s 
=      33  0 

d 
0 
0 

£335 

£66  15 

0 

The  income  actually  assessable  here  is  ;^2oo,  and  the  total  income  is 
;^90o,  so  that  the  minimum  liability  is  2oo/90oths  of  £66  15s. 

Super-tax. 

The  rates  of  super-tax  are  : — 

For  each 


/  over  £2,000 

,.  2,500 

I)  3,000 

.,  4,000 
5,000 

,,  6,000 

,,  7,000 

,,  8.000 

, ,  20,000 

,,  30.000 


or  under 


£2,501 
3,001 
4,001 
5,001 
6,001 
7,001 
8,001 
20,001 
30,001 


1/6 

21- 
2/6 

3/- 
3/6 

4/6 
5/- 
5/6 
61- 


Corporation  Profits  Tax. 

This  new  tax  applies  to  all  accounting  periods  ending  after  31st 
December  1919  and  is  is.  in  the  £  on  profits  in  excess  of  the  first  ;^500, 
but  the  tax  is  in  no  case  to  exceed  2s.  in  the  /  on  the  profits  after  deduct- 
ing any  interest  or  dividends  paid  at  a  fixed  rate  on  any  debentures, 
preference  shares  limited  to  dividends  at  a  fixed  rate,  or  permanent 
loan  issued  before  20th  April  192?. 

The  term  "  permanent  Joan  "  means  a  loan  of  a  permanent  character 
secured  by  mortgage  or  debentures  or  otherwise  on  the  assets  or  income, 
and  which,  if  repayable,  necessitates  at  least  three  months'  notice. 

The  tax  applies  to  all  British  limited  companies  and  to  any  foreign 
companies  in  respect  of  trading  here. 

Basis  of  Profits. 

Profits  are  to  be  computed  on  income-tax  principles  subject  to  the 
following  : — 

(1)  All  profits  from  lands  and  buildings  shall  be  included  as  also  all 
interest  and  dividends  except  from  a  company  liable  to  corporation 
profits  tax. 

(2)  No  deduction  shall  be  allowed  for  the  annual  value  of  business 
premises. 
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(3)  Interest  on  borrowed  money,  rent,  and  royalties  are  deductible, 
except  interest  or  royalties  paid  to  a  person  having  directly  or  indirectly 
a  controlling  interest  in  the  company  and  interest  on  permanent 
loans. 

(4)  The  deduction  for  the  remuneration  of  any  director,  manager, 
or  other  person  concerned  in  the  management  and  who  has  a  con- 
trolling interest  directly  or  indirectly  shall  not  exceed  ^^1,000  per 
annum. 

(5)  Artificial  transactions  for  the  reduction  of  profits  shall  not  be 
allowed. 

(6)  Deductions  for  depreciation,  renewals,  ^c,  shall  only  be  such 
as  are  allowable  for  income-tax. 

(7)  No  deduction  shall  be  made  for  income-tax  or  corporation  profits 
tax. 

(8)  Excess  profits  duty  shall  be  deduction,  but  the  corporation 
profits  tax  shall  not  be  deducted  for  excess  profits  duty  purposes. 

(9)  In  the  case  of  mutual  trading  concerns,  the  surplus  arising 
from  transactions  with  members  shall  be  included  and  in  the  case 
of  societies  registered  under  the  Industrial  and  Provident  Societies 
Act,  1893,  sums  paid  by  way  of  bonus,  discount  or  dividend  on  purchases 
jshall  be  deducted. 

(10)  In  the  case  of  life  assurance  companies,  the  part  of  the  profits 
belonging  or  allocated  to  or  reserved  for  policy  holders  or  annuitants 
shall  be  apportioned  between  the  profits  di recti 3^  liable  and  those  not 
so  liable,  ;:nd  a  deQuction  made  of  the  amount  apportioned  to  the 
liable  profits. 

When  the  accounting  period  commences  before  ist  January  1920, 
and  ends  after  that  date,  the  profits  are  to  be  apportioned  according 
to  the  period  before  and  after. 

Liquidators. 

Liquidators  are  to  make  provision  for  the  tax,  to  the  satisfaction 
of  the  Revenue,  before  distributing  the  assets. 

Accumulating  Profits. 

A  correspondent,  "  Dus,"  inquires  as  follows  : — 

(1)  Can  machinery  purchased  during  an  accounting  period  out  oj 
profits  of  that  period  he  treated  as  capital  for  that  year  ? 

(2)  If  A.  has  borrowed  ;^2,ooo,  and  has  investments  of  £2,000,  can 
one  he  set  off  against  the  other  ? 

(3)  In  the  case  of  a  new  business  commenced  by  A.,  whose  1913-14 
salary  was  £100  and  1917-18  salary  and  commission  ;^2,ooo,  is  the 
pre-war  standard  £2.00  or  £1,000  ? 

(i)  In  practice,  the  machinery  is  treated  as  increased  capital  from 
the  date  on  which  it  was  acquired  even  though  the  purchase  is  made 
out  of  profits  of  the  accounting  period  in  which  it  is  purchased. 
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(2)  The  investments  of  ;^2,ooo  have  to  be  excluded  in  arriving  at 
capital,  but  the  loan  of  ;/|2,ooo  (which  is  or  could  be  secured  on  the 
investments)  should  not  be  deducted  as  a  liability.  The  trader  could 
have  omitted  from  the  Balance  Sheet  the  investments  of  ;^2ooo  and  the 
loan  of  /2,ooo  as  being  unconnected  with  the  business  because,  if  he 
had  sold  out  the  investments  for  £2,000  and  placed  that  cash  into  the 
business,  the  same  position  would  have  been  given.  If  the  loan  is 
treated  as  a  liability,  the  investments  should  be  treated  as  capital,  as 
the  loan  is  only  possible  by  using  the  investments,  so  that,  as  the  loan 
is  used  in  the  business,  so  must  the  investments  be  used. 

(3)  Paragraph  4  is  badly  drawn,  but  the  practice  is  to  take  the 
pre-war  remuneration  as  the  standard  and  to  treat  all  the  capital  as 
increased  capital.  This  practice  is  firmly  established  and  would  not 
be  dropped  without  a  case  in  the  Courts. 

Conversion  to  Limited  Liability .| 

B.  and  C.  are  in  partnership  and  contemplate  converting  their  business 
into  a  partnership.    It  is  asked  hy  "  Roads  " — 

(1)  If  the  company  could  claim  a  succession  and  charge  directors' 
fees  ;  or 

(2)  If  the  company  could  claim  to  he  treated  as  a  new  business  and 
take  a  percentage  on  the  capital  at  the  commencement  of  the  year  and 
charge  directors'  fees. 

(1)  The  directors'  fees  will  {a)  have  to  be  added  back  or  [b)  allowed 
and  the  standard  reduced  by  the  same  figure  under  paragraph  5  of 
Part  II  of  the  Fourth  Schedule  to  the  1915  Act.  The  latter  is  the  correct 
legal  course  and  is  advantageous  when  Section  26  (4)  of  the  19 17  Act 
applies  by  reason  of  the  adjusted  profits  being  less  than  ;^2,ooo. 

(2)  The  company  may  claim  under  paragraphs  4  and  5  of  Part  II 
that  the  business  be  treated  as  new,  when  a  percentage  standard  would 
apply,  but  the  Revem  e  could,  under  Section  49  (i)  of  the  1916  Act, 
treat  the  company  as  a  partnership  and  add  back  all  the  directors' 
remuneration.  The  percentage  would  then  be  that  of  a  firm.  If  a 
percentage  standard  is  taken  it  will  be  at  the  increased  rate  under 
Section  26  of  the  1917  Act,  viz.  9  for  companies  and  it  for  others. 

(3)  It  is  not  possible  to  say  definitely  until  the  Finance  Bill  becomes 
law,  but  in  general  it  will  merely  be  an  increased  income-tax. 

Mines. 

It  is  asked  hy  "  Treherben  "  if  a  coal  miner  working  in  water  can  claim 
for  extra  wear  and  tear  of  clothing  without  a  form  tigned  by  the  colliery 
manager. 

The  relief  can  be  claimed  without  any  reference  to  the  colliery 
manager.  Rates  of  allowances  have  been  fixed  and  can  be  obtained 
from  the  local  Inspector  of  Tax-^s. 
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{Correspondents  who  wish  to  make  use  of  this  column  are  requested  to 
write  their  queries  on  one  side  of  the  paper  only  and  to  he  as  brief  as 
possible.  There  is  no  need  to  enclose  a  covering  letter  if  the  communica- 
tion is  headed  "  Accountants'  Journal,  Queries  and  Replies  column," 
and  signed  at  the  end  with  the  name  and  address  of  the  sender,  which 
will  not  be  published  if  the  query  is  signed  with  a  nom  de  plume.) 

Investment  of  Reserve  Fund. 

"  Sound  Finance  "  asks  "  where  is  the  Reserve  Fund  if  the  company 
.goes  into  liquidation?  "  Your  answer  does  not  touch  on  this  point.  You 
speak  of  Reserve  Fund  and  of  Reserve  Fund  A  ccount.    A  re  these  identical  ? 

Aga  in,  at  the  close  of  your  reply  you  say  "  The  Reserve  Fund  has  ceased 
to  exist,  although  the  specific  investment  may  remain."  Please  explain 
why  the  use  of  the  verbs  "  has  "  and  "may." 

It  seems  to  me  that  if  the  Reserve  had  not  been  invested  in  outside 
securities,  or  there  was  a  loss  of  ^10,000  the  next  year,  there  would  be,  so 
to  speak,  a  double  loss,  or  a  total  loss  of  ;^20,ooo  ;  on  the  other  hand,  if  there 
had  been  an  outside  investment  this  is  still  available. 

Reserve  Fund  and  Reserve  Fund  Account  are  the  same. 

The  specific  investment  may  remain,  although  the  Reserve  Fund 
has  ceased  to  exist — e.g.  a  company  creates  a  Reserve  Fund  of  ;^io,ooo 
out  of  profits,  and  at  the  same  time  makes  a  specific  investment  in, 
say,  War  Loan  of  0,000. 

The  Balance  Sheet  would  be  : — 


Liabilities. 

A ssets. 

£ 

£ 

£210,000 

£210,000 

Next  year  the  company  makes 
Reserve  Fund. 

The  Balance  Sheet  then  is  : — 

a  loss  of     0,000,  wiping  out  the 

Liabilities. 

£ 

Assets. 

£ 

Profit  and  Loss  Account — 

Loss   £20,000 

Less  Reserve  Fund  10,000 

 10,000 

£200,000 

£200,000 

The  Reserve  Fund  has  disappeared  and  the  War  Loan  is  one  of  the 
ordinary  assets  of  the  company.  The  assets  are,  however,  ;^i9o,ooo, 
whether  the  ;^io,ooo  be  in  War  Loan  or  Stock-in-Trade. 
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Chartered  and  Incorporated  Accountants. 

I  should  be  greatly  obliged  if  you  would  inform  me  whether  a  firm 
composed  of  partners  who  are  either  members  of  the  Chartered  Accountants* 
Institute  or  the  Society  of  Incorporated  Accountants  and  Auditors  are 
mtitled  to  sign  the  firm's  name  and  immediately  underneath  state  Chartered 
and  Incorporated  Accountants.  Perhaps  it  may  be  better  explained  in 
the  following  example  :  A  firm  called  J.  Brown  &  Co.  are  auditors  to 
a  public  company.  The  firm  consists  of  tivo  Chartered  Accountants  and 
two  Incorporated  Accountants.  The  Balance  Sheet  is  signed  as  follows  : 
"J.  Brown  &  Co.,  Chartered  and  Incorporated  Accountants,  Auditors.'* 
Is  it  permissible  or  7iot  ?  Personally,  I  see  no  objection,  as  the  "firm*' 
is  composed  of  Chartered  and  Incorporated  Accountants.  The  argument 
might  be  that,  in  order  for  a  firm  to  sign  as  stated,  each  partner  must  be 
a  member  of  both  bodies.  I  feel  tha  t  it  is  the  firm  signing,  and  the  definition 
is  a  true  one,  as  the  firm  is  constituted  by  each. — "  Interested  One." 

In  reply  to  "  Interested  One,"  if  he  refer  to  the  bye-laws  of  the 
Institute  he  will  see  that  a  firm  consisting  of  partners,  all  of  whom 
are  not  Chartered  Accountants,  cannot  so  describe  themselves. 

We  think  possibly  they  could  sign  "J.  Brown,  Chartered  Accountant, 
T.  Jones,  Incorporated  Accountant,  practising  as  J.  Brown  &  Co." 

To  sign  "  J.  Brown  &  Co./'  Chartered  and^ Incorporated  Accounta  ts, 
does  not  indicate  which  of  the  partners  is  a  Chartered  Accountant  and 
which  is  an  Incorporated  Accountant,  and  may  suggest  that  each  is 
a  member  of  the  two  bodies. 

Brewery  Prices  and  Net  Profits.' 

I  am  anxious  for  an  authoritative  pronouncement  on  this  matter,  as 
I  find  i  difficult  to  convince  some  of  my  friends  that  the  error  in  the  method 
of  proceeding  is  fundamental . 

Cost  price  per  barrel  of  a  certain  beer      . .        .  .        . .  68/- 

Average  cost  per  barrel  of  the  number  of  barrels  sent 

out,  all  expenses  . .        . .        . .        . .        . .  30/- 


98/- 

Sale  price       .  .        .  .        . .        . .  100/- 


Net  profit       . .        . .        .  .        . .  2/- 


Cost  price  per  barrel  of  another  beer        .  .        .  .        . .  114/- 

Average  cost  per  barrel  of  the  number  of  barrels  sent 
out,  all  expenses  . .        . .        . .        .  .        . .  30/- 


144/- 

Sale  price       . .        . .        . .        . .    1 56/- 


Net  profit       . .        .  .        . .        . .  12/- 

Is  this  method  right  or  wrong  ? — R.  W.  C. 
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We  do  not  quite  understand  the  query  raised  by  "  R.  W.  C,"  but 
presume  that  the  point  he  wishes  to  make  is  that  it  is  not  correct  to 
charge  a  barrel  of  beer,  the  prime  cost  of  which  is  68s,,  with  oncost 
30S.,  when  a  barrel  with  a  prime  cost  of  114s.,  selling  for  los.  more 
profit,  only  bears  the  same  oncost  per  barrel. 

Surely,  however,  the  question  is  entirely  one  of  fact. 

If  the  increased  cost  in  the  second  case  is  due  entirely  to  the  materials 
used,  then,  apart  from  any  question  of  interest  on  the  stocks  carried, 
the  oncost  in  manufacturing  and  selling  might  not  be  any  more. 

If,  however,  the  process  take  longer,  or  different  and  more  expensive 
plant  is  used,  or  the  beer  take  longer  to  mature,  thus  occupying  more 
storage  room,  the  charge  might  be  much  greater. 

It  is  entirely  a  question  of  allocation  of  expenditure  based  on  facts, 
and  those  facts  we  have  not  before  us. 

Company  with  Two  Banking  Accounts. 

Would  you  please  give  your  opinion  of  a  small  limited  liability  company 
having  two  banking  accounts.  Is  this  course  strictly  legal?  A  small 
advantage  is,  if  overdrawn  in  one  bank,  one  will  be  able  to  make  sure  of 
wages  in  other  banks.  I  am  not  clear  on  the  point  and  shall  be  glad  to 
have  your  opinion  on  the  subject  generally. — G.  C.  S. 

So  far  as  the  legal  position  is  concerned  a  limited  company  can, 
subject  to  its  articles,  have  as  many  Bank  Accounts  as  the  directors 
consider  desirable. 

Vve  do  not  quite  follow  the  logic  that  if  one  account  is  overdrawn 
the  other  account  can  be  operated  upon  for  wages,  unless  it  be  that 
the  Board  find  they  can  get  more  credit  from  two  banks  than  from 
one.  If  such  be  the  case  it  is  to  the  interests  of  the  company,  although 
possibly  not  of  the  banks,  to  open  as  many  accounts  as  possible. 

Books  of  the  Month. 

BOOKKEEPING  FOR  COMPANY  SECRETARIES.  By  L.  R.  Dicksee, 
M.Ccm.,  F.C.A.  8^x5^,  vi  +  210  pp.  Sixth  edition.  los.  6d.  n.  This 
is  a  book  we  can  recommend,  either  to  the  company  secretary  or  the 
accountant  student.  About  100  pages  at  the  end  of  the  book  are  devoted 
to  reprints  of  the  examination  papers  of  the  Chartered  Institute  of  Secre- 
taries, and  these  will  be  found  very  useful  by  students  for  test  purposes. 

FRENCH  COMPANY  LAW  (Societes  Anonymes).  A  practical  handbook  for 
lawyers  and  business  men.  By  Pierre  Pellerin,  Barrister-at-Law. 
8^  X  5,  160  pp.    7s.  6d,  n. 

1920-21  INCOME-TAX,  EXCESS  PROFITS  DUTY,  SUPER-TAX  AND 
CORPORATION  PROFITS  TAX.  Proposed  new  Rates,  Abatements, 
Exemptions,  and  other  alterations  set  out  in  the  Budget.  By  Charles 
H.  TOLLEY,  A.C.I.S.    6  pp.    (Paper  cover).    6d.  n. 


[*Any  of  the  publications  noted  in  this  column  can  be  obtained  from 
Gee  &  Co.  (Publishers),  Ltd.,  14  Queen  Victoria  Street,  E.G.  4,  at  the  prices 
quoted.] 
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By  Albert  Crew,  Barrister-at-Law. 

An  up-to-date  knowledge  of  recent  decisions  in  the  Courts 
is  of  the  greatest  value  to  accountants  and  business  men 
and  to  students  reading  for  their  examinations.  In  this 
column  are  noted  the  salient  features  of  the  leading  cases 
decided  during  the  preceding  month. 

Bankruptcy. 

Landlord  and  Tenant. 

Plaintiff  let  certain  premises  to  the  defendant  by  a  lease  which  con- 
tained  provisos  for  re-entry  in  case  the  lessee  should  become  bankrupt,  or  if 
the  rent  should  be  in  arrear  for  21  days.  In  July  1918  the  defendant  was 
adjudicated  bankrupt,  and  on  January  21st  1919  two  quarters  rent  were  in 
arrear.  On  that  date  plaintiff  served  the  defendant  with  a  writ  claiming 
possession  on  the  ground  of  forfeiture  for  non-payment  of  rent,  and  claim- 
ing £'j'j  los.  for  the  said  rent.  The  defendant  thereupon  paid  the  £'j'j  los. 
and  the  costs  under  Section  212  of  the  Common  Law  Procedure  Act,  1852, 
and  the  proceedings  came  to  an  end.  On  May  7th  1919  plaintiff  brought 
the  present  proceedings,  claiming  possession  of  the  premises  on  the  ground 
of  forfeiture  by  reason  of  the  defendant's  bankruptcy.  It  was  held  that,  as 
the  earlier  proceedings  were  brought  to  recover  possession  as  well  as  rent, 
the  acceptance  of  the  rent  was  not  inferentially  or  directly  an  acknowledg- 
ment of  the  existence  of  the  tenancy  after  the  bankruptcy,  and  that  that 
breach  was  still  available  as  a  ground  of  forfeiture.    Evans  v.  Enever  (1920, 

36  T.L.R.  441). 

Doctrine  of  Relation  Back. 

Certain  furniture  was  transferred  to  the  G.  company  in  circumstances 
which  made  the  transfer  fraudulent  and  void,  so  as  to  constitute  under 
Section  i  [b]  of  the  Bankruptcy  Act,  1914.  an  act  of  bankruptcy  by  the 
transferor.  Afterwards  the  transferor  committed  another  act  of  bankruptcy 
in  respect  of  which  a  petition  was  presented  within  three  months  of  the  first 
act  of  bankruptcy,  and  a  receiving  order  was  made  against  him,  and  he 
was  adjudicated  a  bankrupt.  After  the  date  of  the  receiving  order  the  G. 
company  sold  the  furniture  to  the  C.  company.  The  liquidator  of  the  C. 
company  sold  it  to  M.,  who  in  turn  sold  it  to  a  banking  company,  which 
retained  possession  of  part  of  it  and  sold  the  remainder.  The  C.  company, 
M.,  and  the  banking  company  were  all  bc)na  fide  purchasers  without  notice 
of  the  invalidity  of  the  G.  company's  title.    It  was  held  that  under  Section 

37  of  the  Bankruptcy  Act,  1914,  the  title  of  the  trustee  in  bankruptcy,  by 
relation  back,  vested  in  him  all  the  propertv  of  the  bankrupt  at  the  time 
of  the  transfer  to  the  G.  Company,  and,  since  that  transfer  was  void  as  an 
act  of  bankruptcy,  no  purchaser  for  value  could  obtain  any  rights  under  it, 
and  the  trustee  was  entitled  to  a  declaration  that  the  furniture  still  in  the 
possession  of  the  banking  company,  and  the  proceeds  of  the  furniture  sold  by 
them,  formed  part  of  the  property  of  the  bankrupt.  In  re  Gunsbourgh 
(1920,  36  T.L.R.  485). 

Refuted  Ownership. 

The  custom  of  hiring  furniture  which  exists  in  the  case  of  hotel  pro- 
prietors, and  is  so  notorious  as  to  exclude  the  doctrine  of  reputed  owner- 
ship in  the  event  of  the  bankruptcy  of  the  hotel  proprietor,  whether  the 
particular  furniture  is  hired  or  not,  does  not  extend  to  furniture  in  the 
possession  of  traders  generally,  e.g.  a  wholesale  grocer.  In  re  Tabor  {1920, 
1  K.B.  808). 
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Companies. 

Alteration  of  Articles. 

A  private  company  passed  a  special  resolution  to  alter  its  articles  by- 
introducing  a  power  enabling  the  company  in  general  meeting  to  require 
any  shareholder  (other  than  a  certain  specified  shareholder)  to  transfer  his 
shares  to  such  person  or  persons  as  the  board  should  think  fit  at  a  fair  value, 
such  fair  value  to  be  determined  from  time  to  time  by  resolution  passed  at 
a  board  meeting.  It  was  held  that  the  power  given  to  the  majority  of  share- 
holders was  not  for  the  benefit  of  the  company  as  a  whole,  and  the  new 
article  was  invalid.  Dajen  Tinflate  Co.  v.  Llanelly  Steel  Co.  (1920,  36 
T.L.R.  428). 

Reorganisation  of  Capital. 

Section  41  of  the  Companies  (Consolidation)  Act,  1908,  permits  a  consolida- 
tion of  shares,  followed  by  a  subdivision  of  the  shares  resulting  therefrom 
to  be  carried  out  by  a  single  (special)  resolution.  Re  North  Cheshire 
Brewery  (1920,  S.J.  463). 

Bonus  Shares  are  Capital,  and  are,  therefore,  not  Liable  to  Sufer-Tax. 

A  company  had  power  in  its  articles  to  increase  its  capital  and  to  distri- 
bute profits  in  the  usual  way,  including  power  to  distribute  paid-up  shares 
and  to  create  reserve  funds.  The  company,  after  carrying  ^10,000  to  the 
reserve  fund,  and  paying  a  dividend  on  the  ordinary  and  preference  shares, 
a  bonus  of  33^  per  cent,  was  declared,  such  bonus  to  be  satisfied  by  the 
distribution  among  the  shareholders  in  the  company  credited  as  fully  paid 
up.  A  shareholder  was  assessed  super-tax  in  regard  to  his  bonus  shares, 
and  it  was  held  that  as  the  bonus  shares  were  capital  and  not  income,  that 
they  were  not  liable  to  super-tax.  Inland  Revenue  Commissioners  v.  Blott 
(1920,  149  L.T.  356). 

Arbitration  and  Liquidator'' s  Liability  for  Costs. 

Where  in  arbitration  proceedings  the  liquidator  is  in  the  position  of 
defendant,  and  an  award  is  made  against  the  company,  the  costs  of  the 
reference  and  award  ought  not  to  be  ordered  to  be  paid  by  the  liquidator 
personally  with  a  right  to  reimbursement  out  of  the  company's  assets,  but 
should  be  ordered  to  be  paid  by  the  company.  If,  however,  the  liquidator 
applies  for  and  obtains  the  statement  of  a  special  case,  at  the  hearing  of 
which  he  fails,  he,  as  being  then  in  the  position  of  plaintiff,  may  be  ordered 
to  pay  the  costs  of  the  hearing  of  the  special  case,  with  a  right  to  be 
recouped  out  of  the  company's  assets.  Van  den  Hurk  v.  Martens  (1920, 
I  K.B.  850). 

Contract. 

Husband  and  Wife. 

The  plaintiff,  a  milliner,  brought  an  action  against  a  husband  and  wife 
jointly  for  goods  supplied  to  wife.  Judgment  was  given  against  both,  and 
husband  alone  appealed.  The  judge  set  aside  the  judgment  against  the 
husband,  and  at  the  trial  the  Judge  found  there  was  no  joint  liability  in 
the  husband  and  wife,  that  the  goods  being  -prima  facie  necessaries  for  the 
wife,  the  husband  primd  facie  was  the  principal,  and  the  wife  the  agent, 
and  he  held  that  the  plaintifl  had  not,  by  the  judgment  against  the  wife, 
elected  to  treat  her  as  principal,  and  was  entitled  to  recover  against  the 
husband.  It  was  held,  on  appeal,  that  as  the  remedy  was  alternative,  the 
plaintiff,  having  signed  judgment  against  the  agent,  could  not  afterwards 
recover  judgment  against  the  principal  in  respect  of  the  same  debt,  and  that, 
therefore,  the  husband  was  not  liable.  Moore  v.  Flanagan  (1920,  1  K.B. 
919). 
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Statute  of  Frauds. 

The  defendant's  agent  signed  for  him  as  "vendor"  a  carbon  copy  of  a 
typewritten  "  contract  "  not  containing  any  purchaser's  name,  by  which 
"I  agree  lo  purchase"  premises  described  at  a  sum  named,  to  pay  a 
deposit,  to  complete  within  a  limited  time,  and  in  default  pay  interest  on 
the  balance  of  purchase-money,  the  vendor  to  show  a  good  title.  The  plain- 
tiff had  signed  the  original,  of  which  the  carbon  was  a  duplicate,  and  given 
a  cheque  for  the  deposit,  a  receipt  signed  by  the  defendant's  agent  being  put 
on  the  carbon  copy.  In  an  action  for  specific  performance  it  was  held  that 
by  incorporating  the  cheque  into  the  carbon  document,  or  by  connecting 
the  carbon  with  its  original,  or  by  identifying  the  person  who  paid  the 
deposit  with  the  plaintiff  there  was  a  sufficient  memorandum  within  the 
Statute  of  Frauds.    Stokes  v.  Whicher  (1920,  i  Ch.  411). 

Limitatiojt  of  Amount  of  Freight  Payable  for  Freight  by  Foreign  Law. 

A  contract  is,  in  general,  invalid  in  so  far  as  the  performance  of  it  is 
illegal  by  the  law  of  the  country  where  the  contract  is  to  be  performed.  Where, 
therefore,  a  contract  was  made  b_v  charter  party  between  British  charterers 
and  Spanish  shipowners  for  the  carriage  of  a  cargo  of  jute  from  Calcutta  to 
Bombay  at  ;i^5o  a  ton,  half  to  be  paid  on  shipment,  and  the  balance  on 
delivery,  and  before  the  arrival  of  the  vessel  a  decree  of  the  Spanish 
Government  made  it  an  offence  either  to  pay  or  to  receive  above  certain 
maximum  rates,  which  in  the  case  of  jute  were  much  below  ^^50  a  ton;  it 
was  held  that  the  charterer's  obligation  was  one  to  be  performed  in  Spain, 
and  was  duly  performed  by  the  tendering  of  the  maximum  freight  per- 
mitted by  Spanish  law  by  the  Spanish  receivers  of  the  cargo,  and  that  the 
shipowners  could  not  recover  the  difference  between  such  maximum  and  the 
freight  contracted  to  be  paid  by  suing  in  the  English  Court.  Sot  a  and  Aznar 
V.  Ralti  (1920,  64  S.J.  462). 

Written  Notice  of  Assignment. 

The  fact  that  a  debtor  cannot  read  nor  write  does  not  get  rid  of  the 
necessity  imposed  by  Section  25  (6)  of  the  Judicature  Act,  1873,  to  give  the 
debtor  written  notice  of  the  assignment  in  order  to  transfer  the  legal  right 
to  the  debt.    Hockley  v.  Goldstein  (1920,  36  T.L.R.  539). 

Crown  Prerogative. 

Right   of  Crown   to  Take  Possession     of  Land    and    Buildings  without 

Compensation. 

The  respondents,  the  De  Keyser's  Royal  Hotel  Co.  Ltd.,  by  petition  of 
right,  claimed  a  declaration  that  they  were  entitled  to  the  payment  of  an 
annual  rent  so  long  as  their  premises  were  occupied  by  the  War  Office.  The 
Crown  said  they  were  under  no  legal  o'oligation  to  pay  anything,  but  that 
the  matter  should  go  before  the  Defence  of  the  Realm  Losses  Commission  to 
determine  what  direct  money  loss  the  company  had  sustained,  and  that 
such  sum  would  be  paid  as  an  act  of  grace.  The  House  of  Lords  held  that 
while  the  taking  of  land  and  buildings  for  war  purposes  is  justified,  possibly 
under  the  prerogative,  but  at  any  rate  under  the  Defence  of  the  Realm  Con- 
solidation Act,  1914,  and  Regulation  2  made  thereunder,  the  question  of 
compensation  is  not  to  be  dealt  with  as  a  matter  of  grace  on  the  part  of  the 
Crown,  but  is  regulated  by  the  Defence  Act,  1842,  and  the  Acts  amending  it. 
Attorney-General  v.  De  Keyser^s  Royal  Hotel  Co.  (1920,  64  S.J.  492). 

Insurance. 

Housebreaking. 

Where  by  a  policy  of  insurance  the  contents  of  premises  were  insured 
against  loss  by  housebreaking  which  contained  a  clause  "warranted  that 
the  said  premises  are  always  occupied  "  ;  it  was  held  that  a  temporary 
absence  of  some  hours  was  no  breach  of  the  warranty,  and  that  the 
warranty  did  not  mean  that  the  premises  should  at  no  time  be   left  un- 
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attended,  but  that  they  should  be  continuously  occupied  as  a  residence. 
Simmonds  v.  Cockell  (1920,  i  K.B.  843). 

Then. 

Plaintiffs  took  out  a  policy  of  insurance  against  losses  which  they  might 
discover  that  they  had  sustained  by  reason  of  the  theft  of  securities  in  their 
custody  whilst  in  transit  in  their  own  hands  or  in  the  hands  of  their 
employees  between  any  houses  situate  within  100  miles  of  Philadelphia 
.  .  .  .  such  risk  or  transit  to  commence  on  every  security  or  parcel 
of  securities  from  the  moment  of  the  person  into  whose  hands  the  same 
may  be  delivered  on  behalf  of  the  said  assured  receiving  the  same,  and  to 
continue  until  the  delivery  thereof  at  destination.  An  employee  of  the 
plaintiffs  by  fraud  and  forgery  obtained  from  the  p>laintiffs'  vault  clerk 
securities  belonging  to  plaintiffs'  customers,  and  misappropriated  them. 
The  plaintiffs,  having  made  good  the  loss  to  their  customers,  brought  an 
action  on  the  policy.  It  was  held  that  as  there  was  no  evidence  either  that 
the  securities,  while  in  the  hands  of  persons  for  whom  the  plaintiffs  were 
responsible,  were  ever  in  transit  to  some  place  outside  the  plaintiffs' 
premises,  or  that  the  vault  clerk  had  any  reason  to  suppose  that  the  securi- 
ties were  to  be  sent  outside  the  premises  rather  than  handed  over  tc 
customers  in  the  waiting  room,  the  action  failed.  Pennsylvania  Com-pany  for 
Insurances  v.  Mumford  (1920,  36  T.L.R.  423). 

Landlord  and  Tenant. 

Notice  to  Quit. 

An  agreement  by  which  premises  were  let  provided  that  the  tenancy  shaU 
commence  on  September  ist  1918,  to  continue  from  year  to  year  until  deter- 
mined by  three  calendar  months'  notice  to  quit,  which  may  be  given  on 
either  side  and  at  any  time.  On  April  2nd  1919  the  plaintiff  gave  three 
months'  notice  to  quit.  It  was  held  that  the  agreement  created  a  yearly 
tenancy,  and  that  the  notice  was  bad  in  that  it  purported  to  determine  the 
tenancy  before  the  end  of  the  year.    Mayo  v.  Joyce  (1920,  i  K.B.  824). 

Master  and  Servant. 

Liability  for  Act  of  Servant. 

The  plaintiff  employed  the  defendant  to  carry  their  goods  in  vans,  and 
the  defendant's  driver  stole  the  goods.  The  defendant  had  not  been  guilty 
of  any  negligence  in  selecting  the  driver.  It  was  held  that  the  principle 
governing  the  case  was  that  when  a  servant  committed  such  a  crime  for  his 
own  benefit  he  thereby  severed  his  connection  with  his  employer,  and  the 
employer  was  not  contractually  responsible  in  the  absence  of  personal  negli- 
gence, unless  he  had  held  out  the  servant  as  having  authority  to  act.  This 
case  distinguishes  Lloyd  v.  Grace  Smith  (1912,  A.C.  716),  where  the  fraudu- 
lent servant  was  put  into  a  position  of  authority  by  the  employer,  and  the 
person  defrauded  brought  into  contact  with  the  servant  by  the  act  and  on 
the  representation  of  the  employer,  and  the  fraud  committed  by  the  servant 
acting  within  the  bounds  of  that  representation.  Mintz  v.  Silverton  (1920, 
36  T.L.R.  399). 

Accident  on  Employers''  Premises  during  Dinner  Hour. 

A  machinist  was  employed  in  works  where  all  the  employees  were  required 
to  leave  the  works  during  the  dinner  hour.  The  employers  had  on  their 
premises  a  canteen,  and  to  reach  it  the  employees  had  to  go  into  the  street 
and  re-enter  the  works  by  another  door  and  ascend  a  staircase.  The 
employees  were  invited  to  use  the  canteen,  but  they  were  not  obliged  to  da 
so.  The  machinist,  whilst  descending  the  staircase  after  having  her  dinner, 
slipped  and  broke  her  ankle,  and  it  was  held  in  the  House  of  Lords  that 
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in  the  circumstances  the  accident  arose  cut  of,  and  in  the  course  of,  her 
employment,  and  was,  therefore,  entitled  to  compensation.  Armstrong, 
Whitworth  &^  Co.  v.  Red  ford  (1920.  36  T.L.R.  451). 

Negligence. 

Starting  Train  with  a  Jerk  without  Warning. 

The  plaintiff  entered  a  carriage  of  an  electric  train  at  one  end,  and  when 
he  was  turning  from  the  vestibule  to  go  to  a  seat,  the  train  was  started 
suddenl}^  without  warning.  He  was  thrown  off  his  balance,  and  to  save 
himself  put  out  his  hand,  which  was  caught  b}'  the  sliding  door  and  crushed, 
the  door  being  shut  by  the  momentum  of  the  train  in  starting.  In  an  action 
for  negligence,  in  starting  the  train  without  warning,  a  jury  awarded  the 
plaintiff  ^35  and  the  damages,  and  the  Court  of  Appeal  held  that  there  being 
evidence  on  which  the  jury,  in  the  particular  circumstances  of  this  case, 
could  infer  negligence,  their  verdict  could  not  be  disturbed.  Delaney  v. 
Metrofolitati  Railway  (1920,  S.J.  477). 

Wills  and  Executors. 

Construction. 

Gift  to  such  persons  as  on  failure  of  preceding  trusts  shall  be  "  my  next 
of  kin,  and  entitled  to  my  personal  estate  under  the  statutes  of  distribution." 
The  question  for  decision  was  whether  the  next  of  kin  referred  to  in  the 
ultimate  trust  were  to  be  ascertained  at  the  date  of  the  testator's  death,  or 
at  the  period  of  distribution,  which,  in  the  events  which  happened,  was  the 
date  of  the  death  of  the  last  surviving  daughter.  The  House  of  Lords  held 
that  upon  the  true  construction  of  the  will  the  next  of  kin  therein  designated 
to  take  the  residue  of  the  personal  estate  on  the  failure  of  the  trusts  thereby 
declared  in  favour  of  the  testator's  daughters  and  their  children  must,  in 
the  events  which  had  happened,  be  ascertained  as  at  the  death  of  the  surviv- 
ing daughter.  Hutchinson  v.  National  Refugees  for  Homeless,  ^'c. 
Children  (1920,  W.N.  180). 

Gift  to  Institutions. 

A  testatrix,  who  died  in  1919,  left  her  foreign  property  to  "  two  institu- 
tions, one  for  sailors,  the  other  for  soldiers,  which  I  hope  to  be  able  to 
name  myself,  if  not,  then  by  my  executors."  It  was  held  that  the  gift  ought 
to  be  construed  not  as  a  gift  to  two  institutions  which  might  or  might  not 
be  charitable,  but  as  a  gift  to  two  charitable  institutions  of  the  kind  speci- 
fied, and  therefore  was  not  too  vague,  but  was  a  good  charitable  gift.  In 
re  Smith  (1920,  36  T.L.R.  416). 

Soldier's  Will. 

An  oflficer  who  had  made  a  will  dealing  with  his  real  and  personal  estate 
wrote,  while  he  was  a  prisoner  of  war,  a  letter  to  his  wife  containing 
instructions  to  his  solicitor  for  alterations  in  his  testamentary  dispositions 
as  regards  both  real  and  personal  estate.  He  died  before  the  passing  of  the 
Wills  (Soldiers  and  Sailors)  Act,  1918,  which  provided  for  the  validity  of 
testamentary  dispositions  of  real  property  by  soldiers  and  sailors  without 
attestation,  and  before  it  was  possible  to  carry  out  the  alterations  and  pre- 
pare a  codicil  for  execution.  It  was  held  that  as  death  took  place  before  the 
Act  of  1918  [su-pra),  the  document  could  not  be  treated  as  a  will  of  realty^ 
and  ought  not  to  be  admitted  to  probate,  as  the  gifts  of  personalty  and  of 
realty  were  largely  dependent  on  each  other,  and  to  give  effect  to  the  docu- 
ment as  a  codicil  as  regards  the  personalty  alone  would  be  to  defeat  the 
testator's  intentions.    In  re  Godman  (1920,  36  T.L.R.  434). 
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South  Wales  and  Monmouthshire  Chartered  Accountants 
Students '  Society . 

It  was  unfortunate  that,  within  two  years  of  the  birth  of  this  Society,  the 
war  should  have  intervened,  and  the  five  years  of  inactivity  have  necessi- 
tated an  almost  fresh  start.  Thanks,  however,  to  the  loyalty  of  the  few 
remaining  old  members,  and  the  keenness  of  the  newly-articled  men,  the 
Winter  Session  just  closing  has  been  most  encouraging,  auguring  well  for 
the  future  of  the  Society.  The  Saturday  morning  Tuition  Classes  in 
Accountancy  have  been  well  attended,  and  the  success  of  so  many  students 
in  the  November  Examinations  goes  to  show  that,  coupled  with  hard  indi- 
vidual work,  these  classes  may  be  of  great  value.  The  opportunity  for  dis- 
cussion afforded  by  these  classes  is  one  of  the  greatest  factors  in  their  useful- 
ness. (But  why  are  accountant  students  so  afraid  of  their  own  voices?)  The 
ordinary  monthly  meetings  of  the  Society  have,  on  the  whole,  been  well 
attended.  Mr.  A.  E.  Cutforth,  F.C.A.,  is  sure  of  a  welcome,  and  his  lecture 
on  "  Amalgamation  Schemes  "  was  more  than  interesting,  as  was  Mr.  Miles 
Taylor's  paper  on  "  Costing,"  a  subject  on  which  he  can  speak  with 
authority.  Mr.  W.  R.  Gresty,  F.C.A.,  one  of  our  members,  spoke  to  us  on 
"  Shipping  Accounts  "  on  another  occasion — what  more  appropriate  subject 
for  Cardiff  students!  A  "Ten  Minutes'  Paper"  competition  and  the  ever- 
popular  Mock  Shareholders'  Meeting  completed  the  programme.  The 
annual  meeting  will  be  held  on  8th  June.  It  is  quite  certain  that,  given 
enthusiasm  on  the  part  of  our  younger  members,  the  coming  session  will 
be  a  most  successful  one. 

Sheffield  Chartered  Accountants  Students'  Society. 

The  Society  closed  its  Spring  Session  1920  at  the  end  of  April,  during 
which  month .  some  excellent  lectures  were  delivered,  which  are  sum- 
marised below  : — 

April  7th. — Mr.  F.  C.  Young  gave  a  talk  on  the  "Ascertainment  of 
Capital  for  Excess  Profits  Duty  Purposes."  This  meeting  was  an 
informal  one  at  the  request  of  the  lecturer,  whose  remarks  were  a 
continuance  of  an  address  given  at  an  Accountancy  Class  on  a  pre- 
vious Saturday  morning.  Several  members  questioned  the  advis- 
ability of  continuing  to  study  this  subject,  but  no  doubt  their  hopes 
have  been  blighted,  and  their  fears  increased  by  the  recent  Budget. 

April  14th. — The  students  were  favoured  with  an  address  by  Mr.  G.  H, 
Knighton,  A.C.A.,  a  former  member  of  this  Society  and  a  Final 
Honours  man.  His  subject  was  "The  Examinations  of  the  Institute," 
of  which  subject  Mr.  Knighton  is  naturally  a  capable  exponent.  The 
lecturer  advocated  the  use  of  mnemonics,  of  which  he  gave  some 
interesting  examples,  and  also  impressed  his  hearers  with  the  import- 
ance of  a  fixed  method  whilst  "  swotting." 
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April  21  St  was  a  very  good  meeting,  and  there  was  an  exceptionally  large 
attendance  to  welcome  Mr.  D.  F.  de  I'Hoste  Ranking,  M.A.,  LL.D., 
who  is  always  a  favourite  with  accountant  students.  In  his  usual 
breezy  and  inimitable  style  he  disposed  of  many  difficult  points  in 
"  The  Law  Relating  to  Executors  and  Administrators."  The  manu- 
script of  this  lecture  has  been  sent  to  the  Journal  for  intended 
publication.  The  lecturer  invited  the  members  to  ask  questions  on  any 
legal  subject,  full  advantage  being  taken  of  this  opportunity. 

April  28  was  the  date  of  the  concluding  lecture,  a  paper  being  given  by 
Mr.  E.  Furnival  Jones,  F.C.A.,  on  "The  Value  and  Limitations  of 
System,"  which  he  preferred  to  name  the  "  Value  of  Red  Tape."  Mr. 
Jones  dealt  with  the  subject  from  a  very  general  and  common-sense 
point  of  view,  and  enlivened  it  by  varied  witticisms  much  appre- 
ciated by  the  students. 

•  We  take  this  opportunity  of  thanking  all  gentlemen  who  have  presided 
at  our  meetings  during  the  last  two  sessions,  their  kindness  being  much 
appreciated  by  all  members.  The  Committee  urge  all  members  to  support 
the  Society  by  continuing  to  attend  the  Examination  Preparation  Classes, 
if  only  for  their  own  personal  advancement. 

We  wish  every  success  to  all  our  students  who  have  entered  for  the  May 
examinations,  and  look  forward  to  seeing  a  Sheffielder  again  in  the  Honours 
list. 

We  beg  to  point  out  that  the  rumour  that  the  title  of  the  favourite  song 
of  the  above  candidates  is  "  Ora  Pro  Nobis  "  (Pray  for  us)  is  not  true. 

Leicester  Chartered  Accountants  Students'  Society. 

The  annual  general  meeting  will  be  held  on  June  30th  for  the  election 
of  officers  and  Committee  and  the  arrangement  of  next  session's  pro- 
gramme. Will  all  members  and  articled  clerks  in  the  Leicester  district  make 
a  point  of  attending?  It  is  hoped  to  greatly  increase  the  scope  of  the 
Society's  activities,  and  this  can  only  be  done  if  the  Committee  have 
the  support  of  a  large  membership.  The  chair  will  be  taken  at  6.30  at 
the  Society's  room  in  the  Trade  Protection  Society's  building,  No.  2  New 
Street. 

Nottingham  Chartered  Accountants  Students*  Society. 

The  fifteenth  annual  meeting  of  the  Society  was  held  at  the  People's  HaU, 
Heathcote  Street,  Nottingham,  on  April  24th  1920,  Mr.  Walter  Gath,  F.C.A., 
Vice-President,  in  the  chair. 

The  Report  and  Accounts  were  read  and  adopted,  and  the  following 
officers  were  elected  for  1920-21  : — President,  Walter  Gath,  F.C.A.  ;  Vice- 
President,  Robert  Rhodes,  F.C.A.  ;  Chairman  of  Committee,  S.  E.  Towers; 
General  Committee,  A.  F.  Whitt,  F.  B.  Collingwood,  A.  E.  Reeve,  B.  H. 
Brewill,  H.  A.  Derbyshire,  H.  White,  J.  A.  B.  Hamilton;  Honorary  Trea- 
surer, J.  B.  Burnie,  c/o  Messrs.  Derbyshire  Bros.,  Bentinck  Buildings, 
Wheeler  Gate,  Nottingham;  Honorary  Librarian,  W.  B.  Cullen ;  Assistant 
Honorary  Librarian,  L.  G.  Webb ;  Representatives  on  the  Tuition  Scheme 
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Committee,  J.  B.  Burnie,  C.  C.  Forrest,  and  C.  Parker;  Representatives  on 
the  Union  of  Chartered  Accountant  Stuident  Societies,  Principal  member, 
Stanley  Blythen,  F.C.A.,  lecture  secretary,  C.  Parker;  Honorary  Secretary, 
A.  B.  Harwood,  c/o  Messrs.  Leman,  Hill  &  Hilton,  St.  Peter's  Church  Walk, 
Nottingham ;  Honora-^y  Lecture  Secretary,  C.  Parker,  c/o  Mellors,  Basden 
&  Mellors,  i  King  John's  Chambers,  Bridlesmith  Gate,  Nottingham;  Society's 
Reporter  for  Messrs.  Gee  &  Co.,  Editors  of  The  Accountant  and  Journal, 
F.  B.  Collingwood,  c/o  Messrs.  Leman,  Hill  &  Hilton,  St.  Peter's  Church 
Walk,  Nottingham;  Debating  Society  Committee,  C.  R.  Sands  (Chairman), 
A.  H.  Fitzpatrick,  A.C.A.,  E.  O.  Gray,  C.  C.  Forrest,  F.  B.  Collingwood, 
J.  A.  B.  Hamilton,  C.  W.  H.  Sergeant;  Representative  on  the  Advisory 
Board  of  Economics  and  Commerce  of  the  Nottingham  University  College, 
Stanley  Blythen,  F.C.A.  ;  Honorary  Auditors,  H.  G.  Ellis,  A.C.A.,  and  A.  C. 
Water  field. 

A  vote  of  thanks  to  the  retiring  officers  v^^as  proposed  by  Mr.  S.  E.  Towers 
and  seconded  by  Mr.  F.  B.  Collingwood,  and  a  similar  vote  of  thanks  was 
proposed  by  Mr.  S.  Blythen,  F.C.A.,  and  seconded  by  Mr.  N.  P.  Truman,  to 
Alderman  R.  Mellors,  F.C.A.,  who  was  the  retiring  President. 

A  vote  of  thanks  to  the  Chairman  on  the  motion  of  Mr.  R.  G.  Cairns 
terminated  the  proceedings. 

Manchester  Chartered  Accountants  Students'  Society. 

The  Annual  General  Meeting  was  held  at  the  Chartered  Accountants'  Hall, 
60  Spring  Gardens,  Manchester,  on  19th  May  1920. 

Present  :— Mr.  H.  S.  Ferguson,  F.C.A.  (President,  in  the  chair),  G.  P. 
Taylor,  F.C.A.  (Hon.  Secretary),  R.  H.  E.  Wilkinson,  A.C.A.,  Major  E. 
Wigley,  M.C.,  and  about  12  ordinat}^  members. 

The  Report  and  Accounts  were  adopted. 

The  following  officers  were  elected  : — 

President.— Mr.  H.  S.  Ferguson,  F.C.A. 

Vice-President.— Mt.  J.  Bell,  F.C.A. 

C ommittee .—Messrs.  E.  T.  Chesworth,  A.C.A.,  H.  E.  Evans,  A.C.A.,  7  A. 
Porter,  A.C.A.,  A.  L.  Taylor,  G.  P.  Taylor,  F.C.A.,  L.  Taylor. 

Auditors.— Messrs.  E.  Messenger,  A.C.A.,  and  R.  Marsland. 

Votes  of  thanks  were  accorded  to  the  President,  Vice-President,  Com- 
mittee, retiring  officers  and  Auditors  for  their  services  during  the  past  year. 

Monthly  Calendar. 

June  ^rd,  Thursday. — Efficiency  Club. — Lecture  :  "  The  Story  of 
Trade  Guilds,"  by  Mrs.  Baines,  at  the  Central  Hall,  V^estminster. 

June  i^th,  Monday. — London  Chartered  Accountant  Students 
Society. — Intermediate  and  Final  Coaching  Classes  begin  at  the 
Hall  of  the  Institute,  Moorgate  Place,  London,  E.G.,  5.30  p.m. 

June  22nd,  Tuesday. — Efficiency  Club. — ^Members  Night.  "  The 
Story  of  the  Efficiency  Club's  First  Year/'  at  Stewarts,  50  Old 
Bond  Street,  W. 

June  ^oth,  Wednesday. — Leicester  Chartered  Accountants 
Students'  Society. — Annual  Meeting,  at  2  New  Street,  Leicester, 
6.30  p.m. 
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A  general  Council  meeting  was  held  at  the  offices  of  the  Guild  on  May 
8th,  attended  by  Messrs.  K.  Ball,  A.C.A.  (London),  C.  Brittain  (Man- 
chester), T.  Croft,  A.L.A.A.  (Manchester),  W.  J.  H.  iGreenham  (Bristol), 
J.  F.  Kirby,  A.S.A.A.  (London),  T.  J.  Maginn  (Liverpool),  and  H.  R. 
Watling  (Bristol). 

The  Birmingham  representative  (Mr.  O.  V.  Tye)  was  unavoidably  absent, 
as  also  were  Messrs.  E.  V.  W.  Puncker,  F.L.A.A.,  and  H.  E.  Seed,  A.S.A.A. 
(London). 

The  Branch  reports  and  recommendations  were  considered  with  a  view 
to  the  preparation  of  a  national  programme,  which  has  been  drawn  up  as 
far  as  possible,  and  includes  the  establishment  of  a  "  Whitle}^  Council"  for 
the  profession  and  payment  of  clerks  according  to  their  grade.  It  has  been 
said  by  the  President  of  the  Institute  of  Chartered  Accountants  that  the  pro- 
cedure of  a  "  Whitley  Council  "  is  not  applicable  to  the  profession,  that  any 
attempt  at  grading  clerks  is  practically  impossible,  and  that  any  effort  on 
the  part  of  an  outside  authority  to  raise  fees  as  between  members  in  prac- 
tice and  their  clients  could  only  be  fruitless. 

The  Council  of  the  Guild  claims  that  a  "  Whitley  Council  "  is  practicable, 
and  that  grading  of  clerks  is  at  the  present  time  exercised  throughout  the 
profession,  and  the  Council  is  resolved  to  insist  upon  the  proper  grading 
of  clerks  and  payment  according  to  grade. 

If  the  employers  decline  to  meet  the  clerks'  representatives  by  means  of 
a  "  Whitley  Council,"  other  means  will  be  resorted  to. 

Reports  from  all  parts  of  the  country  were  laid  before  the  Guild  Council, 
and  nowhere  is  the  average  accountants'  clerk  paid  a  fair  wage  to-day  in 
view  of  the  enormous  increase  in  the  cost  of  living.  Figures  showing  the 
earning  capacity  of  a  senior  and  a  junior  clerk  working  together  were 
submitted  with  the  total  of  the  salaries  paid  in  several  ascertained  cases, 
and  the  claim  of  the  employer  that  "he  cannot  afford  to  pay  more"  was 
not  borne  out.  If  an  employer  is  unable  to  pay  a  fair  living  wage  he 
should  either  retire  from  business  or  find  a  means  of  increasing  his  pro- 
fessional fees. 

The  Guild  advocates  an  all-round  increase  of  fees  and  salaries  by  united 
action,  and  thus  to  satisfy  the  present  widespread  dissatisfaction.  Failing 
the  establishment  of  a  Whitley  Council,  the  Council  of  the  Guild  is  deter- 
mined to  obtain  its  just  demands  by  other  means. 

It  was  unanimously  decided  to  extend  membership  of  the  Guild  to  lady 
accountants'  clerks,  and  to  charge  for  all  members  an  entrance  fee  of  5s,  in 
addition  to  an  annual  subscription  of  12s.  for  members  over  21  years  of 
age,  and  6s.  for  those  of  or  under  21  years  of  age. 

The  Council  of  the  Guild  is  a  provisional  one. 
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The  Money  Market.— 1. 

The  Influences  of  Government  Borrowings  on  the 
Money  Market, 

By  J.  H.  McCall,  F.S.A.A. 

The  student  who  wishes  to  read  and  understand  the  money 
article  in  the  morning  paper  will  have  some  preliminary 
dijficulties  to  overcome.  He  will  find  that  the  writers  of 
newspaper  articles  have  the  knack  of  assuming  that  all  the 
technical  phrases  which  they  use  are  commonly  understood. 
There  is  no  subject  more  commonly  misunderstood  than  that 
which  deals  with  the  money  market.  To  read  the  money 
article  intelligently  it  is  necessary  to  know  what  is  meant 
exactly  by  the  money  market,  and  to  appreciate  the  many 
financial  operations  which  affect  the  market.  It  is  to  deal 
with  these  difficulties ,  and  to  give  the  student  the  necessary 
enlightenment,  that  Mr.  f.  H.  McCall,  the  Borough 
Accountant  of  Croydon,  has  written  a  series  of  articles,  the 
first  of  which  we  print  this  month. 

The  Money  Market. 

A  market  is  a  place  which  is  used  for  the  buying  and  selling  of 
commodities.  It  is  doubtful  whether  money  can  be  classed  as  a  com- 
modity, but,  like  all  commodities,  it  can  be  bought  and  sold,  and  it  is 
subject  to  the  same  conditions  as  to  the  constancy  of  prices  and  the 
law  of  supply  and  demand.  The  money  market  is  generally  under- 
stood to  be  grouped  round  the  Bank  of  England,  where  the  borrowing 
or  the  lending  of  money  is  operated  upon  by  the  Bankers,  Issuing 
Houses,  Discount  Houses,  Bill  Brokers,  the  Stock  Exchange,  Insurance 
Companies,  Financial  Houses,  and  last,  but  not  least,  the  British 
Government. 


129 


The  Accountants'  Journal. 

Dear  and  Cheap  Money. 

This  market  is  subject  to  all  the  influences  of  any  other  market. 
If  borrowers  are^ plentiful,  then  money  is  dear.  If,  on  the  other  hand, 
there  is  a  "  slump,"  then  money  is  cheap.  The  cheapness  or  otherwise 
of  money  is  reflected  in  the  rates  of  interest  at  which  it  can  be  borrowed. 
As  the  rate  of  interest  is  subject  to  various  modifications,  it  is  generally 
reduced  to  another  simple  term,  which  is  called  the  "  3neld." 

For  instance,  if  I  invested  ;^ioo  in  the  purchase  of  0  per  cent.  War 
Stock  at  par,  the  yield  would  be  o  per  cent.,  subject,  of  course,  to 
income-tax.  But  if  I  could  purchase  the  same  stock  at  95,  i.e.  at  the 
rate  of  £95  for  every  £ioo  nominal  value,  the  investment  of  my  ;^ioo 
would  obtain  for  me  approximately  £io^l  worth  of  stock,  which  would 
give  me  a  yield  of  nearly  6^  per  cent. 

There  are  various  influences  which  materially  aflect  the  ebb  and 
flow  of  money  quite  apart  from  the  law  of  supply  and  demand.  The 
flow  of  money^j^^can  be,  and  is,  regulated  somewhat  like  the  speed  of  a 
motor-car.  By  the  manipulation  of  the  change  speed  lever,  the  speed 
of  the  car  can  be  regulated,  subject,  of  course,  to  the  capacity  of  the 
motor.  In  the  money  market,  the  lever  w^hich  artificially  regulates 
the  flow  of  money  is  the  bank  rate,  manipulated  by  the  Bank  of  England, 
who,  in  its  turn,  is  powerfully  influenced  by  the  Government. 

Government  Borrowings. 

We  will  leave  further  explanations  of  the  operations  on  the  Money 
Market,  and  consider  exactly  the  relationship  of  the  British  Govern- 
ment to  the  Money  Market.  In  the  first  place,  it  has  been  since  the 
war  the  biggest  borrower  on  the  market.  Huge  sums  of  money  were 
necessary  to  carry  on  the  war,  and  this  money  was  obtained  from  the 
market.  But  the  ability  of  the  Government  to  borrow  depended 
upon  its  power  to  prevent  competition,  i.e.  it  refused  to  sanction  the 
issue  of  stocks  or  shares.  It  seems  astonishing  that  the  Government, 
having  shut  the  door  of  the  market  to  other  customers,  should  have 
offered  such  a  high  rate  of  interest. 

It  will  now  be  interesting  to  see  how  it  is  that  the  Government 
becomes  a  borrower.  The  Government,  as  we  all  know,  spends  huge 
sums  of  money  in  carrying  on  the  business  of  government.  It  has 
power  to  impose  taxes  upon  the  people,  either  directly,  as  for  instance 
*'  income-tax,"  or  indirectly,  as  for  instance  "  customs."  It  is  necessary 
at  times  for  it  to  borrow  money  to  supplement  the  revenue. 
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Funded  Debts. 

Debts  of  the  Government  which  are  permanent,  i.e.  redeemable  at 
some  future  date,  are  called  Funded  Debts.  The  word  funded  no  doubt 
has  reference  to  the  fact  that  when  a  debt  is  repayable  at  some  fixed 
future  date,  the  provision  for  its  repayment  is  made  by  way  of 
contributions  to  a  Sinking  Fund. 

Floating  Debts. 

The  moneys  which  are  borrowed  for  a  short  period  are  called  Floating 
or  Unfunded  Debts.  These  temporary  borrowings  are  resorted  to 
for  the  purpose  of  meeting  the  expenditure  of  the  year  in  anticipation 
of  revenue,  or  to  finance  some  scheme  which  it  is  considered  advisable 
to  charge  to  Revenue  as  soon  as  possible. 

The  funded  debt  of  the  Government  consists  of  Consols,  War  Loan, 
Funding  Loan,  Victory  Bonds  National  War  Bonds,  &c.  A  great 
part  of  this  funded  debt  of  the  Government  was  raised  upon  the  market 
during  the  war,  when  market  conditions  were  unusual  and  abnormal, 
and  which,  let  us  hope,  will  never  recur. 

The  floating  debt  of  the  Government  consists  of  Advances,  Treasury 
Bills,  and  Exchequer  Bonds.  The  Government  will  continue  to  borrow 
on  the  market  in  these  ways.   We  will  consider  each  matter  separately. 

Advances. — When  the  Government  finds  that  the  money  required 
for  supply  services  is  not  coming  in  fast  enough  from  the  Revenue,  it 
enters  into  an  agreement  with  the  Bank  of  England  for  an  advance 
for  the  current  quarter  at  a  fixed  rate  of  interest. 

Treasurv  Bills. — The  second  method  adopted  by  the  Government 
for  raising  money  temporarily  is  by  the  borrowing  on  the  security  of 
Treasury  Bills.  These  are  nothing  more  or  less  than  ordinary  Bills 
of  Exchange.  These  bills  are  placed  upon  the  market,  and  people  are 
asked  to  tender  for  them — i.e.  to  state  what  price  they  are  willing  to 
pay  for  them,  the  best  tenders  being  accepted.  The  bills  which  may 
be  renewable  three  months  or  six  months  hence,  are  not  only  issued  as 
a  means  of  obtaining  money  for  temporary  purposes,  but  by  the 
process  of  renewing  them  from  time  to  time,  they  have  become  part 
of  the  National  Debt,  owing  to  their  popularity  on  the  market. 

Exchequer  Bonds. — When  the  Government  decides  upon  some 
expenditure  which  cannot  be  met  out  of  revenue  at  once,  and  which, 
although  it  ought  to  be  repaid  within  a  certain  time,  is  not  important 
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enough  to  swell  the  permanent  fixed  debt,  the  issue  of  Exchequer 
Bonds  for  a  term  of  years  is  found  to  be  the  convenient  way  of  finding 
the  money.  It  differs  from  a  Treasury  Bill  as  to  the  period  at  which 
it  becomes  repayable,  and  it  bears  interest  which  is  payable  quarterly. 

There  is  another  method  of  raising  money  for  credit  by  the  Govern- 
ment, which  is  referred  to  sometimes  as  "  resorting  to  the  printing 
press."  This  is  the  method  adopted  since  the  war  by  the  Government 
to  obtain  credits  by  the  issue  to  banks  through  the  Bank  of  England 
of  the  famihar  Treasury  £i  and  los.  notes.  The  curious  part  about 
a  Treasury  Note  is  that  it  is  a  method  of  obtaining  money  by  the 
Government  without  the  payment  of  interest. 

The  Bank  of  England  acts  as  the  agent  for  the  Government  in  the 
matter  of  raising  money.  First  we  find  the  most  powerful  influence 
brought  to  bear  upon  the  Bank  of  England,  who,  in  its  turn,  not  only 
influences  the  market  by  the  mere  operation  of  making  large  demands 
from  time  to  time,  but  in  its  capacity  as  a  clearing  house  for  all  other 
banks  is  able  to  influence  the  money  market  by  the  manipulation  of 
that  artificial  device  known  as  the  Bank  Rate. 

At  the  present  time  the  floating  debt  of  fhe  Government  dominates 
the  whole  monetary  situation,  and  in  consequence  of  this  the  money 
articles  in  the  morning  papers  will  be  saturated  with  references 
to  the  funded  and  unfunded  debts  of  the  Government,  and  its  effect 
upon  lh3  Money  Market  generally. 

In  our  next  article  we  will  consider  how  the  market  is  manipulated, 
more  especially  in  the  interests  of  the  Government 
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By  W.  H.  Fox. 

(Author  of  "The  Company  Secretary.") 

This  article  is  the  second  of  a  series  dealing  with  the  ordinary 
duties  of  a  Secretary,  specially  written  for  the  Accountants* 
Journal' '  by  an  accountant  of  great  experience  in  this  work. 
Each  article  will  be  complete  in  itself  and  the  series  will 
form  a  noteworthy  addition  to  the  literature  of  the  subject. 

Proceedings  of  Directors— Board  Minutes  and  General 
Meeting  Minutes. 

The  powers  and  duties  of  directors  are  defined  in  Sections  71  to  75 
of  the  Companies  Act,  1908,  and  in  Sections  71  to  75  of  Table  A,  being 
the  First  Schedule  of  the  Act  and  containing  regulations  for  the 
management  of  a  company  limited  by  shares. 

The  business  of  the  company  shall  be  managed  by  the  directors, 
who  may  pay  the  formation  expenses,  which  would  naturally  be  the 
first  matter  to  attend  to  after  the  allotment  of  shares.  The  directors 
may  exercise  all  the  powers  of  the  company  except  those  which  are 
required  to  be  exercised  by  the  company  in  general  meeting.  They 
may  appoint  one  of  their  number  to  be  managing  direct(  r  and  may 
remunerate  him,  at  such  remuneration  as  they  think  fit,  by  way  of 
salary  or  commission  or  participation  in  profits. 

■'■;The  directors  may  not  borrow  or  raise  money  for  the  company  at 
any  one  time  exceeding  the  amount  of  the  issued  share  capital  without 
the  sanction  of  a  general  meeting.  They  must  comply  with  the  provi- 
sions of  the  Companies  Act,  and  in  particular  with  the  provisions  as 
to  the  registration  of  mortgages,  the  keeping  of  the  Register  of  Directors, 
and  of  the  filing  of  same  ;  the  filing  of  the  annual  list  of  members  and 
of  any  change  in  the  share  capital,  and  of  any  special  resolutions 
passed. 

The  directors  shall  cause  minutes  to  be  made,  in  books  provided 
for  the  purpose,  of  appointment  of  officers,  of  the  names  of  the 
directors  present  at  any  board  or  committee  meeting,  and  of  all  resolu- 
tions and  proceedings  at  meetings  of  the  company  and  of  the  directors 
or  committees.  Every  director  present  at  a  board  or  committee  meet- 
ing shall  sign  his  name  in  the  Directors'  Attendance  Book. 

A  general  outline  of  the  proceedings  of  the  directors  is  contained 
in  Sections  87  to  94  of  Table  A. 

These  regulations  as  to  the  proceedings  of  the  directors  may  be 
summarised  as  follows  : — 

The  directors  may  meet  together  for  the  despatch  of  business, 
adjourn  and  otherwise  regulate  their  meetings  as  they  think  fit. 
Questions  arising  at  any  meeting  shall  be  decided  by  a  majority  of 


133 


The  Accountants*  Journal. 


votes,  the  chairman  having  a  second  or  casting  vote  in  a  case  of  an 
equaUty  of  votes. 

A  director  may,  and  the  secretary  on  the  requisition  of  a  director 
shall,  at  any  time  summon  meetings  of  the  directors.  A  quorum 
necessary  for  the  transaction  of  business  may  be  fixed  by  the  directors. 

The  continuing  directors  may  act,  notwithstanding  any  vacancy  in 
their  body,  but  in  the  cas3  of  their  number  being  reduced  below  regula- 
tion number,  the  continuing  directors  may  only  act  for  the  purpose 
of  electing  to  the  board  a  sufficient  number  to  make  a  quorum. 

The  directors  may  elect  a  chairman  of  their  meetings  for  a  fixed  period 
or  otherwise,  and  if  the  chairman  is  not  present  within  five  minutes 
after  the  time  appointed  for  holding  the  meeting,  those  present  may 
elect  a  member  to  preside. 

The  directors  may  delegate  any  of  their  powers  to  committees 
consisting  of  members  of  their  own  body,  and  such  committees  may 
appoint  their  own  chairman  and  may  meet  and  adjourn  as  they  think 
proper,  questions  arising  being  determined  by  a  majority  of  votes, 
with  a  casting  vote  for  the  chairman  as  in  the  case  of  board  meetings. 

All  acts  done  by  any  meetings  of  the  directors  or  a  committee  of 
the  same  or  by  any  person  acting  as  a  director  shall  be  valid,  notwith- 
standing any  defect  in  their  appointment  afterwards  discovered. 

Under  Section  lo  of  the  Act  the  regulations  contained  in  Table  A 
will  be  the  regulations  of  the  company.  Companies  limited  by  shares 
may  file  special  articles,  subject  to  the  approval  of  the  Registrar,  but 
in  practice  it  is  more  convenient  in  the  first  place  to  adopt  Table  A, 
modifying  its  provisions  in  a  few  particulars.  In  the  case  of  a  company 
limited  by  guarantee,  or  unlimited,  special  articles  of  association  must 
be  registered. 

In  the  previous  article  on  the  formation  and  registration  of  the 
company,  emphasis  was  specially  placed  on  the  proceedings  in  connec- 
tion with  companies  with  share  capital,  as  by  far  the  greater  number 
of  companies  that  are  registered  are  of  this  class.  Companies  limited 
by  guarantee  may,  in  addition,  be  specially  mentioned.  Companies 
of  this  description  formed  for  certain  purposes,  especially  in  the  case 
of  undertakings  such  as  Marine  Insurance  Associations  trading  for 
mutual  advantage,  may  be  registered  with  advantage  for  the  purpose 
of  defining  the  rights  of  the  members  as  amongst  themselves. 

The  memorandum  of  association  of  a  company  limited  by  guarantee 
provides  in  the  event  of  liquidation  for  the  payment  of  a  certain  fixed 
sum  (usually  of  nominal  amount)  by  each  member  who  may  be  on  the 
register  at  the  date  of  the  liquidation  or  has  been  so  registered  during 
the  previous  twelve  months.  The  Board  of  Trade  ha-  power  to 
permit  the  omission  of  the  word  "  Limited  "  in  the  case  of  such 
companies  not  formed  for  purposes  of  gain. 

Assuming  that  the  first  meeting  of  the  directors  has  been  held  and 
the  preliminaries  in  connection  with  the  formation  of  the  company 
have  been  dealt  with,  including  the  allotment  of  shares,  it  will  be  the 


A  Company  Secretary's  Duties. 

duty  of  the  secretary  to  prepare  the  Agenda  Sheet  for  the  next  meeting 
of  the  board,  the  headings  of  which  will  be  as  follows  : — 

THE  "  MERRIE  ENGLAND  "  CO..  LTD. 

Friday,   25th   June  1920. 

Agenda  for  board  meeting  to  be  held  at  No.  14  Queen  Victoria 
Street,  London,  E.G.,  at  2  p.m. 

Directors  present :  Lord  A.  B.,  Mr.  G.  D..  Mr.  E.  F.  Mr.  G.  H. 
(Secretary),  Mr.  L  J.  (Solicitor),  and  officers  and  others  in  attendance. 

1.  Read  minutes  of  the  previous  meeting. 

2.  Produce  bank  pass  book. 

3.  Report  allotment  of  200,000  A  shares. 

4.  Report  obtaining  the  certificate  entitling  the  company  to  com- 
mence business  (dated  20th  June  1920). 

5.  Produce  engrossment  of  purchase  agreement  in  duplicate. 

6.  Appoint  Finance  Gommittee. 

7.  Fix  date  of  Board  meetings. 

It  will  be  the  secretary's  duty  to  keep  a  note  of  all  matters  which 
are  to  be  placed  on  the  Board  Agenda  Sheet,  and  the  chairman  or  any 
member  of  the  board  is  entitled  to  instruct  the  secretary  to  put  down 
any  question  for  discussion.  In  addition  to  sending  notice  to  the 
directors  a  few  days  before  the  date  of  the  meeting,  it  is  a  great  con- 
venience for  them  to  receive  prior  to  the  meeting  a  copy  of  the  Agenda 
Sheet  in  order  that  they  may  know  what  matters  are  proposed  to  be 
dealt  with. 

The  following  items  mentioned  above  on  the  Agenda  are  merely  a 
few  of  those  which,  in  practice,  the  secretary  will  have  to  deal  with. 
The  board  minutes  in  respect  of  the  foregoing  Agenda  would  be  in  the 
following  form  : — 

Friday,  25th  June  1920. 

The  second  meeting  of  the  Board  of  Directors  was  held  at  the 
registered  offices  of  the  company,  No.  14  Queen  Victoria  Street,  in  the 
City  of  London,  on  the  above  date  at  2  p.m. 

Present.— l^ord  A.  B.  (Chairman),  Mr.  G.  D.,  Mr.  E.  F. 

In  attendance. — Mr.  G.  H.  (Secretary),  Mr.  I.  J.  (Solicitor) 

[Note. — The  minutes  are  numbered  consecutively  for  convenience 
of  reference,  the  numbers  being  continued  from  the  previous  meeting.] 

31.  The  minutes  of  the  previous  meeting  were  read  and  signed 
by  the  chairman  as  a  correct  record  of  the  proceedings. 

32.  The  bank  pass  book  was  produced,  showing  a  balance  to  the 
credit  of  the  company's  current  account  at  Martin's  Bank,  Ltd.,  of 
;^io,ooo  on  current  account  and  ^10,000  on  deposit  account. 

33.  The  secretary  reported  that  the  allotment  letters,  Nos.  1-1783 
for  200,000  "  A  "  shares  oi  £1  each  had  been  sent  out,  and  the  allot- 
ments of  the  same  as  appearing  in  the  Application  Book  were  duly 
approved  and  confirmed.  The  secretary  was  instructed  to  prepare 
share  certificates  in  respect  of  such  shares  so  allotted  to  be  ready  for 
signature  and  sealing  at  the  next  board  meeting. 
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34.  The  secretary  reported  that  he  had  made  the  necessary  declara- 
tion under  Section  87  of  the  Companies  Act  of  1908,  and  the  Registrar 
of  Joint  Stock  Companies  had  issued  the  certificate  entitUng  the 
company  to  commence  business.  The  same  was  produced  dated  the 
20th  June  1920. 

35.  Resolved,  that  the  seal  of  the  company  be  affixed  to  the  agree- 
ment in  duplicate,  Avith  Mr.  James  Graham,  the  vendor,  and  that  the 
same  be  handed  to  the  solicitors  for  stamping  and  filing. 

36.  Resolved,  that  Lord  A.  B.,  Mr.  C.  D.,  and  Mr.  E.  F.  be  appointed 
a  Finance  Committee,  and  that  the  committee  do  report  monthly 
to  the  board. 

37.  Resolved,  that  board  meetings  be  held  on  the  first  Thursday  in 
every^  month  at  2  p.m. 

There  will  be  many  other  matters  for  the  secretary  to  attend  to, 
but  it  would  be  useless  to  attempt  to  provide  an  exhaustive  list  of 
these.  It  may,  however,  be  useful  to  give  the  form  in  which  the 
Finance  Committee's  report,  mentioned  in  the  minutes  above,  should 
appear. 

The  first  report  of  the  Finance  Committee  to  the  30th  June  1920  : 

To  the  Directors  of 

The  "  Merrie  England  "  Co.,  Ltd. 

The  Finance  Committee  beg  to  report  that  they  have  examined  the 
company's  accounts  to  the  30th  June  1920,  on  which  date  the  financial 
position  was  as  follows  : — 

Receipts. 

i       s  d 

Share  capital,  5s.  per  share  on  200,000  "  A  "  shares  of 

l\  each,  received  to  date      .  .        .  .        . .        .  .   ^50,000    o  o 


Payvnents. 

Paid  on  account  of  purchase  of  Freehold  Property 
Paid  on  account  of  preliminary  expenses 
Placed  on  deposit  with  the  Securities  Bank,  Ltd. 
Balance  on  Current  Account 


i 

10,000 
5,000 
20,000 
15,000 


;/^50,ooo    o  o 


The  committee  recommend  that  the  sum  of  ^15,000  be  invested  in 
5  per  cent.  Treasury  Bills,  and  that  the  funds  for  this  purpose  be 
provided  for  by  the  withdrawal  of  the  necessary  amount  from  the 
Deposit  Account. 

Dated  this  ist  day  of  July  1920. 

(Signed)      A.  B. 

C.  D. 
E.  F. 

Members  of  the  Finance 
Committee. 
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The  business  in  connection  with  the  carrying  on  of  board  meetings 
is  naturally  of  a  less  formal  character  than  the  proceedings  relative 
to  general  meetings  of  shareholders,  which  will  now  be  dealt  with. 

The  first  general  meeting  is  called  the  "  statutory  meeting  "  and 
must  be  held  at  a  period  not  less  than  one  month  and  not  more  than 
three  months  after  the  date  of  the  certificate  entitling  the  company 
to  commence  business,  as  provided  by  Section  65  of  the  1908  Act. 

Seven  days'  notice  of  the  meeting  must  be  given  to  all  the  share- 
holders, and  the  directors  must  also  forward  with  such  notice  a  copy 
of  the  Statutory  Report,  certified  by  not  less  than  two  members  of  the 
board.  The  following  information  must  be  given  in  the  report : 
(a)  The  total  number  of  shares  allotted  either  for  cash  or  otherwise  ; 
{b)  the  total  amount  of  cash  received  in  respect  of  the  shares  allotted  ; 
(c)  an  abstract  of  the  receipts  of  the  company  on  capital  account  made 
up  to  a  date  within  seven  days  of  the  date  of  the  report,  with  particulars 
of  the  payments  made  on  capital  account  and  the  balance  remaining 
in  hand.  Also  an  estimate  of  the  preliminary  expenses  ;  {d)  the  names 
and  addresses  of  the  directors,  auditors,  managers,  and  secretary  ; 
{e)  the  particulars  of  any  contract  which  it  is  proposed  to  modify  must 
be  stated  in  the  report. 

A  copy  of  the  statutory  report  should  forthv/ith  be  filed  with  the 
Registrar  of  Joint  Stock  Companies. 

At  the  holding  of  the  Statutory  Meeting  there  must  be  produced  for 
inspection  a  complete  list  of  the  members  of  the  company,  and  those 
present  shall  be  at  liberty  to  discuss  any  matter  relating  to  the  forma- 
tion of  the  company  or  arising  out  of  the  statutory  report,  whether 
previous  notice  has  been  given  or  not,  but  no  resolutions,  on  matters 
of  which  notice  has  not  been  given,  may  be  passed. 

The  provisions  of  Section  65  as  to  the  forwarding  and  filing  of  the 
statutory  report  shall  not  apply  to  a  private  company. 

Default  in  filing  the  statutory  report  or  in  holding  a  statutory 
meeting  may  be  made  the  grounds  for  a  petition  to  wind  up  the  company 
under  the  Court,  so  that  it  is  desirable  that  proper  attention  should 
be  given  to  the  matter  by  the  secretary  at  the  earliest  date  at  which 
it  is  possible  to  hold  the  meeting. 

The  next  kind  of  shareholders'  meeting  is  the  ordinary  Annual  General 
Meeting,  and  the  arrangements  in  connection  with  this  will  occupy  a 
considerable  amount  of  the  secretary's  time  and  attention. 

This  meeting  will  only  deal  with  the  report  and  accounts  of  the 
directors,  which  will  be  submitted  to  the  shareholders  for  approval 
and  included  in  the  report  will  be  notice  as  to  the  payment  of  dividends 
and  the  re-election  of  the  retiring  directors  and  auditors. 

The  secretary  will  prepare  a  full  agenda  sheet  for  the  use  of  the 
chairman.  For  his  own  use  at  the  meeting  the  secretary  will  keep  a 
copy  and  mark  on  it  the  decisions  arrived  at  as  each  item  is  dealt  with, 
and  he  will  then  be  able  to  remind  the  chairman  of  any  point  omitted 
in  conducting  the  business  of  the  meeting. 
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The  agenda  sheet  for  the  general  meeting  is  as  follows  : — 
THE  "  MERRIE  ENGLAND  "  CO.,  LTD. 
Chairman's  Agenda  Sheet. 
First  Ordinary  Annual  General  Meeting,  Friday,  25th  June  1920. 

1.  The  secretary  to  read  the  notice  convening  the  meeting  as  follows  : 

Notice  is  hereby  given  that  the  first  Ordinary  Gen- ral  Meeting 
of  the  members  of  the  "  Merrie  England  "  Co.,  Ltd.,  will  be  held 
at  the  Institute  of  Chartered  Accountants  Hall,  Moorgate  Place, 
London,  E.C.,  on  Friday,  the  25th  June  1920,  at  2  p.m.,  to  receive 
and  approve  the  directors'  report  and  accounts,  to  elect  directors 
and  auditors,  to  declare  a  dividend,  and  to  transact  the  ordinary 
business  of  the  company. 
Dated  the  17th  day  of  June  1920. 

(By  Order  of  the  Board.)  G.  H. 

Secretary. 

2.  The  secretary  to  read  the  Auditors'  Report  (attached  to  the  Balance 
Sheet  of  the  company,  dated  the  31st  March  1920),  as  follows  : — 

AUDITORS'  CERTIFICATE  AND  REPORT. 

To  the  Shareholders  of  the  "  jNIerrie  England  "  Co.,  Ltd. 

We  hereby  certify  that  in  accordance  with  the  terms  of  Section  113 
of  the  Companies  Consolidation  Act,  1908,  we  have  obtained  all  the 
information  and  explanations  we  have  required,  and  we  beg  to  report 
that  in  our  opinion  the  above  Balance  Sheet  is  properly  drawn  up  so 
as  to  exhibit  a  true  and  correct  view  of  the  state  of  the  affairs  of  the 
company,  according  to  the  best  of  our  information  and  the  explanations 
given  to  us  and  as  shown  by  the  books  of  the  company. 

31st  March  1920.  K.  &  L.,  C.A. 

Auditors. 

3.  The  secretary  to  read  the  minutes  of  the  previous  general  meet- 
ing or,  if  the  meeting  approves,  such  minutes  to  be  taken  as  read. 

4.  The  chairman  to  ask  the  meeting  whether  the  report  and  accounts 
now  submitted,  printed  copies  of  which  have  been  sent  to  all  the 
shareholders,  shall  be  taken  as  read.  (This  is  almost  invariably  agreed 
to.) 

5.  The  chairman  to  make  a  statement  as  to  the  position  of  the  com- 
pany's affairs  and  conclude  by  moving  the  following  resolution  :  "  That 
"  the  report  of  the  directors  produced  together  with  the  annexed  state- 
"  ment  of  the  company's  accounts  to  the  31st  March  1920,  which  have 
"  been  duly  audited,  be  received,  approved,  and  adopted." 

6.  The  chairman  to  call  on  Mr.  C.  D.  to  second  the  motion. 

7.  The  chairman  to  invite  discussion  by  shareholders. 

8.  The  chairman  to  answer  questions  and  deal  with  criticisms, 
put  motion  to  the  meeting,  and  declare  the  result. 

9.  The  chairman  to  move,  "  That  Mr.  E.  F.,  the  director,  retiring 
"  in  accordance  with  the  articles  of  association,  be  re-elected  a  director 
"  of  the  company." 

10.  The  chairman  to  call  on  Mr.  C.  D.  to  second  the  motion. 

11.  Put  motion  to  meeting  and  declare  result. 
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12.  The  chairman  to  move  as  follows  :  "  That  a  dividend  at  the 
"  rate  of  15  per  cent,  per  annum  be  declared  out  of  the  net  profits  of 
"  the  company  for  the  twelve  months  ending  the  31st  March  1920 
"  upon  the  200,000  shares  issued,  in  accordance  with  the  calls  paid 
"  up  thereon  at  this  date,  such  dividends  to  be  paid  on  the  loth  July 
"  1920  to  the  shareholders  appearing  on  the  register  of  members  at 
"  the  date  of  this  meeting." 

13.  The  chairman  to  call  upon  Mr.  C.  D.  to  second  the  motion. 

14.  The  chairman  to  put  motion  to  the  meeting  and  declare  result. 

15.  A  shareholder  to  move  "  That  Messr?.  K.  &  L.,  Chartered 
"  Accountants,  be  re-elected  auditors  of  the  company  for  the  ensuing 
"  year  at  a  remuneration  for  their  services  of  one  hundred  guineas." 

16.  The  motion  be  seconded  by  another  shareholder. 

17.  The  chairman  to  put  the  motion  to  the  meeting  and  declare 
result. 

18.  The  chairman  to  declare  that  the  business  of  the  meeting  is 
ended,  and  if  after  he  has  made  this  declaration  a  shareholder  should 
propose  a  vote  of  thanks  to  the  chairman,  directors,  and  the  staff,  he 
will  suitably  reply. 

With  reference  to  item  No.  2  on  the  above  agenda  sheet  as  to  the 
auditors'  report,  it  may  sometimes  occur  that  the  auditors  wish  to 
make  special  reference  to  particular  points  which  it  is  undesirable  should 
be  brought  to  the  general  notice  of  the  public,  and  in  such  case  the 
auditors'  report  is  put  on  a  separate  document,  and  a  note  to  the  effect 
that  they  have  reported  to  the  shareholders  should  be  entered  on  the 
face  of  the  accounts. 

Any  shareholder  is  entitled  to  a  copy  of  the  Balance  Sheet  and  the 
auditors'  report  on  paying  at  the  rate  of  6d.  for  every  hundred  words, 
each  figure  being  taken  as  a  word. 

It  is  usual  for  the  re-election  of  the  auditors  to  be  proposed  by  some 
independent  shareholder  at  the  general  meeting.  By  Section  112  of 
the  1908  Act,  however,  no  auditor  other  than  a  retiring  auditor,  is  capable 
of  being  appointed  at  an  annual  general  meeting,  unless  notice  of  the 
intention  to  propose  a  different  auditor  has  been  given  by  a  shareholder 
not  less  than  fourteen  days  before  the  annua  meeting,  so  that  it  is 
now  immaterial  whether  a  retiring  auditor  is  re-elected  or  not. 

In  the  specimen  agenda  paper  above  given,  the  question  of  amend- 
ments to  resolutions  before  the  meeting  proposed  by  shareholders  has 
not  been  dealt  with.  Any  shareholder  moving  an  amendment  at  a 
general  meeting  must  be  requested  to  put  his  motion  in  writing,  so 
that  there  may  be  no  doubt  as  to  what  exactly  the  shareholder  desires. 

The  chairman  should  not  allow  a  direct  negative  to  any  motion  to 
be  moved,  as,  for  example,  should  a  shareholder  move  on  the  motion 
to  receive  and  adopt  the  directors'  report  that  such  motion  "  be  not 
adopted."  In  the  event  of  the  majority  of  those  present  at  the  meeting 
being  of  the  opinion  that  the  report  should  not  be  adopted,  they  have 
the  opportunity  of  voting  against  the  chairman's  motion  for  its  adop- 
tion. On  this  subject  a  shareholder  will  be  at  liberty  to -move  by  way 
of  an  amendment  that  the  adoption  of  the  report  be  deferred  for,  say, 
one  month,  and  that  meanwhile  a  committee  of  three  independent 
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members  be  appointed  to  confer  with  the  directors  as  to  the  position 
of  the  company  and  to  report  to  a  subsequent  adjourned  general 
meeting.  If  this  amendment  is  carried,  further  resolutions  will  be 
proposed  electing  the  members  of  the  committee. 

Prior  to  putting  the  amendment  to  the  meeting,  it  may  be  possible 
that  an  amendment  to  the  amendment  may  be  proposed.  For  instance, 
to  the  effect  that  the  meeting  should  be  adjourned  for  three  months 
instead  of  one  month,  and  in  such  a  case  the  chairman  would  have 
to  put  to  the  vote  of  the  meeting  the  amendment  as  amended.  If 
this  is  not  carried  the  original  amendment  would  then  be  put,  and  if 
this  is  carried  by  the  votes  of  the  meeting  it  should  then  be  submitted 
as  a  "  substantive  motion  "  in  place  of  the  original  motion  for  the 
approval  of  the  directors'  report. 

In  plcice  of  the  amendment  to  the  amendment  as  above  outlined, 
a  second  amendment  on  entirely  different  lines  might  be  proposed  by 
a  shareholder — for  instance,  to  the  effect  that  the  meeting  itself  be 
adjourned  for,  say,  one  month  in  order  to  enable  the  directors  to 
consider  the  desirability  of  obtaining  an  offer  on  the  best  terms  for  the 
sale  of  the  company's  business.  In  this  case  the  second  amendment 
will  be  moved  and  disposed  of  before  the  first  amendment  is  dealt  with. 
If  the  second  amendment  is  passed,  the  first  amendment  falls  to  the 
ground,  and  the  second  amendment  will  be  submitted  as  a  "  substantive 
motion."  If  the  second  amendment  is  not  passed,  it  falls  to  the  ground, 
and  the  first  amendment  will  then  have  to  be  submitted  to  the  meeting. 
If  the  first  amendment  is  passed,  it  will  be  submitted  as  a  "  substantive 
motion,"  and  if  it  is  not  passed  it  falls  to  the  ground,  the  original 
motion  submitted  by  the  chairman  being  then  put  to  the  vote.  The 
amendments  should  thus  be  submitted  to  the  meeting  in  the  inverse 
order  in  which  they  are  proposed  by  the  different  shareholders. 

Special  articles  of  the  company  may  provide  such  terms  as  is  thought 
fit  for  the  voting  of  members  at  a  general  meeting,  but  Section  60  of 
Table  A  provides  that  on  a  show  of  hands  every  member  present  in 
person  shall  have  one  vote,  and  on  a  poll  every  member  shall  have  one 
vote  for  each  share  of  which  he  is  the  holder. 

In  accordance  with  the  provisions  of  Table  A  a  resolution  put  to 
the  vote  at  any  general  meeting  shall  be  decided  on  a  show  of  hands 
unless  a  poll  is  demanded  by  at  least  three  members  present,  and  a 
declaration  by  the  chairman  that  a  resolution  has,  on  a  show  of  hands, 
been  carried  and  entered  in  the  Minute  Book  shall  be  conclusive 
evidence  of  such  resolution  having  been  passed. 

In  the  event  of  an  equality  of  votes  the  chairman  shall  have  a  casting 
vote.  If  a  poll  is  demanded  on  the  election  of  a  chairman  or  on  the 
question  of  adjournment  it  shall  be  taken  forthwith,  but  on  any  other 
question  it  shall  be  taken  at  such  time  as  the  chairman  of  the  meeting 
directs. 

It  will  thus  be  seen  that  considerable  power  is  placed  in  the  hands 
of  the  chairman  in  dealing  with  the  votes  of  members  on  a  poll  which 
he  might  arrange  to  suit  his  own  purposes,  but  no  doubt  if  this  power 


140 


A  Company  Secretary's  Duties. 


were  uFed  in  an  unreasonable  manner  an  application  to  the  Court 
would  re  .ledy  any  decision  improperly  arrived  at. 

When  a  poll  is  demanded  it  is  necessary  for  the  members  present  to 
appoint  scrutineers  for  the  purpose  of  checking  the  votes  given  and 
declaring  the  result  oi  the  poll.  In  the  event  of  a  lengthy  list  of 
members  it  may  be  desirable  to  adjourn  the  meeting  for  a  week  or 
longer  period,  in  order  that  the  scrutineers  may  have  the  opportunity 
of  recording  and  checking  the  votes  of  all  the  members  and  reporting 
to  the  shareholders.  The  report  of  the  scrutineers  will  have  to  be 
incorporated  in  the  minutes  of  the  general  meeting.  The  forms  of 
the  principal  general  meeting  minutes  are  incorporated  in  the  agenda 
sheet  above  mentioned. 

It  now  only  remains  to  deal  with  the  minutes  of  Extraordinary 
Meetings.  These  meetings  may  be  called  at  any  time  by  the  board 
to  deal  with  matters  such  as  an  increase  of  capital  or  the  alteration 
of  the  articles,  as  all  business  is  considered  extraordinary  which  is 
outside  the  regular  business  of  the  annual  general  meeting. 

Extraordinary  resolutions  must  be  passed  by  a  majority  of  three- 
quarters  of  the  total  votes  recorded,  and  in  order  to  pass  special  resolu- 
tions which  are  necessary  in  the  case  of  altering  articles,  &c,,  a  further 
extraordinary  meeting  must  be  held  at  an  interval  of  not  less  than 
fourteen  days  and  not  more  than  a  month  for  the  purpose  of  confirming 
the  resolutions  passed  at  the  first  meeting.  Confirmatory  resolutions 
may  be  passed  at  the  second  meeting  by  a  simple  majority  of  votes 
and  then  become  "  special." 

All  extraordinary  and  special  resolutions  must  be  printed  and 
registered  at  Somerset  House  and  proper  minutes  of  the  same  entered 
in  the  Minute  Book. 

Section  66  of  the  Companies  Act,  1908,  provides  that  shareholders 
holding  not  less  than  10  per  cent,  of  the  company's  issued  capital  may 
request  the  directors  to  call  an  extraordinary  meeting  of  the  members 
for  the  purpose  of  considering  the  passing  of  resolutions  included  in 
their  requisition. 

If  the  directors  do  not  call  the  meeting  within  21  days,  the  requisi- 
tionists  may  themselves  call  the  meeting.  If,  at  such  meeting, 
extraordinary  resolutions  are  passed  which  require  confirmation  as 
special  resolutions,  the  requisitionists  may  call  the  confirmatory  meeting 
themselves  if  the  directors  have  failed  to  do  so  within  seven  days  of 
the  date  of  passing  the  first  extraordinary  resolution. 

The  next  article  will  deal  with  the  Share  Register,  Share 
Certificates  and  Transfer  Share  Warrants  to  Bearer,  and  Dividends. 
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By  A.  Cathles,  O.B.E.,  C.A. 

The  application  of  costing  principles  to  the  recording  of 
stock  and  materials  is  often  neglected,  because,  as  Mr  .Cathles 
points  out,  many  people  do  not  realise  that  money  and 
material  are  the  same  thing.  In  the  following  article  he 
describes  fully  a  system  which  7oill  give  the  manufacturer 
the  efficient  control  over  his  stocks  which  is  essential  to  the 
economical  running  of  a  jactory. 

Materials. 

One  does  not  require  to  study  economics  in  order  to  realise  that 
money  and  material  are  one  and  the  same  thing,  a  d  yet  how  few 
people  who  have  the  handling  or  recording  of  materials  and  stores  to 
do,  really  appreciate  that  fact.  Once  realised,  however,  it  will  always 
be  remembered,  and  if  it  is  brought  to  bear  when  the  various  problems 
connected  wdth  the  control  and  the  use  of  materials  are  being  con- 
sidered, so  ution  will  be  facilitated. 

An  incident  that  happened  not  very  long  ago  may  serve  to  make 
this  point  clear.  The  cost  accountant  of  a  foreign  railway  company, 
when  on  his  way  to  visit  a  repair  shop  up  the  line,  was  accompanied 
by  the  local  station-master  in  his  walk  along  the  track  from  the  nearest 
station  to  the  shop.  In  the  course  of  that  walk  the  cost  accountant 
observed  a  coupling  link  lying  between  the  metals,  and,  pointing  to 
it,  remarked,  "  There's  eight  dollars."  The  station-master  made  a 
jump  for  it,  but,  on  realising  what  it  was,  drew  back,  saying,  "  Why, 
it's  only  a  coupling  link."  "  Yes,"  replied  the  accountant,  "  but  it 
cost  the  company  eight  dollars."  "  I  never  saw  it  in  that  light  before," 
admitted  the  station-master  as  he  picked  up  the  link  to  take  it  back 
to  the  stores. 

It  is  a  moot  question  whether  to  blame  the  mentality  or  the  educa- 
tion of  the  worker  who  takes  for  his  personal  use  a  small  quantity  of 
material  from  his  employer's  premises  and  who  yet  would  scorn  to 
touch  its  value  in  cash. 

If  the  worker  can  be  taught  to  look  upon  materials  as  being  money, 
and  if  the  accountant  in  devising  methods  to  control  or  record  materials 
will  act  as  if  he  were  controlling  cash,  the  solution  of  the  stores  problem 
will  prove  a  simple  matter.  For  every  form  used  in  connection  with 
the  receipt  and  disbursement  of  money  there  is  an  equivalent  for  the 
movements  of  materials  and  stores  in  the  factory. 

Whether  a  cost  system  is  being  run  or  not,  there  is  a  crying  need  for 
the  proper  recording  of  the  receipt  into  store  and  the  issue  therefrom 
of  all  material  if  the  manufacturer  is  to  have  that  knowledge  of  the 
condition  of  his  stocks  that  is  essential  if  he  is  to  run  his  factory 
economically.    For  it  is  surely  folly  to  tie  up  capital  in  bigger  stocks 
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than  are  necessary,  j  ust  as  it  is  poor  economy  to  keep  stocks  so  low  that 
work  is  impeded  awaiting  the  necessary  material. 

Most  manufacturers  pay  a  great  deal  of  attention  to,  and  employ 
considerable  staff  upon,  the  recording  and  checking  of  workers'  time 
and  on  all  the  other  operations  leading  up  to  the  payment  of  the  wages, 
and  were  it  not  for  the  fact  that  they  must  know  there  would  be  trouble 
with  the  workers  if  the  cash  was  not  forthcoming  on  pay-day,  one  would 
almost  assume  that  every  one  of  them  appreciated  the  necessity  for 
proper  control.  Such  an  assumption  would,  however,  be  wrong  in 
practically  every  case  where  investigation  proved  that  there  was  no 
efficient  control  over  the  receipt  and  use  of  materials.  And  how  often 
it  is  the  case  that  not  one-tenth  of  the  care  that  is  taken  on  wages  is 
devoted  to  stores,  notwithstanding  the  fact  that  in  many  factories 
the  expenditure  on  material  greatly  exceeds  the  wage  bill.  It  would 
seem  that  even  the  manufacturer  himself  does  not  realise  that  material 
is  money. 

So  far  as  the  element  of  materials  is  concerned,  costing  proper 
only  begins  when  the  raw  material,  component,  or  consumable  store 
is  taken  from  stock  and  put  into  production,  but  to  make  a  system 
apply  only  from  that  point  would  be  equivalent  to  keeping  a  Cash  Book 
only  for  expenditure  and  making  no  record  whatever  of  cash  received. 
Consequently,  the  system  must  be  arranged  to  control  the  material 
from  the  very  start. 

Purchase  Requisition. 

It  will  be  remembered  that,  when  organisation  was  discussed,  it 
was  stated  to  be  one  of  the  functions  of  the  storekeeper  to  maintain 
the  stocks  of  material  at  proper  levels.  The  levels,  which  should  be 
constantly  under  the  review^  of  the  Planning  Section,  are  defined  by 
means  of  maximum  and  minimum  quantities  for  each  class  of  material. 
When  the  stock  of  any  class  is  approaching  the  minimum  quantity  it 
is  the  duty  of  the  storekeeper  to  instruct  the  Purchasing  Department 
to  place  an  order  for  further  supplies.  This  instruction  takes  the  form 
of  a  Purchase  Requisition,  stating  the  class  and  quantity  of  material 
required,  the  minimum  and  present  stock, and  the  date  by  Vv^hich  delivery 
has  to  be  made.  The  requisitions  are  numbered  serially  and  are  made 
out  by  the  storekeeper  in  duplicate,  the  copies  being  retained  by  him 
for  reference  purposes,  and  the  originals  being  sent  to  the  Purchasing 
Department  through  the  Planning  Section,  whose  intimate  knowledge 
of  the  future  requirements  of  the  factor3^  wdll  enable  it  to  approve 
or  amend  the  requisitions  before  passing  them  on  for  action.  It  will 
be  observed  that  there  is  no  provision  on  the  form  for  the  name  of  the 
supplier,  for  though  the  storekeeper  may  recommend  a  certain  supplier, 
he  must  not  be  allowed  to  dictate  to  the  Purchasing  Department  or 
in  any  way  tie  their  hands  to  sources  of  supply.  His  is  the  function 
of  checking  the  quality  of  goods  received,  and  it  is  therefore  inadvisable 
to  allow  him  to  name  the  supplier  from  whom  the  material  is  to  be 
bought.  It  is  not  one  of  the  purposes  of  a  costing  system  to  detect 
fraud,  but  the  removal  of  all  temptation  to  commit  fraud  is  one  of  the 
objects  to  be  kept  in  view  in  devising  a  system. 
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Purchase  Order. 

On  receipt  of  the  Purchase  Requisition  the  Purchasing  Department 
prepares  the  order,  specifying  the  order  number,  requisition  number, 
quantity  and  class  of  material,  price  and  terms,  date  of  and  instructions 
for  delivery,  and,  of  course,  the  supplier's  name  and  address.  Four 
copies  are  made  of  the  order,  and  they  are  distributed  as  follows  : — 

(1)  (The  original)  to  the  supplier. 

(2)  To  the  stores  accountant. 

(3)  (Minus  price)  to  the  storekeeper. 

(4)  Retained  by  Purchasing  Department. 

Goods  Received  Sheet. 

The  next  thing  that  happens  is  that  the  goods  arrive  at  the  factory 
and  there  is  great  necessity  for  an  accurate  record  of  receipt.  This 
record  is  made  on  Goods  Received  Sheets,  which  are  numbered  serially 
and  are  prepared  in  triplicate,  the  original  being  sent  daily  to  the 
stores  accountant,  one  copy  to  the  Purchasing  Department  (that  they 
may  watch  that  deliveries  are  being  made  to  time),  and  the  third 
retained  by  the  storekeeper. 

The  sheets  provide  for  the  following  record  : — 

(1)  Date  of  receipt. 

(2)  Supplier's  name. 

(3)  Purchase  order  number. 

(4)  Railway  or  delivery. 

(5)  Truck  number. 

(6)  Cost  of  carriage  (if  to  pay). 

(7)  Number  of  packages. 

(8)  Class  of  package. 

(9)  Description  of  material. 

(10)  Quantity  or  net  weight  received. 

(11)  Quality. 

(12)  Bin  Card  number. 

(13)  Stores  Ledger  folio. 

(14)  Invoice  number  and  date. 

The  information  on  items  (i)  to  (12)  is  filled  in  by  the  storekeeper, 
and  the  stores  accountant  inserts  items  (13)  and  (14). 

It  is  the  duty  of  the  storekeeper  to  check  the  quality  and  quantity 
of  goods  received,  and  if  the  former  is  up  to  sample  or  specification  he 
enters  "  O.K."  in  the  "  quality  "  column.  If  the  goods  are  defective 
in  quality  the  storekeeper  makes  a  report  thereon  to  the  Purchasing 
Department  whose  function  it  is  to  take  the  matter  up  with  the  supplier. 
The  quality  reports  are  also  numbered  serially,  and  on  the  record  of 
defective  goods  the  "  quality  "  column  of  the  Goods  Received  Sheet 
shows  the  report  number.  This  number  is  sufiicient  indication  to 
the  stores  accountant  that  the  invoice'must  not  be  passed  without 
the  sanction  of  the  Purchasing  Department. 
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Before  sending  on  the  copies  of  the  Goods  Received  Sheet  the  store- 
keeper records  the  receipt  of  each  consignment  on  his  Bin  Cards  (or 
Stock  Cards),  One  of  these  cards  is  kept  for  each  class  of  material 
handled.  The  cards  are  headed  with  a  description  of  the  material, 
and  the  maximum  and  minimum  stocks,  and  they  are  ruled  in  three 
divisions,  "In,"  "  Out,"  and  "  Balance."  The  particulars  shown  in 
the  "  In  "  columns  are,  (i)  date,  (2)  goods  received  sheet  number, 
(3)  initials  (of  party  making  the  entry),  and  (4)  quantity.  In  the 
"  Out  "  columns  are  shown,  (i)  date,  (2)  requisition  number,  (3)  initials, 
and  (4)  quantity,  while  the  "  Balance  "  columns  show  (i)  date, 
(2)  quantity.  The  Bin  Cards  should  be  kept  on  or  in  the  bins  to  which 
they  apply,  and,  when  the  balance  on  any  card  shows  the  stock  to  be 
nearing  minimum,  a  red  label  should  be  stuck  on  the  bin  as  a  danger 
sign  and  should  remain  until  a  further  consignment  relieves  the 
situation. 

Stores  4^edgers, 

The  first  duty  of  the  stores  accountant  on  receiving  his  copy  of 
the  Goods  Received  Sheet  is  to  post  the  quantities  shown  thereon  to 
the  debit  of  the  appropriate  Stores  Ledger  Accounts,  to  insert  the  Stores 
Ledger  folio  on  the  Goods  Received  Sheet,  and  the  number  of  the 
latter  in  the  Stores  Ledger. 

In  order  that  proper  control  may  be  had  over  the  use  of  materials 
and  stores  it  is  advisable  to  have  in  the  Stores  Ledgers  a  record  of  the 
values  of  goods  handled,  as  well  as  the  quantities  thereof.  For  this 
purpose  the  ledger  ruling  will  provide  for  rate  and  money  columns, 
and  the  following  is  a  full  list  of  the  headings  necessary  : — 
Debi:. 

Date. 

Goods  Received  Sheet  number. 
Supplier's  name. 
Quantity  or  weight. 
Rate. 
V  alue. 
Credit. 
Date. 

Requisition  or  Allocation  Sheet  number. 

Quantity  or  weight. 

Rate. 

Value. 

When  the  purchase  invoices  have  been  received  and  checked  (as 
explained  below)  the  "  Rate  "  and  "  Value  "  columns  on  the  debit 
side  of  the  Stores  Ledger  Accounts  are  written  up  therefrom. 

Purchase  Invoices. 

The  checking  of  these  documents  is  work  that  must  be  carefully 
done,  and  the  staff  of  the  stores  accountant  is  best  qualified  to  do  it, 
ioT  in  that  section  are  centralised  all  the  records  pertaining  to  the 
ordering,  receipt,  and  use  of  the  materials.    When  received,  the 
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invoices  should  first  b  handled  by  the  general  accountant,  whose  staff 
will  enter  them  in  the  Invoice  Register  and-  immediately  pass  them 
to  the  stores  accountant  after  imprinting  on  the  invoices  themselves 
the  checking  stamp  and  entering  in  the  appropriate  division  the  invoice 
number.    The  checking  stamp  should  provide  for  the  following  : — 

(1)  Invoice  number. 

(2)  Checked  with  Goods  Received  Sheet  as  to  quantity  and 
quality. 

(3)  Carriage  inwards  added. 

(4)  Checked  with  Purchase  Order  as  to  price  and  terms. 

(5)  Extensions  checked. 

(6)  Price  and  value  posted  to  Stores  Ledger. 

(7)  Passed  for  payment. 

After  the  narrative  on  the  stamp  should  be  two  columns,  headed 
"  No.  or  FoHo  "  and  "  Initials." 

The  narrative  on  the  stamp  indicates  the  work  that  has  to  be  performed 
by  the  stores  accountant,  and  when  this  checking  has  been  done  the 
invoices  are  passed  back  to  the  general  accountant,  who  enters  them 
in  the  Purchase  Journal  and  the  record  of  receipt  of  the  materials  is 
complete.  It  is  to  be  observed,  however,  that  the  "  price  "  and 
"  value  "  to  be  posted  to  the  Stores  Ledger  must  include  any  carriage 
inwards  that  has  to  be  paid. 

Up  to  this  point  none  of  the  records  can  be  called  costing  records, 
for  they  are  such  as  will  be  kept  in  all  well  managed  factories  which 
do  not  run  a  costing  system,  but  it  will  be  appreciated  that  the  basic 
information  thus  provided  will  prove  invaluable  in  ascertaining  the 
cost  of  the  materials  that  have  been  consumed  during  the  year,  and 
must,  therefore,  be  essential  to  the  success  of  any  scheme  whereby 
that  cost  is  going  to  be  analysed  to  the  jobs  upon  which  the  goods  have 
been  used. 

Requisitions. 

The  next  step  towards  production  is  the  issuing  of  the  materials 
from  the  store  to  the  shops,  and  it  will  be  seen  that  for  costing  purposes 
a  very  great  deal  depends  upon  the  record  made  of  such  issues.  In 
thinking  of  material  as  money  one  would  naturally  liken  the  store  to 
a  bank,  and  it  should  be  treated  in  every  way  as  a  bank.  It  should 
be  in  the  charge  of  a  responsible  official  and  only  duly  authorised  people 
should  have  access  to  its  interior.  Likewise  no  material  should  be 
allowed  to  pass  out  except  upon  the  written  request  of  a  duly  accredited 
party.  This  request  (or  "  requisition,"  as  it  is  known)  is  comparable 
with  the  cheque  presented  to  a  banker  when  mone^^  is  being  withdrawn. 
Requisitions,  like  cheques,  are  numbered  serially  and  are  issued  in 
books  to  the  parties  (usually  foremen)  who  are  authorised  to  withdraw 
material.  They  are  demands  upon  the  store  to  deliver  to  bearer,  or 
to  send  to  a  particular  place,  a  definite  quantity  of  specified  material 
for  use  upon,  and  to  be  charged  to  the  account  of  a  job  (works',  standing. 
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or  repair  order),  which  is  also  specified  on  the  requisition.  The  form 
must,  therefore,  provide  for  the  following  information  :  — 

(1)  Department. 

(2)  Works',  standing,  or  repair  order  number. 

(3)  Date. 

(4)  Quantity. 

(5)  Class  of  material. 

(6)  Foreman's  signature. 

(7)  Bin  Card  number. 

It  will  also  have  columns  for  use  in  the  stores  accountant's  office 
for  :— 

(8)  Price. 

(9)  Value. 

In  factories  where  an  efficient  Planning  Section  is  in  existence, 
the  requisitions  for  raw  materials  and  parts  will  be  made  out  by  that 
section  and  issued  to  the  foremen  with  the  works',  &c.,  orders,  and  the 
quantities  specified  with  be  those  known  to  be  sufficient  for  the  jobs. 
In  such  case  the  storekeeper  should  be  instructed  to  honour  only 
requisitions  signed  by  the  Planning  Section.  The  value  of  such  an 
arrangement  lies  in  the  fact  that,  in  the  event  of  material  being  spoilt 
in  process,  the  appropriate  foreman  must  report  the  matter  to  the 
Planning  Section  before  additional  material  can  be  obtained  from 
the  store,  thus  providing  an  earlier  control  over  the  misuse  of  material 
than  could  otherwise  be  obtained. 

It  is,  of  course,  impossible  to  deal  with  consumable  stores  (such 
as  oil,  waste,  &c.)  in  this  manner,  and  foremen  must  therefore  be 
authorised  to  requisition  them.  Requisitions  for  these  stores  should 
be  printed  on  paper  of  a  different  colour  from  that  used  for  raw 
materials. 

The  requisitions  are  prepared  in  triplicate — two  copies  being  taken 
by  messenger  to  the  storekeeper  and  the  third  retained  by  the  issuing 
party  for  reference.  Of  the  two  copies  going  to  the  storekeeper,  one 
is  returned  with  the  material  in  order  that  the  foreman  may  check 
that  he  is  receiving  what  he  asked  for,  or,  in  the  event  of  the  quantity 
being  deficient,  that  the  requisition  has  been  altered  and  initialled  by 
the  storekeeper.  The  other  copy  is  retained  by  the  storekeeper  and 
should  be  signed  by  the  party  to  whom  the  goods  are  delivered,  and 
any  alteration  of  quantity  initialled  by  him  also. 

When  the  material  is  issued,  the  quantity  is  posted  on  the  appropriate 
Bin  Card  by  the  storekeeper,  and  at  the  end  of  each  shift  or  day  the 
requisitions  are  passed  on  to  the  stores  accountant. 

No  requisition  should  be  destroyed  before  reaching  the  stores 
accountant,  and  if  a  foreman  should  find  it  necessary  to  cancel  a 
requisition  he  must  ensure  that  one  of  the  copies,  with  "  cancelled  " 
written  boldly  across  it,  reaches  that  official. 
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The  first  duty  of  the  stores  accountant  on  receiving  the  requisitions 
from  the  storekeeper  or  foremen  is  to  check,  by  means  of  the  serial 
numbers,  that  he  has  received  all  the  requisitions  that  have  been 
issued.  Each  foreman  should  have  requisitions  whose  serial  numbers 
bear  a  prefixed  letter  or  number  which  designate  himself  only,  and  the 
stores  accountant  will  keep  a  record  showing  the  last  number  received 
by  him  each  day  in  respect  of  each  foreman,  and  it  will  be  one  of  his 
duties  to  see  that  each  day's  requisitions  commence  with  the  correct 
number  and  that  there  is  a  full  sequence.  Any  that  are  missing  must 
be  traced  and  the  copies  retained  by  the  foremen  will  be  useful  for  this 
purpose. 

Allocation  Notes. 

The  next  procedure  on  the  part  of  the  stores  accountant  is  to  sort 
all  requisitions  to  the  various  kinds  of  material,  and  then,  within  the 
kinds,  to  order  numbers.  The  total  quantit}^  of  each  kind  of  material 
issued  to  each  job  is  thus  ascertained,  and  this  information  is  entered 
on  Allocation  Notes.  One  of  these  notes,  in  card  or  sheet  form,  is  used 
for  each  kind  of  material,  and  is  ruled  to  provide  for  : — 

(1)  Class  of  material. 

(2)  Days  of  week  (Monday,  Tuesday,  &c.). 

(3,  &c.)   Analysis  columns  for  order  numbers,  in  which  to 

enter  the  quantities  issued  to  each. 
Last.    Total  quantity  issued. 

The  quantity  columns  are  totalled  at  the  end  of  the  week,  and  below 
these  totals  is  inserted  the  price  ascertained  from  the  Stores  Ledger, 
and  below  that  again  is  extended  the  value. 

The  quantities  and  values  of  the  order  number  columns  are  posted 
to  the  Cost  Accounts  as  will  be  explained  in  a  later  article,  and  the 
quantity  and  value  of  the  total  column  is  posted  to  the  credit  side  of 
ihe  appropriate  Stores  Ledger  Account. 

This  method  of  summarising  the  requisitions  in  quantity  is  applicable 
especially  to  process  costing,  but  can  be  used  also  in  job  costing  when 
the  issues  of  the  various  materials  to  each  order  are  numerous.  In 
some  businesses,  however,  it  is  found  better  to  price  each  requisition 
and  to  post  in  detail  to  the  Cost  Account  and  to  the  Stores  Ledger. 

Materials  Returned  Note. 

Material  which  is  surplus  to  the  requirements  of  the  order  to  which 
it  was  issued  (i.e.  material  left  over  on  the  completion  of  the  job) 
must  be  properly  recorded  so  that  the  order  to  which  it  was  issued  may 
receive  credit  for  the  value  thereof.  Such  material  should  be  returned 
to  store  on  a  "  Materials  Returned  Note."  This  note  must  contain 
the  following  information  : — 

(1)  Date. 

(2)  Works',  standing,  or  repair  order  number  from  which 
returned. 
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(3)  Date. 

(4)  Quantity. 

(5)  Class   of   material    (distinguishing   between   good  and 
defective) . 

(6)  Foreman's  signature. 

(7)  Storekeeper's  signature. 

(8)  Bin  Card  number. 

(9)  Price. 
(10)  Value. 

These  notes  are  serially  numbered  and  are  made  out  in  triplicate — 
two  copies  going  to  the  storekeeper  with  the  material,  one  of  which 
is  returned  to  the  foreman  with  the  storekeeper's  acknowledgment. 
The  copy  retained  by  the  storekeeper  is  treated  by  him  and  later  by 
the  stores  accountant  in  the  converse  manner  to  the  t'  eatment  of  the 
requisitions — the  "  Materials  Returned  Note  "  being  a  credit  note  to 
the  job  and  a  debit  to  the  stores,  whereas  the  requisition  was  vice 
versa. 

Materials  Transfer  Note. 

Material  passing  in  the  shops  from  one  order  to  another  without 
passing  through  the  stores  must  be  recorded  on  a  "  Materials  Transfer 
Note."  The  information  provided  for  in  this  note  is  similar  to  that 
in  the  "  Materials  Returned  Note,"  with  the  addition  that  it  will 
state  also  the  order  number  to  which  the  goods  are  transferred.  These 
notes  must  be  numbered  also  and  are  prepared  in  triplicate,  two 
copies  going  to  the  receiving  foreman,  one  of  which  is  returned  signed 
to  the  issuing  foreman  and  sent  by  him  to  the  stores  accountant. 
A  transaction  of  this  description  does  not  in  any  way  affect  the  store- 
keeper, and  there  is,  therefore,  no  record  of  it  on  the  Bin  Cards  or  in 
the  Stores  Ledger.  It  results  only,  so  far  as  the  records  are  concerned, 
in  a  transfer  from  one  order  account  to  another  in  the  Cost  Ledger. 

Manufactured  Products  to  Store  Note. 

Finished  products,  parts,  &c.,  go  into  store  on  a  "  Manufactured 
Products  to  Store  Note,"  which  provides  for  the  same  information 
(except  the  distinction  between  good  and  defective)  as  the  "  Materials 
Returned  Note,"  and  which  is  treated  by  the  storekeeper  in  the  same 
manner.  The  treatment  accorded  to  it  by  the  stores  accountant 
varies  only  in  the  pricing  of  the  debit  to  stores  and  the  credit  to  the 
Cost  Account,  and  in  this  case  the  price  will  be  ascertained  from  the 
Cost  Ledger  instead  of  from  the  Stores  Ledger. 

Delivery  Notes. 

Deliveries  of  manufactured  products,  parts,  or  materials  ex-store 
to  customers  should  be  made  by  the  storekeeper  on  an  order  (unpriced) 
received  from  the  Sales  Department,  a  priced  copy  of  such  order  being 
sent  to  the  stores  accountant.  When  goods  are  despatched  the  store- 
keeper prepares  a  Delivery  Note  in  quadruplicate,  sending  the  original 
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to  the  customer  with  the  goods,  one  copy  to  the  Sales  Department  and 
one  copy  to  the  stores  accountant.  The  remaining  copy  is  retained 
by  the  storekeeper.  On  receipt  of  their  copy  of  the  Delivery  Note, 
the  Sales  Department  prepare  the  customers'  invoice  in  triplicate, 
sending  the  original  to  the  customer,  a  copy  to  the  stores  accountant, 
and  retaining  the  third  for  reference  purposes.  The  stores  accountant, 
on  receiving  the  copies  of  Delivery  \oteand  1  nvoice,  checks  same  with 
the  copy  order,  passes  the  certified  Invoice  to  the  general  accountant 
for  entry  in  the  Sales  Day  Book,  and  posts  the  Delivery  Note  to  the 
Stores  Ledger  Account  after  pricing  at  the  value  at  which  the  goods 
were  taken  on  charge  in  the  Stores  Ledger. 

Materials  Control  Account. 

Every  w^ell-ordered  stores  system  will  provide  for  a  financial  control 
over  materials.  Such  control  may  be  efficiently  maintained  by  the 
use  of  a  memo  account  which  is  debited  monthly  with  the  total  value 
of  all  purchases,  and  the  total  values  of  all  materials  returned  and 
manufactured  products  sent  to  store,  and  which  is  credited  monthly 
with  the  total  value  of  the  issues  from  store  as  ascertained  by  means 
of  the  weekly  Allocation  Notes  and  the  summary  of  Delivery  Notes. 
The  Stores  Ledger  balances  should  be  extracted  monthly  and  the  total 
thereof  proved  with  the  Control  Account. 


150 


The  Fundamentals  of  Accountancy — III. 

By  Lawrence  R.  Dicksee,  M.Com.,  F.C.A. 

(Professor  of  Accounting  and  Business  Organisation  in  the 

University  of  London.) 

The  Trial  Balance,  its  preparation ,  uses,  and  limitations, 
forms  the  subject  of  Professor  Dicksee^ s  article  this  month. 
The  method  of  dealing  with  Continuous  Transactions  and 
Suspense  Accounts  is  also  described. 

VIII.— The  Trial  Balance. 

If  business  transactions  be  recorded,  completely  upon  the  lines 
already  laid  down,  it  follows  that  the  work  of  the  "  Accountant  " 
consists  all  the  time  of  building  up  equal  totals  of  debits  and  credits, 
suitably  spread  over  the  various  accounts  affected  by  these  transac- 
tions, but  always  an  equality  of  debits  and  credits,  thus  recognising 
that  no  one  can  receive  that  which  no  one  else  has  parted  with  ;  that 
wealth  cannot  be  created  spontaneously,  nor  vanish  leaving  no  trace. 
It  follows,  therefore,  that  if  at  any  time  a  summary  be  prepared  of 
the  entries  in  all  the  accounts,  in  such  a  form  that  it  is  practicable  to 
arrive  at  the  sum  total  of  all  the  debits  and  also  at  the  sum  total  of 
all  the  credits,  these  two  totals  should  agree,  and  will  agree  if  the 
"  Accountant "  has  done  his  work  properly.  Similarly  if,  instead  of  pre- 
paring an  abstract  of  all  the  debits  and  all  the  credits,  he  prepares  an 
abstract  merely  of  all  the  outstanding  balances,  both  debit  and  credit, 
it  equally  follows  that  the  total  of  all  the  debit  balances  should  equal 
the  total  of  all  the  credit  balances. 

Such  a  summary  is  a  Trial  Balance.  It  may  take  any  one  of  the 
following  three  forms  : — 

(a)  A  list  of  all  the  accounts,  showing  in  separate  money  columns 
provided  for  the  purpose  the  total  amounts  entered  to  the 
debit  and  to  the  credit  of  each  separate  account. 
{h)  A  list  similar  to  {a)  but  provided  with  two  additional  money 
columns  into  one  or  the  other  of  which  the  balance  of  the  account 
(i.e.  the  difference  between  the  debit  and  credit  totals)  is  extended, 
according  to  whether  the  balance  is  debit  or  credit. 
{c)  A    summary    similar    to    {h)    but    omitting   the    two  total 
columns,  and  also  the  names  of  such  accounts  as  for  the  time 
being  show  no  balance. 
The  Trial  Balance  derived  its  name  from  the  fact  that  it  represents 
the  first  trial,  or  attempt,  to  ascertain  whether  the  work  of  the  "Account- 
ant "  has  been  accurately  performed.   It  may  be  prepared  at  any  desired 
moment,  but  in  practice  it  is  usually  prepared  at  regular  intervals — 
(say)  once  a  month,  or,  if  the  transactions  are  not  very  numerous,  once 
every  three  months.    Once  prepared,  the  Trial  Balance  serves  another 
very  useful  purpose — that  of  providing,  in  a  conveniently  compact 
form,  a  classified  summary  of  those  transactions  that  still  require 
watching,  because  they  have  not  yet  been  settled. 
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IX. — Limitations  of  the  Trial  Balance. 

If  there  is  a  disagreement  of  the  Trial  Balance  totals  it  is  obvious 
that  there  is  something  wrong  with  the  accounting  records,  but  the 
converse  is  not  necessarily  true.  The  Trial  Balance  totals  may  agree, 
and  yet  the  record  may  not  be  completely  accurate.  If  there  is  only 
one  error  in  the  record  it  must  necessarily  show  up  as  a  difference 
in  the  Trial  Balance  totals,  but  two  or  more  errors  may  have  been  made 
which  happen  to  exactly  compensate  or  neutralise  each  other.  Thus, 
owing  to  the  presence  of  what  are  called  "  compensating  errors,"  it 
is  possible  for  the  r  cords  to  be  inaccurate  although  the  Trial  Balance 
totals  agree. 

There  are  many  kinds  of  "compensating  errors."  The  Accountant 
Student  requires  to  make  himself  familiar  with  all  kinds,  as,  naturally, 
special  care  has  to  be  directed  towards  possibilities  of  error  that  the 
Trial  Balance  test  will  not  bring  to  light.  The  following  are  all  examples 
of  compensating  errors  : — 

{a)  A  transaction  recorded  to  the  debit  or  credit  of  the  wrong  account. 
The  effect  of  this  mistake  is  to  falsify  the  balances  of  two  accounts 
to  an  equal  extent  in  opposite  directions. 

[b)  The  omission  of  .all  record  of  a  transaction  that  has  taken  place. 

The  effect  of  this,  again,  is  to  falsify  the  balances^of  two  accounts 
I    in  opposite  directions  to  an  equal  extent. 

{c)  The  attaching  of  a  wrong  money  value  to^'a  transaction  otherwise 
correctly  recorded.  Here  again  the  balances  of  two  accounts 
are  affected  equally  . 

(d)  The  inclusion  in  the  record,  whether  by  accident  or  design,  of 
a  transaction  which  in  point  of  fact  never  took  place.  Here, 
again,  the  balances  of  two  distinct  accounts  are  equally  affected. 

[e)  The  making  of  lop-sided  records,  which  by  a  coincidence  neutralise 
each  other.  If  a  transaction  be  recorded,  whether  by  accident 
or  design,  so  that  the  amount  credited  to  one  account  is  unequal 
to  the  amount  debited  to  another,  such  a  mi^^take  will  naturally 
prevent  the  agreement  of  the  Trial  Balance  totals,  unless  it 
happens  to  be  compensated  or  neutralised  by  another  mistake 
(or  mistakes)  in  the  opposite  direction.  Thus,  the  over-crediting 
of  one  account  by  los.  would  of  itself  produce  a  non-agreement 
in  the  Trial  Balance  totals  of  like  amount ;  it  may,  however, 
be  compensated  by  another  error  over-debiting  the  same  (or 
another)  account  by  los.,  or  by  an  error  under-crediting  the  same 
(or  another)  account  by  los.  In  more  complex  cases,  one  error 
in  one  direction  may  be  neutralised  by  two  or  more  in  another  ; 
or  a  number  of  errors  in  one  direction  may  be  neutralised  by  a 
number  of  errors  in  the  other  direction  ;  but,  the  more  complex 
the  errors,  naturally  the  more  remarkable  becomes  the  coinci- 
dence that  they  should  exactly  neutralise  each  other.  As  a  rule, 
the  Accountant  Student  will  not  be  far  wrong  in  being  somewhat 
sceptical  about  the  bona  fides  of  "  compensating  "  errors  coming 
under  heading  (e). 
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X. — **  Continuous  "  Transactions. 

In  theory,  the  "  Accountant  "  is  busily  engaged  recording  all  business 
transactions  as  they  occur.  In  practice,  however,  certain  kinds  of 
transactions  can  hardly  be  said  to  take  place  at  any  particular  moment 
of  time  inasmuch  as  they  are  continuous,  e.g.  the  accruing  of  Rent, 
Interest,  Wages,  Salaries,  &c.,  and  the  imperceptible  wastage,  or 
depreciation,  of  equipment  arising  from  use  or  the  lapse  of  time. 
Accordingly,  these  "  continuous  "  or  "  imperceptible  "  transactions 
fail  to  get  recorded  in  the  ordinary  course  of  the  "  Accountant's  "  routine 
work.  In  the  ordinary  way,  he  overtakes  this  omission  by  recording 
them  as  and  when  they  crystallise  into  actual  receipts  or  payments  of 
money.  If  they  thus  crystallise  at  sufficiently  frequent  intervals  (e.g. 
daily)  this  would  doubtless  be  often  enough  for  all  practical  purposes, 
but  in  the  ordinary  course  of  events  they  only  result  in  actual  receipts 
or  payments  of  money  at  much  less  frequent  intervals,  and,  accord- 
ingly, at  any  particular  time  when  it  is  necessary  that  the  accounting 
record  should  be  absolutely  complete,  it  becomes  necessary  for  the 
"  Accountant  "  to  depart  somewhat  from  his  usual  routine  and  to  make 
special  entries  with  a  view  to  recording  the  effect  up  to  date  of  these 
"  continuous  "  transactions.  It  is  especially  when  it  is  required  to 
prepare  a  Balance  Sheet  that  it  becomes  thus  necessary  to  ensure  the 
absolute  completeness  of  the  record.  To  a  large  extent  a  careful 
scrutiny  of  the  Trial  Balance  will  serve  to  indicate  what  further,  or 
adjusting,  entries  are  necessary,  but  to  some  extent  at  least  the 
information  must  be  sought  outside  the  accounting  records. 

XI. — ^Suspense  Accounts. 

When  "  continuous  "  transactions  have  been  running  on,  and  have 
not  yet  materialised  into  receipts  or  payments  of  money,  it  is  clear 
that,  from  the  point  of  view  of  the  business,  somebody  has  to  be  regarded 
as  a  debtor  or  as  a  creditor  to  the  extent  to  which  accounts  representing 
earnings  or  expenses  have  to  be  credited  or  debited  as  the  case  may  be. 
As  the  adjusting  entries  merely  serve  the  temporary  purpose  of  complet- 
ing the  record  up  to  a  particular  date  for  interim  Balance  Sheet  pur- 
poses, it  is  usually  thought  desirable  not  to  open  a  separate  account 
for  each  of  the  various  individual  parties  concerned  in  these  transac- 
tions with  the  business,  but  to  combine  the  general  effect  of  a  number 
of  such  transactions  in  one,  or  possibly  more,  "  Suspense  "  Accounts. 
Thus,  one  Suspense  Account  may  show  a  credit  balance  representing 
the  aggregate  amount  of  accruing  liabilities  in  respect  of  continuous 
transactions  (e.g.  rent,  wages,  salaries,  interest,  &c.)  accruing  due  to 
the  date  of  the  Balance  Sheet  ;  another  may  show  a  debit  balance 
representing  the  aggregate  amount  paid  in  advance  in  respect  of  out- 
goings that  are  more  properly  chargeable  against  the  profits  of  the 
ensuing  period,  and  so  on.  It  is  convenient  to  multiply  Suspense 
Accounts,  so  that  the  balance  of  each  may  have  a  quite  definite  meaning  ; 
but  there  is  nothing  gained  by  carrying  the  multiplication  beyond 
this  stage. 

The  relationship  of  the  Suspense  Account  to  Depreciation  may  be 
conveniently  postponed  until  we  deal  with  that  subject  as  a  whole 
in  Section  VII. 
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Audit  Programmes  and  Procedure— III. 

By  Andrew  Binnie,  F.C.A.,  C.A. 

This  month  Mr.  Binnie  gives  some  suggestions  as  to 
scrutinising  various  balances  and  settling  doubtful  points 
which  may  arise.  He  warns  the  accountant  that  before 
commencing  an  audit  he  should  take  care  that  there  is  no 
misunderstanding  as  to  the  actual  duties  he  has  undertaken. 

(c.)    Sundry  Debtors  and  Creditors, 
(d.)    Impersonal  and  Private  Accounts. 

These  classes  of  debtors  and  creditors  may  be  conveniently  dealt  with 
together,  as  being  co-related.  There  is  no  statutory  obligation  to  sub- 
divide sundry  or  trade  debtors  or  creditors  into  classified  groups  in  ordin- 
ary Balance  Sheets,  and  in  the  case  of  public  companies  whose  accounts 
may  be  of  use  to  trade  rivals,  it  is  often  considered  unwise  to  give  more 
than  the  minimum  amount  of  information.  From  the  auditor's  point 
of  view,  for  the  essential  purpose  of  comparison  from  year  to  year  the 
more  one  resorts  to  sub-division  on  fact-producing  lines  the  more 
effective  is  the  comparison.  If  the  Balance  Sheet  be  in  summarised 
form,  Schedules  should  be  submitted  to  the  auditor  in  which  the 
debtors  and  creditors  are  systematically  classified.  Apart  from 
undertakings  of  a  special  nature,  the  general  run  of  balances  (c)  and 
[d]  is  as  follows  : — 

Companies  and  Partnerships. 

Loans.  Bank  Charges. 

Borrowed  Moneys.  Telephones. 

Plant.  Lighting. 

Machinery.  Heating. 

Boilers  Repairs  and  Renewals. 

Engines.  Stationery  and  Printing. 

Loose  Tools.  Cables  and  Telegrams. 

Fixtures  and  Fittings.  Postages. 

Furniture.  Salaries. 

Trading  Stock.  Commission. 

Stocks  and  Shares.  Discount. 

Work  in  Progress.  Royalties. 

Bank  Balances.  Bad  Debts. 

Cash  Balances  Depreciation. 
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Subscriptions  toTrade  Societies 
Subscriptions  to  Charities. 
Law  Costs. 

Accountants'  Charges, 
Excess  Profits  Duty. 
Income  Tax. 

Income  from  Investments. 

Trading  Account. 

Profit  and  Loss  Account 


Leases. 
Sales. 
Purchases. 
Wages. 

Rents  and  Ground  Rents. 
Rates  and  Taxes. 
Insurance — 
Fire. 

Employers'  Liability. 

Live  Stock. 

Loss  of  Profits. 

National  Health. 
Freight. 
Carriage. 
Trade  Expenses. 

Companies  Only. 

Share  Capital. 
Debenture  Capital. 
Debenture  Redemption  Fund. 
Reserves. 

Profits  prior  to  Incorporation. 
Preliminary  Expenses. 
Underwriting  Commission  on 
Shares. 

Commission  on  Debentures. 

Interest  on  Capital  Outlays. 

Debenture  Interest. 

Directors'  Fees. 

Directors'  Travelling  Expenses. 

Debenture  Trustees'  Remuneration. 

Transfer  Fees. 

Auditors'  Fees. 

Preference  Dividends. 

Ordinary  Dividends. 

Appropriation  Account. 

Note. 

As  far  as  Partnership  Accounts  are  concerned,  a  strict  audit  is 
sometimes  required  by  the  active  partners  themselves,  more  often  by 
a  sleeping  partner,  a  retired  partner  whose  interest  has  not  been 
liquidated,  or  it  may  be  by  trustees  or  others  concerned  in  the  partner- 


Partnersh  i-^s  On  y . 

Partners'  Capital  Accounts. 
Partners'  Drawing  Accounts. 
Partners'  Loan  Accounts. 
Loans  to  Partners. 
Interest  on  Capital. 
Interest  on  Drawing  ■. 
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ship  business.  More  frequently,  however,  a  professional  accountant 
is  employed  simply  to  raise  a  true  and  correct  Balance  Sheet  as  between 
all  parties,  an  arrangement  which  is  often  loosely  referred  to  as  an  audit. 
The  accountant  should  take  care  that  there  is  no  misunderstanding  as 
to  the  actual  duties  he  has  undertaken.  It  is  desirable  in  every  case 
to  have  a  clear  arrangement  reduced  to  writing,  otherwise  the  "  glorious 
uncertainty  ol  the  law  "  may  fix  the  accountant  with  a  responsibility 
which  he  at  least  had  never  contemplated,  and  for  which  he  had 
received  no  quid  pro  quo.  For  example,  in  an  action  for  damages 
for  negligence,  it  has  been  held  that  an  accountant  employed  to  check 
books  and  prepare  a  Balance  Sheet  should  agree  the  Cash  Book  with  the 
Bank  Pass  Book,  or  inform  his  client  he  has  not  done  so,  though,  as 
every  auditor  knows,  a  Bank  Pass  Book  is  not  conclusive  evidence 
without  the  banker's  certificate  as  to  the  balance,  since  the  Bank  Book 
itself  is  capable  of  being  manipulated.  Many  private  limited  companies 
(conversion  of  partnerships  into  companies  in  which  the  partners 
become  the  sole  directors  and  shareholders)  retain  all  the  business 
characteristics  of  a  partnership,  and  on  the  ground  of  expense  the 
director-shareholders  frequently  desire  only  a  partial  audit.  In 
such  cases  the  auditor  will  do  well  to  safeguard  himself  by  suitably 
qualifying  his  certificate.  The  following  suggestions  as  to  scrutinising 
the  balances  and  settling  matters  arising  thereout  are,  therefore, 
subject  to  such  reservations  as  to  the  work  to  be  done  as  may  apply 
in  any  particular  case  : — 

Loans  [Co mpa n i es). 

At  the  first  audit  a  Schedule  of  Loans,  giving  all  necessary  details, 
should  be  produced  to  or  compiled  by  the  auditor,  the  schedu.e  being 
brought  up  to  date  at  each  audit. 

See  that  the  company  is  authorised  by  its  memorandum  and  articles 
of  association  to  make  loans,  and  on  what  conditions. 

See  that  the  loans  are  authorised  or  approved  by  the  minutes  of  the 
directors'  meetings. 

Ascertain  the  approved  conditions  as  to  security,  rate  of  interest, 
time  of  payment  of  interest  and  of  repayment  of  principal,  and  see 
whether  they  have  been  complied  with,  also  that  the  interc^it  has  been 
duly  received  and  accounted  for  and  properly  apportioned  over  the 
periods  to  which  it  relates.  If  interest  accrued  but  not  received  be 
brought  into  account,  procure  evidence  that  the  loan  is  good,  still 
more  so  if  the  interest  has  accrued  due  but  has  not  been  received. 

The  securities  held  in  respect  of  the  loans  should  be  produced  to 
the  auditor  (a  matter  of  procedure  which  will  be  dealt  with  in  a  subse- 
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quent  number  of  this  series  as  to  the  verification  of  investments).  If 
not  satisfied  that  the  security  is  sufficient  cover  in  the  case  of  any  of 
the  loans,  place  a  schedule  of  such  loans  before  the  directors  and 
ascertain  whether  in  their  opinion  any  additional  cover  is  considered 
necessary,  and,  if  not,  why  not,  making  careful  notes  as  to  the  informa- 
tion and  explanations  given,  so  as  to  fix  the  responsibility.  In  ordinary 
undertakings  unsecured  loans  are  the  exception.  If  there  are  such 
loans,  make  the  usual  inquiries  which  are  made  in  the  case  of  book 
debts,  and  if  doubtful  as  to  any  of  them,  place  a  list  before  the  directors, 
following  the  procedure  suggested  above  in  the  case  of  doubtful 
securities 

Borrowed  Moneys  (Companies). 

See  that  the  company  has  express  power  to  borrow  under  its 
memorandum  of  association,  or  has  an  implied  right  to  do  so  from  the 
nature  of  its  business. 

See  how  far  the  directors  are  authorised,  by  the  articles  of  association, 
to  exercise  these  powers,  and  in  what  manner,  and  note  any  restrictions 
imposed  upon  them  as  to  total  amount,  &c. 

See  that  any  borrowing  which  takes  place  is  duly  authorised  by  the 
minutes  of  the  directors'  meetings,  also  note  the  conditions  attached 
to  the  borrowing  or  endorsed  on,  for  example,  the  debenture  trust 
deed  or  debentures. 

If  the  conditions  provide  for  repayment  of  the  debentures  or  loans 
at  a  premium,  and,  or,  a  stipulation  that  a  Sinking  Fund  is  to  be 
created  out  of  profits  for  the  repayment  of  either  the  principal  or  the 
premium  or  both,  see  that  the  conditions  are  complied  with.  In  the 
absence  of  any  express  stipulation  as  to  the  creation  of  a  Sinking  Fund, 
the  auditor  can  do  no  more  than  recommend  that,  as  a  matter  of  sound 
finance,  a  Sinking  Fund  be  raised. 

See  that  interest  accrued  up  to  the  date  of  the  accounts  is  brought 
into  account. 

Inspect  the  Register  of  Mortgages  and  see  that  any  charges  appearing 
therein  as  having  been  created  are  brought  into  account.  Should  any 
Debentures,  Mortgages,  or  other  charge  be  paid  off,  the  cancelled  mort- 
gage debentures  or  debenture  certificates  should  be  produced.  If 
a  company  is  buying  its  own  debentures,  the  debentures  or  debenture 
certificates  will  be  produced  in  the  course  of  verifying  the  investments. 
If  the  debentures  are  being  purchased  out  of  the  Sinking  Fund,  see 
whether  it  is  competent  to  the  company  under  the  Sinking  Fund 
conditions  to  keep  the  debentures  "  alive." 

See  that  the  total  mortgages,  debentures,  or  other  charges  are 
disclosed  in  the  Balance  Sheet. 
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Note  on  Ultra  Vires  Borrowing. 

The  articles  of  association  of  a  reconstructed  company,  by  inadver- 
tently following  the  articles  of  the  original  company,  restricted  the 
borrowing  powers  of  the  directors  to  the  amount  of  the  subscribed 
share  capital.  With  the  exception  of  the  seven  signatories'  shares, 
which  were  subscribed  and  paid  for  in  cash,  the  shares  were  issued 
as  fully  paid,  in  satisfaction  of  the  purchase  price.  The  directors  had 
borrowed  on  debentures  up  to  the  amount  of  the  issued  capital.  The 
auditors  drew  attention  to  the  matter,  and  the  directors  were  advised 
that  the  borrowing  was  ultra  vires,  and  that  for  their  own  protection 
they  should  have  the  articles  amended  and  have  the  loans  ratified  by 
the  shareholders  in  general  meeting. 

Loans  and  Borrowed  Monies  {Partnership). — Subject  to  the  reserva- 
tions already  made,  and  to  the  circumstances  of  the  case  (which  preclude 
borrowing  on  debentures),  the  same  procedure  may  be  followed  as 
in  the  case  of  companies.  All  loan?,  whether  to  or  by  the  partnership, 
should  be  brought  to  the  notice  of  the  whole  of  the  partners,  and 
any  borrowing  or  lending  in  contravention  of  the  partnership  articles 
should  be  reported  to  them. 

Plant,  Machinery,  Boilers,  Engines,  Furniture,  and  Fittings,  and  such 
like. — By  reference  to  the  invoices,  see  that  the  amounts  debited  to 
these  accounts  are  legitimate  additions  to  fixed  capital,  and  not  simply 
repairs  ;  also  that  sufficient  provision  is  made  for  depreciation.  If 
the  provision  for  depreciation  be  sufficient,  repairs  and  renewals  are 
frequently  charged  to  capital.  Whether  this  is  justified  or  not  is  a 
question  of  fact  as  to  which  expert  and  independent  advice  can  usually 
be  obtained  from  the  officials  of  a  company  or  from  partners.  The 
usual  rates  of  depreciation  are  tabulated  in  various  books  on  Factory 
Accounts.  White  Paper  No.  Cd.  9134,  which  can  be  purchased  through 
any  bookseller,  also  contains  the  rates  of  depreciation  allowed  by  the 
Inland  Revenue  for  income-tax  purposes  in  a  number  of  industries, 
and  these  rates  may  be  taken  as  the  irreducible  minimum.  (These 
rates  will  be  included  in  this  series  of  articles  under  the  headings  of  the 
matters  to  which  they  relate.)  For  legal  reasons  arising  out  of  decisions 
in  respect  of  insurance  and  other  claims,  many  experts  favour  the 
practice  of  creating  a  reserve  for  depreciation  instead  of  actually 
writing  down  the  assets.  For  the  purpose  of  Income  Tax,  Excess 
Profits  Duty,  and  Corporation  Tax  computations,  as  the  rates  of 
depreciation  allowed  are  usually  less  than  the  rates  charged  in  com- 
mercial accounts,  the  raising  of  a  reserve  is  undoubtedly  the  more 
convenient  practice.    The  auditor  should  lose  no  opportunity  of  going 
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round  the  works  of  his  chents.  By  observation  and  comparison  he 
will  develop  a  sense  of  the  depreciation  applicable  to  a  particular 
case  which  neither  White  Papers,  books,  nor  programmes  can  convey. 
All  of  the  items  under  the  above  headings  should  be  carefully  sub- 
divided in  the  Ledgers  so  as  to  permit  of  a  close  comparison  year 
by  year,  as  well  as  a  careful  consideration  of  the  appropriate  deprecia- 
tion.   Some  auditors  take  a  certificate  in  the  following  form  : — 

"  I  certify  as  follows  : — 

1.  That  the  Plant,  Machinery,  Furniture,  Fittings,  Sec,  belonging 
to  the  company  and  included  as  assets  in  its  Balance  Sheet  of 

 ,  19....,    remained  in  its   possession  during  the 

 ending  ,  19 .... ,  and  were  in  its 

possession  at  the  latter  date  (trifling  sales  of  old  material  ''if  any) 
alone  excepted),  and  are  included  as  assets  in  the  Balance  Sheet 

of  ,  19....,  being  included  in  the  following 

items  : 

2.  That  the  amount  expended  during  the   

in  repairs  and  renewals,  which  has  been  charged  to  Revenue,  has 
sufficed  to  keep  the  said  plant,  Sec,  in  good  order  and  condition, 
and  that  the  amount  written  off  for  depreciation  is  in  my  opinion 
sufficient  for  the  purpose. 

3.  That  all  amounts  charged  as  additions  to  the  said  Plant,  &c., 

during  the  represent  real  additions  to  capital 

value,  as  opposed  to  expenditure  on  repairs  and  renewals. 

Signature  

Office  

Date  

Loose  Tools. — Stock  is  usually  taken  of  Loose  Tools,  and  a  considered 
valuation  made.  The  Ledger  Balance  should  be  compared  with  the 
valuation,  the  accuracy  of  which  should  be  certified  by  responsible 
officials.  In  some  cases  stock  is  not  taken,  depreciation  being  written 
off  the  Ledger  Accounts.  In  such  cases  reasonable  evidence  should 
be  procured  to  the  effect  that  the  rate  is  sufficient  and  in  accordance 
with  the  custom  of  the  trade. 

Drawings,  Patterns,  — The  unexhausted  value  of  these  items  is 
a  matter  for  expert  opinion.  The  sound  financial  policy,  and  one 
which  the  auditor  should  urge  upon  his  clients,  is  to  write  down  these 
assets  as  quickly  as  possible  to  a  low  figure.  The  auditor  should 
carefully  examine  the  "  building  up  "  of  these  accounts,  and  satisfy 
himself  that  it  is  on  a  reasonable  footing. 
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Trading  Stocks. 

Quantities. — The  auditor  does  not  take  stock,  and  depends  upon 
a  certificate  to  the  effect  that  the  quantities  have  been  carefully  and 
correctly  taken.  In  some  industries,  such  as  cocoa  companies,  a 
reliable  statement  may  be  available  or  prepared  of  the  stock  on  hand 
at  the  beginning  of  the  period,  the  quantities  bought  and  sold,  showing 
the  stock  which  should  be  in  hand  at  the  end  of  the  period,  and  a  rough 
agreement  with  the  Stock  Sheets  made  after  allowing  for  waste, 
shrinkage,  &c. 

Value. — The  accepted  official  formula  is  that  stocks  be  valued  at 
cost  or  market  price,  whichever  is  the  lower,  and  a  certificate  to  this 
jffect  should  be  obtained,  signed  by  responsible  persons.  The  formula 
no  doubt  implies  that  due  allowance  has  been  made  for  old,  damaged, 
or  depreciated  goods,  but  it  is  desirable  that  this  should  be  specifically 
stated  in  the  certificate. 

As  to  what  constitutes  true  cost  experts  differ.  In  one  otherwise 
very  practical  treatise  on  the  subject  traders  are  recommended  to 
include  Income  Tax  in  cost — a  suggestion  which  pre-supposes  more 
than  a  little  prevision  on  the  part  of  the  costs  clerk.  Whether  interest 
on  capital  should  be  included  in  cost  is  another  debatable  proposition. 
The  auditor  should  endeavour  to  satisfy  himself  that  the  principle 
adopted  is  reasonable  and  consistent  from  year  to  year.  What  market 
value  implies  is  also  an  engaging  question,  depending  upon  a  variety 
of  circumstances,  sometimes  simple,  but  more  often  complex.  Even 
market  quotations,  where  available^  are  not  conclusive  evidence, 
since  much  depends  upon  individual  capacity  in  handling  markets, 
and  upon  the  quantities  which  may  be  put  upon  the  market.  To 
adopt  the  market  value  on  a  particular  day  in  the  year  is  not,  therefore, 
necessarily  a  rational  principle.  The  sound  financial  policy  is  that 
stocks  be  written  down  freely,  a  conservative  estimate  made  both  of 
cost  and  market  value,  and  such  reserves  created  as  expert  judgment 
suggests.  It  is  sometimes  possible  to  compare  the  valuation  of  specific 
items  of  stores  and  raw  material  with  the  corresponding  invoices, 
or  to  compare  the  valuation  of  finished  stock  with  sales  made  at  about 
the  time  of  stocktaking,  and  so  to  obtain  a  key  to  the  principle  on 
which  the  valuation  has  been  made.  A  rough  and  ready  test  may 
be  applied  to  stocks  by  working  out  the  percentage  of  gross  profit  on 
sales  from  year  to  year.  If  the  percentage  be  found  to  vary  con- 
siderably, further  inquiries  should  be  made.  In  some  trades  the 
regular  practice  is  to  take  stock  a,t  market  value  less  a  discount,  in 
which  case  the  valua.tion  may  also  to  some  extent  be  tested.  There 
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aire  also  trades  in  which  certain  "  base  "  stocks  are  taken  at  a  constant 
value  from  year  to  year. 

In  the  main,  however,  the  auditor,  unless  he  specialises  in  a  particular 
manufacture  or  trade,  must  depend  upon  the  certified  statements  of 
those  who  are  engaged  in  the  manufacture  or  trade  and  can  gauge  the 
proper  valuation  to  be  placed  upon  the  stock,  and  the  recognised  practice 
is  for  the  auditor  to  accept  a  certificate  from  a  reliable  official  in  a 
form  similar  to  that  which  is  now  being  adopted  by  the  Income  Tax 
authorities.  It  may  be  advisable  that  the  certificate  shou  d  also  state 
that  the  stock  has  been  taken  on  the  same  basis  as  in  previous  years, 
and  that  all  goods  taken  into  stock  have  been  charged  as  purchases. 

Extensions,  Casts,  &c. 

The  working  out  and  checking  of  the  extensions  and  casts  should 
be  certified  by  those  who  are  responsible  for  the  work.  The  auditor 
will  exercise  his  own  discretion  as  to  checking  the  whole  or  part  of 
the  extensions  and  casts. 

Certificate  as  to  Stock. 

A  common  form  of  certificate  is  as  follows  : — 

"  I  hereby  certify  that  the  above  is  a  correct  list  of  the  stock 

as  at   ,  19. . . .,  amounting  in  value  tq/  , 

that  same  has  been  taken  at  cost  price  or  at  market  value,  if 
lower,  and  that  due  allowance  has  been  made  for  old,  damaged, 
and  depreciated  goods. 

Quantities  taken  by  

Prices  and  proper  allowances  fixed  by  

Honeying  out  and  additions  made  by  

Checked  by  

Finally  approved  by  

I  further  certify  that  the  said  stock-in-trade  was  the  property 
of  the  company  on  the  said  date  and  was  then  in  its  possession,, 
and  that  it  includes  no  plant,  machinery,  fixtures,  or  fittings. 

(General  Manager  or  other  responsible  official)." 

To  obviate  the  delays  and  inconvenience  of  a  yearly  stocktaking, 
the  quantities  of  stock  are  sometimes  taken  down  from  the  Stock 
Ledgers  at  the  close  of  the  year,  the  actual  stock  being  frequently 
compared  during  the  year  with  the  Stock  Ledger  records.  The 
periodical  comparison  should  be  made  by  responsible  persons  and  the 
Stock  Ledger  balances  agreed,  written  down,  and  certified  by  them 
at  reasonable  intervals. 
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The  working  of  the  income-tax  forms  such  an  important 
part  of  an  accountant's  duties  that  it  is  essential  that  students 
should  be  acquainted  with  the  fundamental  principles  of  the 
tax.  It  is  intended  in  this  series  of  articles,  specially 
written  by  the  Income-tax  Expert  of  The  Accountant,'^  to 
treat  the  subject  in  a  manner  intelligible  to  students,  and 
later,  to  work  up  to  the  higher  phases  of  the  subject. 

Schedule  D  {continued). 

Cessation. 

When  a  business  ceases,  the  law  provides  for  an  adjustment  of  the 
HabiUty  for  the  final  year  and  for  the  three  preceding  years.    This  is, 
however,  solely  at  the  option  of  the  taxpayer,  and  it  only  applies  when 
the  business  itself  has  ceased,  not  when  the  proprietor  has  himself 
ceased  to  carry  it  on,  thus  no  relief  is  given  when  the  business  is  sold. 
The  relief  is  divided  into  two  parts  : — 
{a)  for  the  year  of  cessation, 
(6)  for  the  three  preceding  years, 
and  a  taxpayer  may  take  either  or  both,  but  he  cannot  split  {b),  as  the 
claim  (b)  must  be  made  for  the  three  years  en  bloc  or  not  at  all. 

Adjustment  is  given  to  the  actual  profits  of  each  of  the  years.  Assume 
a  business  ceased  on  31st  December  1920,  and  that  the  profits  were 
as  follows  : — 


£ 

Year  to  31st  December  1914 

8,000 

I9I5 

10,000 

7,000 

I9I7 

6,000 

M 

I9I8  . 

4,000 

H 

1919 

2,000 

»  1920 

800 

The  assessments  would  be  : — 
iQiy-i8 

1914  ..  8,000 

1915  ..  10,000 

1916  ..  7,000 


3)25,000 

  •.  8,333 

jgi8-ig 

1915  . .  10,000 

1916  . .  7,000 

1917  . .  6,000 


3)23,000 

 ..  7,666 

jgig-20 

1916  . .  7,000 

1917  . .  6,000 

1918  . .  4,000 


3)17,000 

  5,666 
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ig20'2I 


1917  ..  6,000 

1918  ..  4,000 

1919  ..  2,000 


3)12,000 


4,000  —  ftb; 


The  relief  allowable  is  as  follows  :- 

ig20-2I 


As-essment  . .  £3,000 

Actual  Profits,  f  of  £800  =   600  £ 


2,400 


Three  preceding  years. 


Assessment     Actual  Profits 

£  £ 


1917-  18       8,333  ..  6,000 

1918-  19       7,666  ..  4,000 

1919-  20  ..  5,666  ..  2,000 

21,665  12,000 
12,000 


9,665 
Section  133, 

From  1914-15  to  1919-20  inclusive,  a  special  provision  was  introduced 
to  meet  the  case  of  falling  profits.  This  can  only  apply  after  the  end 
of  a  year  of  assessment,  and,  in  practice,  a  claim  is  admitted  if  made 
within  twelve  months  after  the  end  of  such  year,  so  that  it  is  still 
operative  during  1920  for  the  year  1919-20. 

The  principle  of  the  relief  is  that  the  assessment  may  be  reduced 
to  the  average  of  the  two  preceding  years  and  the  year  of  assessment, 
when  the  reduction  of  profits  is  directly  or  indirectly  due  to  the  war. 

The  following  example  shows  the  working  of  the  provision  : — 

Profits. 

£ 

Year  to  31st  December  1916      . .  4,000 
„      19 17      ..  3.500 
«/  »      1918      . .  3,000 

„  „      1919      . .  2,000 

The  1919-20  assessment  would  be  : — 

£ 

1916  . .  4,000 

1917  ..  3-500 

1918  ..  3,000 


3)10,500 


£3.500 


The  adjustment  would  be 


1917  . .  3,500 

1918  ..  3,000 

1919  ..  2,000 
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The  adjusted  profit  must  not  be  less  than  the  profits  of  the  year  of 
assessment,  so  that  when  the  adjusted  average  would  give  a  profi.t 
less  than  the  profit  of  the  year  of  assessment,  the  adjustment  is  made 
to  the  profit  of  the  year.    This  is  shown  as  follows  : — 

Profits. 

£ 

Year  to  31st  December  1916      ..  8,000 
»  H    1 917      ..  4,000 


1918  ..  1,000 

1919  ..  3,000 


The  adjusted  figure  would  be 


£ 

1917  ..  4,000 

1918  ..  1,000 

1919  . .  3,000 


3)8,000 


£-2,666 

The  adjustment  would,  therefore,  be  made  to  ;^3,ooo,  not  £2,666. 
Two  Businesses. 

If  a  trader  owns  two  distinct  businesses  he  is  separately  assessable 
on  each,  but  may  set  off  a  loss  on  one  against  a  profit  on  another. 
This  is  worked  as  follows  : — 

A.  Business  B.  Business 

£  £ 

1917  .,    Profits    ..    1,000    ..    Profits  ..  800 

1918  . .        „        . .      600    . .    Loss      . .  200 

1919  ..        „        ..    1,200    ..      „  ..1,500 


3)2,800  3)900  loss 


£933  £300  lost 

The  liability  is  thus  on  £g^^  —  £^00  =  £6^^. 

Loss  in  Business, 

If  a  loss  is  made  in  the  year  of  assessment  it  will,  in  the  normal 
course,  be  allowed  in  the  assessable  averages  for  the  three  subsequent 
years  of  assessment,  but  in  order  to  give  an  immediate  relief  a  taxpayer 
has  the  option  of  claiming  repayment  on  the  amount  of  the  loss.  It 
should  be  particularly  noted  that  this  provision  does  not  allow  an 
assessment  to  be  discharged  when  it  exceeds  the  amount  of  the  loss. 
Assume  the  profits  and  losses  were  as  follows  : — 

£ 

Year  to  31st  December  1916     . .    2,000  profit 
„  „      igi7     . .    6,000  „ 

„  „      1918     ..    4,000  „ 

„  „      1919     . .    1,000  loss 

H  ,<      1920     . .    2,000  ,, 

„  „      1921     . .    4,000  „ 

The  1919-20  assessment  would  be  : — 

£ 

1916  ..  2,000 

1917  . .  6,000 

1918  ..  4,000 
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Now,  the  ;^i,ooo  loss  could  be  repaid  against  the  tax  paid  on  the 
£/\,ooo,  in  which  case  the  loss  does  not  come  into  subsequent  averages, 
or  it  may  be  allowed  in  the  next  three  years  in  the  ordinary  averages. 
The  position  is  shown  by  the  following  : — 


igig-20. 

ig20-2I. 


ig21'22. 


ig22'23. 


igig-20. 

ig20'2I. 


jg21'22. 


Normal  Assessments. 


(Above)    4,000 


£  £ 

1Q17  6, coo 

1918  4,000 

1919   1, 000  loss 

10,000 
1,000 


3)9,000 

  3,000 


1918  4,000 

1919   1,000  loss 

1920  2,000 


6,000 
1,000 


3)5,000 

  1,666  10 


1919   1,000  loss 

1920  2,000 

1921  4,000 


6,000 
1,000 


3)5,000 


1,666  10 
£10,333  0 


By  Claim  for  Loss. 


£4,000  -  £1,000         ..  3,000 


£ 

1917  6,000 

1918  4,000 

1919  nil 


3)10,000 


1918  4,000 

1919  nil 

1920  2,000 


3,333 


3)6,000 


165 


The  Accountants*  Journal. 


ig22-23. 


I9I9 
1920 
I92I 


nil 
2,000 
4,oco 


3)6,000 


2,000 


£10,333 


It  is  thus  seen  that  the  aggregate  assessments  are  the  same  in  either 
case,  but  the  claim  for  the  loss  gives  an  immediate  rehef.  If,  however, 
the  rate  of  tax  varies,  the  position  is  altered,  as  an  increase  in  the  rate 
in  the  subsequent  three  years  would  favour  the  allowance  of  the  loss 
in  the  averages  as  shown  below,  assuming  the  rate  in  the  £  to  be  6s. 
for  1919-20  and  1920-21,  and  7s.  for  1021-22  and  1922-23  : — 


L  naci  i^iam: 


Undci  Cldin: 


Without  Claim 


1919-  20 

1920-  21 

1921-  22 

1922-  23 


3,oco  at  6/-  =  900   0  o 

3>333     6/-  =  999  18  o 

2,000  „  7/-  =  700   o  o 

2, coo    „  7/-  =»  700     O  O 


£    s  £  s  d 

4,000   0  at  6/-  =  1,200  o  o 

^,000   0  „  6/-  =    900  0  o 

1,666  10  „  71-  =    583  5  6 

1, 56-5  :o  „  7/-  =    583  5  G 


£3,209  18  0 


£3,266  II  0 
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The  Control  of  National  Expenditure. 

The  country  is  getting  alarmed,  and  rightly  alarmed,  about  the 
growth  of  public  expenditure,  and  at  the  burden  of  taxation  which 
falls  on  trade  and  is  subsequently  borne  by  the  consumer,  either  at 
home  or  abroad ;  and  some  of  the  m.ore  far-seeing  critics  realise  that 
once  the  present  boom  is  over  the  financial  and  trade  position  may  be 
very  precarious. 

The  Press  is  constantly  urging  that  the  Treasury  must  regain  its 
control  of  the  spending  departments,  but  how  this  check  is  to  be 
exercised  is  never  suggested. 

Now,  although  we  have  no  inconsiderable  admiration  of  the  ability 
of  many  of  the  Treasury  officials,  who,  in  the  majority  of  cases,  are 
without  doubt  exceedingly  able  men,  we  cannot  overlook  the  fact 
that  these  officials,  the  cream  of  the  Civil  Service,  have  generally  little 
knowledge  of  ordinary  business  methods,  and  work  very  largely  on 
precedent. 

If  a  matter,  involving  expenditure,  be  referred  to  the  Treasury  for 
approval,  it  depends  very  much  on  the  way  the  case  is  presented 
whether  sanction  will  be  given.  In  an  ex  farte  application  of  this 
character  it  is  possible  so  to  represent,  or  rather  mis-represent,  the 
facts  that  approval  is  given  which  otherwise  might  be  withheld. 

We  also  have  not  much  confidence  in  the  various  Committees 
appointed  by  the  House  of  Commons  to  review  the  expenditure  of  the 
great  spending  departments. 

Individually,  the  members  of  these  Committees  endeavour  to  track 
down  cases  of  waste  and  extravagance,  but  it  is  impossible  for  them 
to  get  the  right  perspective  at  the  few  meetings  at  which  evidence  is 
given  by  a  small  number  of  officials,  none  too  anxious  to  prepare  a 
rod  for  his  own  back. 

It  must  not  be  imagined  that  we  suggest  for  one  mom.ent  that  these 
Civil  Servants  wilfully  try  to  deceive  the  Committees  but  it  is  an  un- 
written law  in  the  Civil  Service  that  the  officials  shall  protect  their 
Minister  to  the  best  of  their  ability ;  and  although  they  may  disagree 
with  him,  they  will  nevertheless  do  all  in  their  power  to  save  him. 
from  criticism,  either  in  Parliament  or  outside. 

It  is  a  fine  tradition,  one  which  undoubtedly  is  a  great  source  of 
strength  to  a  Minister,  but  although  we  respect  these  men  for  their 
loyalty,  we  are  not  altogether  certain  whether  if  they  would  adopt  a 
more  critical  attitude  it  would  not  be  better  for  the  country. 

Nor  can  the  Minister  himself  be  expected  to  exercise  any  tight 
control  on  Expenditure. 
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It  is  his  primary  function  to  direct  the  general  policy,  and  in  so 
far  as  such  policy  involves  expenditure  he  is,  of  course,  responsible, 
but  otherwise  he  can  only  deal  with  matters  which  are  directly  referred 
to  him  for  decision. 

The  duties  of  a  Minister  to-day  are  no  sinecure,  and  his  time,  apart 
from  his  duties  in  the  House,  is  fully  occupied  with  conferences, 
deputations  and  meetings  with  his  head  officials.  Yet  the  Minister 
has  to  shoulder  the  blame  if  anything  goes  wrong. 

What  is  the  alternative  which  we  recommend  ? 

We  would  appoint  an  independent  Finance  Committee  in  every 
Government  Department,  comprised  of  outside  financial  and  com- 
mercial men  (who,  if  necessary,  should  be  paid  for  their  services)  with 
the  Financial  Secretary  to  the  Committee  as  Chairman,  and  the 
Accounting  Officer,  who  should  be  a  direct  representative  of  the  Trea- 
sury, as  an  ex  o-fjicio  member. 

This  Committee,  through  the  Financial  Secretary,  would  be 
answerable  to  the  House  of  Commons  for  all  expenditure,  and  it 
would  be  their  duty  to  examine  all  schemes  involving  expenditure, 
approve  estimates,  scrutinise  monthly  returns  of  expenditure,  and 
generally  control  the  financial  side  of  the  department.  In  case  of  dis- 
agreement between  the  Minister  and  the  Committee  on  any  important 
matter,  reference  would  be  made  to  the  Cabinet  for  decision. 

In  each  department  we  should  also  require  a  section  of  the 
Comptroller  and  Auditor  General  to  carry  on  a  continuous  audit,  and 
to  submit  a  monthly  report  to  the  Finance  Committee,  so  that  any 
cases  of  waste  and  extravagance  could  be  dealt  with  at  once  instead 
of  reviewed,  as  at  present,  perhaps  two  years  afterwards,  when  the 
Report  of  the  Comptroller  and  Auditor  General  is  considered  by  the 
Public  Accounts  Committee. 

In  practice,  the  Internal  Audit  Section,  attached  to  the  Exchequer 
and  Audit  Department,  would  be  the  means  of  bringing  to  the  notice 
of  the  Finance  Committee  matters  which  required  further  investiga- 
tion and  action. 

In  some  directions  the  check  exercised  to  prevent  loss  or  fraud  is 
most  minute — in  fact,  in  some  cases,  it  would  be  far  more  economical 
to  exercise  less  check  and  run  the  ordinary  business  risk.  The  diffi- 
culty is  that  the  majority  of  officials  fear  to  accept  responsibility  in 
case  their  action  may  be  criticised  adversely,  as  in  that  event  they  are 
liable  to  censure  if  they  have  failed  to  observe  the  regulations  laid 
down. 

We  would  also  like  to  see  some  scheme  introduced  whereby  the 
ranks  of  Civil  Servants  could  be  strengthened  from  time  to  time  by 
the  inclusion  of  outside  men  with  commercial  training. 
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It  should  likewise  be  possible  to  effect  some  arrangement  whereby 
men  under  thirty  should  be  granted  five  years'  leave,  without  pay,  to 
gain  outside  experience,  with  the  understanding  that  at  the  end  of 
that  period  they  should  be  reinstated  if  they  desired,  without  loss  of 
promotion  or  pension,  and  if  they  justified  a  higher  position  as  the 
result  of  their  increased  experience,  they  should  be  given  the 
opportunity. 

The  great  fault  of  Government  administration  is  that  the  men 
occupying  responsible  positions  are  not  paid  salaries  compatible  with 
commercial  salaries. 

The  cheapest  man  in  a  large  Limited  Company  is  the  man  drawing 
;£5,ooo  or  ;£i 0,000  a  year.  The  Directors  realise  that  to  put  a 
;£i,ooo  man  in  his  position  would  spell  disaster  to  the  concern.  The 
Government  considers  that  a  particular  post  is  worth  ;£i,ooo  a  year 
because  from  time  immemorial  the  salary  attached  to  such  post  has 
been  ;£i,ooo  a  year,  with  the  result  that  the  best  men  are  not  secured, 
and  waste,  extravagance  and  incompetent  management  is  the  result. 

It  is  not  how  much  any  individual  costs  in  salary,  but  how  much 
the  administration  of  the  department  as  a  whole  costs,  which  really 
matters,  and  we  should  give  the  Finance  Committee  very  wide  powers 
in  this  direction. 

We  need  not  touch  here  on  the  system  of  Government  Accounting 
to  be  adopted. 

With  real  live  financial  control  that  would  follow  as  a  matter  of 
course,  as  without  proper  statistics  and  proper  accounting  returns  it 
would  be  impracticable  to  effect  any  real  control. 

We  make  no  apology  for  dealing  with  this  question  in  the  Journal. 
It  is  one  which  affects  every  business  man  to-day,  and  one  which 
should  receive  consideration  on  the  part  of  those  with  practical 
experience  of  how  financial  control  can  best  be  exercised. 

The  traditions  of  the  past  should  be  forgotten,  and  the  subject 
considered  de  novo.  There  is  no  reason,  except  that  of  custom,  why 
the  control  of  a  Government  Department  should  not  be  exercised  in 
the  same  way  as  in  a  large  Limited  Company,  and  although  we  have 
only  sketched  very  crudely  the  outlines  of  the  scheme  we  should  adopt, 
we  believe  in  this  direction  lies  the  solution. 

Control  of  expenditure  consists  not  in  checking  in  detail,  expenditure 
which  is  proper,  to  avoid  loss  of  pence;  but  in  preventing  waste, 
extravagance,  and  expenditure,  whether  of  money  or  time,  that  is 
unnecessary. 

The  goal  to  be  reached  is  "  Efficiency — at  the  least  possible  total 
cost.'' 
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An  Alternative  to  the  E.P.D. 

The  following  suggestion  as  an  alternative  to  Excess  Profits  Duty- 
was  recently  made  to  us,  and  we  should  like  to  have  the  opinion  of 
our  readers  as  to  the  feasibility  of  the  idea. 

It  is  pointed  out  that  the  incidence  of  Excess  Profits  Duty  only 
takes  money  out  of  one  pocket  and  puts  it  into  another,  and  that  what 
is  really  required  is  some  scheme  which  will  reduce  the  amount  of  our 
indebtedness  abroad  or  convert  such  indebtedness  into  a  loan  payable 
over  a  fixed  period  out  of  future  earnings. 

It  is,  therefore,  proposed  that  a  levy  be  made  on  every  trading 
undertaking,  with  a  capital  exceeding  /5,ooo,  of  lo  per  cent,  on  such 
capital,  the  levy  being  satisfied  by  the  issue  of  ten-year  notes  carrying 
interest  at  7  per  cent,  and  repayable  b}'-  annual  instalments.  It  is 
suggested  that  negotiations  be  entered  into  with  certain  foreign  trust 
companies  to  acquire  these  notes  at  a  discount,  the  instalments  of 
capital  and  interest  being  collected  through  agents  here. 

"^Ar'such  instalments  would  be  a  debt  recoverable  in  the  English 
Courts,  the  security  offered  would  be  a  good  one  and  preferable  to  an 
issue  of  a  block  of  shares,  as  suggested  in  the  Press  some  time  ago 
by  a  prominent  financier. 

Further,  the  instalments  would  be  payable  out  of  profits,  and  conse- 
quently would  not  cripple  industry  as  a  capital  levy  payable  immediately 
would  do. 

Apart  from  a  restriction  forbidding  concerns  from  giving  any  fresh 
charge  on  their  assets  except  subject  to  the  note  issue,  the  freedom  of 
companies  to  deal  with  their  property  as  they  wished  would  not  be 
affected. 

The  scheme  certainly  seems  to  be  worth  consideration,  even  if 
ultimately  it  should  be  found  impracticable. 

E.P.D.  as  part  of  Cost  of  Production. 

We  do  not  know  whether  our  readers  noticed  that  in  the  discussion 
on  the  Profiteering  (Amendment)  Act,  Sir  Robert  Home  stated  that 
Excess  Profits  Duty  can  be  treated  as  part  of  the  cost  of  production. 

In  the  course  of  his  speech  he  said  : — 

I  gave  my  own  opinion  that  these  particular  items  were  probably 
chargeable  against  the  business  before  you  came  to  assess  the  profits.  I 
am  glad  to  find  that  what  I  suppo^sed  ought  to  be  the  law  upon  the 
matter  has  been  declared  to  be  the  law  by  the  Court  of  Appeal.  I  find 
that  the  Court  of  Appeal  laid  it  down  that 

"  Excess  Profits  Duty  is  a  sum  of  money  which  has  to  be  paid  to  a  third 
person  as  a  debt  of  the  company,  and  is  therefore  an  outgoing  which 
has  to  be  paid  before  it  can  be  ascertained  what  are  the  profits  distri- 
butable." 
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It  is  perfectly  plain  in  law  that  Excess  Profits  Duty  is  of  an  abnormal 
character  and  is  a  duty  with  which  the  company  is  charged  before  you 
arrive  at  what  are  the  profits.  Similarly,  the  Corporation  Tax  is  of 
the  same  character  as  the  Excess  Profits  Duty  and  not  like  income-tax. 
I  propose  that  the  committees  which  are  dealing  with  profiteering 
throughout  the  country  shall  be  instructed  in  accordance  with  these 
views. 

As  traders  can  charge  the  same  percentage  rate  of  profit  (not  rate  per 
unit)  as  earned  before  the  war,  they  will  presumably  be  able  to  take 
a  profit  on  both  Excess  Profits  Duty  and  Corporation  Duty,  the  burden 
of  which  will  be  borne  by  the  consumer. 

Some  more  qualified  accountants  are  evidently  needed  in  the  House 
of  Commons  ! 

The  Standardisation  of  Accounts. 

Now  that  the  war  is  over  and  the  arrears  of  work  are  gradually  being 
cleared  off,  accountants  should  have  more  time  to  devote  to  academic 
questions  which  nevertheless  often  have  a  very  practical  bearing. 

One  of  such  points  is  the  possibility  of  laying  down  standardised 
forms  of  final  accounts  for  various  classes  of  concerns. 

It  is  becoming  more  and  more  the  practice  for  Trade  Associations 
to  collect  statistics  for  comparative  purposes,  and  very  frequently  the 
object  in  view  is  rendered  almost  impracticable  by  the  difference  in 
the  classification  of  expenditure  and  presentation  of  the  Balance 
Sheet  figures  existing  in  the  various  concerns. 

It  seems  to  us,  therefore,  that  the  Institute  of  Chartered  Accountants, 
Society  of  Accountants  and  Auditors,  and  the  Chartered  Institute  of 
Secretaries  might  jointly  draw  up  standardised  forms  of  accounts  for 
various  types  of  concern,  with  schedules  showing  the  class  of  expenditure 
to  be  included  under  each  heading. 

Co-operation  with  the  respective  Trade  Associations  would  also  be 
desirable. 

This  work,  if  carried  out,  would  be  of  inestimable  value  to  the  trades 
concerned,  and  also  to  financiers  and  members  of  the  Stock  Exchange. 

We  suggest  that  at  the  next  autumnal  meeting  of  the  Institute  some 
member  should  read  a  paper  on  the  subject  so  as  to  provoke  discussion. 

Prize  Competition. 

We  propose  in  next  month's  issue  to  inaugurate  a  series  of  competi- 
tions open  to  subscribers  to  the  Journal,  which  will  take  the  form  of 
Essays,  Problems,  &c.,  on  subjects  of  vital  interest  and  importance  to 
every  student,  and  valuable  prizes  will  be  offered  to  successful 
competitors. 

Competitors  will  be  classified  into  two  grades  : — 
{a)  Intermediate. 
{h)  Final. 

{a)  Entrants  being  confined  to  those  who  are  studying  for  the 
Intermediate  Examination. 

{b)  Those  studying  for  the  Final  Examination  of  any  Accountancy 
body. 
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Rules  for  Competitions. 

(i)  Competitors  must  write  only  on  one  side  of  foolscap  paper. 
Assays  must  not  exceed  ten  pages  of  foolscap.  (2)  A  7ioni  de  plume 
must  be  used — the  competitor's  full  name  and  address  being  enclosed 
in  a  sealed  envelope.  (3)  All  matter  submitted  must  be  original  and 
the  unaided  work  of  the  competitor.  (4)  Essays,  &c.,  to  reach  the 
editor  not  later  than  the  15th  of  the  month  and  to  be  marked  in  left- 
hand  corner  of  the  envelope  with  competition  number.  (5)  The  editor 
retains  the  right  to  use  or  publish  any  of  the  matter  submitted  for 
competition.  (6)  The  decision  of  the  editor  upon  any  competition 
to  be  final. 

The  subjects  for  Competition  No.  i,  for  August,  are  : — 

ia)  Ijitermediate. — "  The  best  System  of  Recording  and  Paying 
Wages  with  a  view  to  Costing." 

[b)  Final. — "  A  System  of  Bookkeeping  from  Original  Documents." 
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Arrangements  have  been  made  to  reply  to  Income  Tax  and  Excess 
Profits  Duty  Queries  by  post,  but  only  to  actual  subscribers.  The  replies 
will  be  published  in  the  "Journal  "  under  noms  de  plume.  A  stamped 
addressed  envelope  should  be  enclosed. 

Repayment  of  Excess  Profits  Duty. 

The  increase  of  the  Excess  Profits  Duty  to  60  per  cent,  has  an  attrac- 
tive side  to  the  trader  who  is  now  suffering  deficiencies  as  the  allowance 
for  deficiencies  has  to  be  made  at  the  rate  operative  when  the  deficiency 
is  incurred,  and  the  amount  of  the  deficiency,  calculated  at  that  rate, 
is  then  repaid  against  Duty  paid  in  respect  of  prior  accounting  periods. 
The  repayment  is  not  of  a  deficiency  below  the  standard  against  a  prior 
excess  over  the  standard,  but  of  the  percentage  of  the  deficiency  against 
the  prior  Duty.  If  e.g.  a  trader  made  his  first  excess  of,  say,  /5,ooo 
in  the  accounting  period  to  31st  December  1919  and  made  a  deficiency 
of  ;^5,ooo  in  the  accounting  period  to  31st  December  1920,  he  would. 
have  paid  for  19 19  on  ;^5,ooo  at  40  per  cent.  =  ;^2,ooo,  and  for  1920 
his  deficiency  would  be  ;^5,ooo  at  60  per  cent.  =  ;^3,ooo,  so 
that  the  whole  of  the  Duty  paid  for  1919  would  be  repaid  and  there 
would  still  be  a  balance  of  ^1,000  to  carry  forward  against  subsequent 
liability,  even  though  the  profits  of  the  two  accounting  periods  had 
not  been  less  than  two  years'  standards. 

Repayment  is  made  against  Duty  of  prior  periods  in  chronological 
order,  but  this  does  not  affect  the  amount  of  repayment. 

Assume  a  pre-war  standard  of  ;^io,ooo  and  the  following  profits  : — 

Year  to  31st  December  1914      ..       ..  12,000 


1915 
1916 
1917 
1918 
1919 
1920 


The  Liabilities  would  be  : — 


1914  

Less  Pre-war  Standard 


. .  12,000 
..  10,000 

50%)  2,000 


15,000 
16,000 
20,000 
18,000 
8,000 
4,000 


1,000 


1915  

Less  Pre-war  Standard 


15,000 
10,000 


60%)  5,000 


1916  16,000 

Less  Pre-war  Standard  ..      ..  10,000 


1917  

Less  Pre-war  Standard  . . 


20,000 
10,000 


3,000 


60%)  6,000  3,600 


1918  

Less  Pre-war  Standard  . . 


80%)  10,000 


10,000 
10,000 


80%)  8,000 


6,400 
£22,000 
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The  Deficiencies  are  : — 

£ 

1919  S.ooo 

Less  Pre-war  Standard    . .       . .  10,000 


40%)  2,000 

  800 

1920  4,000 

Less  Pre-war  Standard    . .       , ,  ic,ooo 

60%)  6,000 

  3.600 

£4,400 

These  deficiencies  would  be  repaid  against  the  duties  paid  for  19 14, 
1915,  and  1916. 

The  net  Dut}^  paid  would  thus  be  ^22,000  —  ;^4,400  =  /i7,6oo 
on  a  net  excess  of  : — 

£ 

1914    . ,  2,000 

1915    5.000 

1916   6,000 

1917   lO.OCO 

1918   8,000 


£  31.000 
Less  Deficiencies — 1919     . .       . .  2,000 
1920     . .       . .  6,000 

  8,000 

£23,000 


Farm  Accounts. 

It  is  asked  by  "  Farmers  "  if  the  tithe  rent  charge  in  Ireland  is 
correctly  added  back  in  arriving  at  the  profits  of  a  farmer.  The  Schedule 
A  is  allowed.  Two  of  the  clients  farm  largely  and  occupy  separate 
dwelling-houses,  and  it  is  inquired  if  a  proportion  of  the  annual  value 
of  the  residence  can  be  deducted  on  the  ground  that  a  farmer  must 
have  a  residence. 

If  the  Schedule  A  assessment  on  the  farm  is  allowed  in  arriving  at 
the  profit,  the  rent  paid  is  added  back.  The  allowance  of  the  net 
Schedule  A  is  to  avoid  the  double  assessment  which  would  arise  by 
the  tax  having  already  been  paid  under  Schedule  A.  The  rent  paid 
is  added  back,  because  tax  on  the  rent  is  retained  by  the  farmer.  The 
position  of  Tithe  Rent  Charge  is  the  same  if  it  is  paid  under  deduction 
of  tax.  The  farmer  thus  suffers  no  tax  by  the  adding  back  of  the  Tithe 
Rent  Charge.  No  deduction  in  respect  of  a  residence  not  used  for 
farming  purposes  can  be  made.  The  keeping  of  a  residence  is  a  spending 
of  profits,  not  earning. 

To  claim  assessment  under  Schedule  D  on  the  three  years'  average, 
it  is  necessary  to  give  notice  before  5th  June.  Rule  5  to  Schedule  B 
provides  that,  on  a  claim  being  made  to  be  assessed  under  Schedule 
D,  "  the  charge  upon  him  for  that  year  shall  be  under  Schedule  D," 
and  the  profits  "  shall  for  all  purposes  "  be  deemed  to  be  profits  charge- 
able under  Schedule  D.    Rule  6  provides  that,  if  the  profits  of  the  year 
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of  assessment  are  less  than  the  assessable  value  under  Schedule  B,  the 
actual  income  may  be  taken,  but  there  is  no  power  to  revert  to  the 
Schedule  B  value  of  double  rent. 

War  Bonus. 

"  M.  of  M."  asks  if  a  civil  service  war  bonus  is  assessable  to  income- 
tax  and  if  the  three  years'  average  applies.  It  is  also  inquired  if  pay- 
ments for  retention  of  rooms  by  a  travelling  auditor  who  is  unable  to 
return  each  night  are  allowable  under  Schedule  D. 

The  war  bonus  is  assessable,  as  it  is  part  of  the  remuneration  for  the 
services,  being,  in  reality,  additional  salary,  and  chargeable  exactly 
as  if  it  were  salary,  i.e.  on  the  basis  of  the  year  of  assessment. 

The  payments  for  retention  of  rooms  should  be  allowed,  and,  rather, 
the  payments  for  the  substituted  rooms  should  be  allowed,  assuming 
that  both  the  pa^^ments  are  made  by  the  auditor.  The  payments  for 
the  substituted  rooms  are  necessarily  and  solely  incurred  for  the 
purpose  of  performing  the  work  from  which  the  profits  are  received. 
The  sum  is  thus  "  wholly  and  exclusively  "  laid  out  for  the  purpose 
of  the  business  within  the  rules  of  Schedule  D. 

Deduction  of  Tax  from  Rent. 

It  has  now  been  held  in  the  Court  of  Appeal  that,  if  tax  is  not  deducted 
from  the  next  payment  of  rent  made  after  payment  of  the  tax,  the 
tenant  has  no  further  right  of  deduction. 

Directors'  Remuneration. 

The  Excess  Profits  Duty  practice  is  to  disallow  increases  of 
remuneration  of  directors,  managers,  and  other  persons  concerned  in 
the  management  of  the  business,  and  it  is  governed  by  the  following 
rules  : — 

{a)  If  the  recipients  have  a  substantial  shareholding,  the  whole  of 
the  increase  is  disallowed. 

(b)  If  the  recipients  have  not  a  substantial  shareholding,  ;^2,ooo 
of  the  excess  is  allowed  and  the  balance  disallowed. 

Section  49  {2)  of  the  19 16  Act  provides  that,  when  the  excess 
remuneration  has  been  disallowed,  the  Duty  paid  on  such  excess  may 
be  recovered  from  the  director  or  manager  or  person  concerned  in  the 
management.  If  this  recovery  is  made,  the  deduction  of  Excess  Profits 
Duty  for  income-tax  purposes  is  reduced  accordingly  as  regards  the 
employer  and  the  allowance  given  to  the  employee. 

The  object  of  the  disallowance  of  the  increased  remuneration  is  to 
avoid  the  inconsistency  which  would  otherwise  attach  owing  to  the 
disallowance  of  all  remuneration  of  partners.  If  the  pre-war  standard 
is  a  capital  percentage  and  the  directors  have  a  controlling  interest, 
the  Revenue  is  empowered,  by  Section  49  (i)  of  the  19 16  Act,  to  treat 
the  company  as  if  it  were  a  firm  when  all  the  remuneration  of  the 
directors  is  added  back  but  the  capital  percentage  is  increased  to 
that  of  a  firm. 

Section  49  (2)  is  not  obligatory  on  a  company,  but  permissive,  so 
that  in  many  cases  the  company  does  not  make  any  recovery. 


Queries  and  Replies. 

{Correspondents  who  wish  to  make  use  of  this  column  are  requested  to 
write  their  queries  on  one  side  of  the  paper  only  and  to  be  as  brief  as 
possible.  There  is  no  need  to  enclose  a  covering  letter  if  the  communica- 
tion is  headed  Accountants'  Journal,  Queries  and  Replies  column," 
and  signed  at  the  end  with  the  name  and  address  of  the  sender,  which 
will  not  be  published  if  the  query  is  signed  with  a  nom  de  plume.) 

Subscription  Library. 

/  shall  be  grateful  if  you  could  inform  me  as  to  whether  there  is  any 
subscription  library  for  accountants  other  than  that  of  the  Students' 
Society,  and  also  if  you  could  advise  me  as  to  the  best  books  on  the  following 
subjects,  viz.  Eco7iomics,  Statistics,  Finance,  and  Actuarial  Science. — 
T.  Y.  W. 

So  far  as  we  are  aware  there  is  no  Subscription  Library  for  account- 
ants, although  we  beUeve  Messrs.  Gibson  &  Weldon — the  well-known 
law  coaches — issue  law  books  to  students  on  library  subscription 
terms. 

With  regard  to  text-books  on  the  subjects  mentioned,  there  is  a 
useful  httle  work  by  Mr.  A.  Crew  on  "  Elementary  Economics  "  we 
can  recommend. 

The  student  should,  however,  also  read  Adam  Smith  and  John 
Stuart  jNIill's  works.  With  reference  to  the  other  subjects,  we  need 
more  information  of  the  particular  requirements  of  "T.  Y.  W."  before 
we  can  recommend  any  books  to  him. 

The  subjects  of  '  Statistics  "  and  "  Finance  "  cover  a  large  field. 

Brew^ery  Prices  and  Net  Profits. 

With  reference  to  my  query  on  pages  118-119  of  the  June  number, 
the  pronouncement  I  want  is  on  the  question  of  method  in  pricing 
any  article  in  any  business.  My  contention  is  that,  if  there  are  articles 
for  sale  [whether  manufactured  or  purchased  does  not  affect  the  question) 
to  be  priced,  and  the  necessary  gross  profit  which  it  is  desired  to  place  on 
each  article  in  order  that  there  may  be  a  net  profit  has  been  ascertained, 
the  method  employed  should  be  ad  valorem.  The  examples  given  on  page 
118  are  so  priced  that  the  first  beer  yields  a  gross  profit  a/  32  per  cent.,  and 
the  second  beer  a  gross  profit  of  just  under  27  per  cent  By  the  figures 
shown  on  this  page,  it  would  appear  that  the  first  beer  is  of  little  value 
as  a  profit-earning  article,  and  the  second  beer  is  of  much  greater 
value  and  is  the  better  of  the  two.  I  am  trying  to  prove  that  this  is  not  so, 
and  that  the  opposite  is  the  case. 

As  to  the  question  of  oncost,  the  difference  between  the  two  beers  can  be 
clearly  defined,  for  whereas  the  first  beer  would  generally  go  out  in  one  vessel. 
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viz.  a  barrel,  the  second,  as  regards  a  very  large  quantity  of  it,  goes  out 
in  half-pint  bottles,  and,  therefore,  in  something  like  600  vessels,  instead 
of  one.  To  divide,  therefore,  a  certain  total  of  expenses  equally  between  a 
certain  number  of  barrels,  which  in  their  delivery  costs  are  so  diverse  as  is 
shown  here,  is  unsound.  And  my  contention  is,  further,  that  to  speak 
of  barrels  in  the  brewery  business  as  units  is  to  use  a  most  misleading 
term,  except  when  it  is  used  in  a  very  rough  sense. — R.  W.  C. 

In  reply  to  "  R.  W.  C,"  it  would  certainly  appear  that  in  the  case 
quoted  the  method  adopted  to  allocate  the  oncost  between  the  "  bottled 
beer  "  and  "  draught  beer  "  is  incorrect. 

The  mistake  is  due  to  the  attempt  to  treat  two  different  units  as  the 
same  when  actually  they  are  not  comparable  except  after  adjustment. 

The  quantity  of  beer  in  t8  dozen  half -pint  bottles  may  be  the  same 
as  in  a  36  gallon  cask,  but  in  addition  to  the  extra  cost  of  bottles,  labels, 
and  labour  in  bottling,  the  general  overhead  charges  will  be  higher. 

The  proper  method  to  adopt  is  to  apportion  the  actual  charges 
between  the  two  departments  in  accordance  with  the  facts,  and  then 
to  calculate  the  rate  per  unit  for  each  ;  if  this  be  done  there  is  no 
reason  why  the  barrel  should  not  be  taken  as  the  unit,  as  it  forms  the 
easiest  unit  of  comparison. 

Of  course,  up  to  a  certain  point  the  oncost  per  unit  will  be  the  same, 
and  apportionment  only  becomes  necessary  as  and  when  the  process 
of  bottling  commences. 

If  the  work  is  carried  out  simultaneously  in  the  same  premises,  the 
allocation  can  be  made  in  certain  fixed  proportions  ascertained  by 
investigation  and  test. 

To  divide  the  expenses  on  an  ad  valorem  basis  on  selling  price 
presupposes  that  the  same  rate  of  net  profit  is  made  on  each,  which 
probably  is  not  a  fact  and  which  it  is  the  object  of  the  Cost  Accounts 
to  ascertain. 
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INCOME  TAX,  1920-21.  Returns  for  Assessment,  Schedule  D.  A  reprint 
of  the  oflacial  forms  Nos.  i  and  11.  Prices,  post  free,  per  cop}-  4^d., 
per  dozen  4s.,  per  50  13s.  6d.,  per  50  bound  14s.  6d.,  per  100  25s.  6d., 
tx)und  26s.  6d.  These  forms  are  foolscap  size,  6  pages,  and  printed  on 
good  quality  paper.  They  will  be  found  most  useful  to  accountants  and 
others  for  keeping  complete  copies  of  returns  made.  Extra  pages  are  pro- 
vided for  Notes,  Particulars  of  Assessment,  Average  Depreciation,  Appor- 
tionment of  Tax  between  partners,  &c.  &c. 

CHITTY'S  ANNUAL  STATUTES.  Vol.  20.  Part  I.  Containing  Statute  , 
of  practical  utility  passed  in  1919  with  incorporated  enactments  and 
selected  Statutory  Rules.  By  W.  H.  Aggs,  M.A.,  LL.M.  10x6,  xi-1- 
607  pp.  21S.  n.  This  volume  contains  the  principal  legislation  of  the 
period  of  transition  from  war  to  peace.  The  laws  affecting  landlords  and 
tenants  are  grouped  together,  and  Mr.  Aggs'  notes  are  careful  and 
complete. 

BUTTERWORTH'S  WORKMEN'S  COMPENSATION  CASES.  Vol. 
XII.  Edited  by  his  Honour  Judge  Ruegg,  K.C,  Douglas  Knocker, 
Barrister-at-Law,  and  Edgar  T.  Dale,  Barrister-at-Law.  x  52, 
xxv-f497  pp.  i8s.  6d.  n.  Contains  reports  of  every  case  heard  in  the 
House  of  Lords  and  Court  of  Appeal,  England,  and  selected  Scotch  and 
Irish  cases  decided  during  the  period  December  1918  to  January  1920. 
This  is  the  12th  volume  of  a  very  useful  series. 

THE  WINDING-UP  OF  COMPANIES  IN  IRELAND.  By  S.  B.  Quin, 
F.C.A.,  and  H.  Quin.  7^  x4!,  182  pp.  los.  6d.  n.  A  useful  handbook  for 
students  and  all  who  have  to  deal  with  the  winding-up  of  companies  in 
Ireland. 

ELEMENTARY  ALGEBRA.    Part  I.    By  C.  V.  Durell,  M.A.,  and  G.  W. 

Palmer,  M.A.    73x45,  xvi  +  256  pp.    With  answers  to  questions  where 

intermediate  work  is  required.    3s.  6d.    With  introduction  and  complete 

set  of  answers,  4s.  6d. 
BUSINESS  ARITHMETIC.    First  Year  Course.    By  Charles  Pendleburv 

and  W.   S.  Beard.    75x5*  xxxviii-f  164  pp.    With  or  without  answers, 

3s.  6d. 

THE  EMPIRE'S  WAR  MEMORIAL  and  a  Project  for  a  British  Imperial 
University  of  Commerce.  By  Ernest  H.  Taylor  and  J.  B.  Black,  M.A., 
B.A.  9^x6^,  56  pp.  (Paper  cover.)  2s.  6d.  This  pamphlet,  written 
while  the  authors  were  prisoners  of  war  in  Germany,  sets  out  a  detailed 
scheme  for  establishing  an  Imperial  University  of  Commerce  to  give  young 
men  a  commercial  training  on  a  university  basis. 

THE  PROBLEM  OF  DOCK  LABOUR.  By  Arthur  Shadwell,  M.A., 
LL.D.  Reprinted  from  The  Times.  8^  x  5i,  30  pp.  (Paper  cover.)  is. 
This  pamphlet  furnishes  an  interesting  survey  of  the  question,  and  is  well 
worth  perusal  by  those  interested  in  labour  problems. 

ROYAL  COMMISSION  ON  THE  INCOME  TAX.  Index  to  the  Seven 
Instalments  of  Evidence  and  Appendices.    13x8^,  loi  pp.    is.  6d.  n. 

NEW  ZEALAND  SOCIETY  OF  ACCOUNTANTS  YEAR  BOOK,  1919-20. 

7^  X  5,  118  pp.  2S. 


'[*Any  of  the  publications  noted  in  this  column  can  be  obtained  from 
Gee  &  Co.  (Publishers),  Ltd.,  14  Queen  Victoria  Street,  E.G.  4,  at  the  prices- 
quoted.] 
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By  Albert  Crew,  Barrister-at-Law. 

An  up-to-date  knowledge  of  recent  decisions  in  the  Courts 
is  of  the  greatest  value  to  accountants  and  business  men 
and  to  students  reading  for  their  examinations.  In  this 
column  are  noted  the  salient  features  of  the  leading  cases 
decided  during  the  preceding  month. 

Action  (Cause  of). 

Duty  of  Auditor  in  Reference  to  Confidential  Instructions. 

The  appellant  (Weld  Blundell)  employed  the  defendant,  a  Chartered 
Accountant,  for  reward,  and  in  connection  with  that  employment  sent  him 
a  letter  of  instructions  defamatory  of  third  persons.  The  respondent's  partner 
mislaid  the  letter,  with  the  result  that  the  third  persons  became  aware  of 
its  contents,  sued  the  appellant  for  libel,  and  obtained  substantial 
damages  against  him  in  respect  of  the  publicationi  of  the  libel  to  the 
respondent.  The  appellant  then  sued  the  respondent  for  damages  for  breach 
of  an  implied  term  of  the  contract  of  employment,  namely,  that  the  defendant 
was  bound  to  keep  the  appellant's  instructions  secret.  The  Court  of  Appeal 
held  that  it  was  the  duty  of  the  respondent  to  keep  secret  the  contents  of  the 
letter,  but  that  the  appellant  could  recover  nominal  damages  and  no  more 
for  the  breach  of  this  duty,  any  further  damages  being  in  the  nature  of  an 
indemnity  for  the  consequences  of  his  own  wilful  wrong.  An  appeal  to  the 
House  of  Lords  was  dismissed,  it  being  held  that  the  actions  for  libel  and  the 
damages  recovered  were  not  the  natural  and  probable  consequences  of  the 
proved  negligence  of  the  respondent,  but  were  the  result  of  the  appellant's 
wrongdoing.  Weld  Blundell  v.  Stephens  (igig,  i  K.B,  520,  and  1920,  W.N. 
205). 

Protection  of  Common  Trade  Interests. 

A  person  who  induces  another  to  do  an  act  which  is  not  wrongful  so  far 
as  that  other  is  concerned,  can  only  be  made  legally  responsible  for  its 
consequences  if  he  has  procured  his  object  by  the  use  of  illegal  means;  and 
this  proposition  equally  holds  good  when  the  inducers  are  a  combination 
of  persons,  at  all  events  where  the  combination  is  formed  for  the  purpose 
of  protecting  the  common  trade  interests  of  the  combining  persons,  and  the 
Act  procured  is  incident  to  that  purpose.  Davies  v.  Thomas  (1920,  36 
T.L.R.  571). 

Carrier. 

Knowledge  of  that  Goods  Delivered  for  Carriage  were  Im-proferly  Packed. 

Where  goods  are  delivered  to  a  common  carrier  for  carriage  insufficiently 
packed,  and  are  damaged  in  the  course  of  the  transit,  the  carrier's  know- 
ledge of  their  condition  at  the  time  of  the  receipt  will  not  preclude  him 
from  setting  up  as  a  defence  that  the  damage  was  due  to  insufficient  pack- 
ing.   Gould  V.  South-Eastern  and  Chatham  Railway  Co.  (1920,  2  K.B.  186). 
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Companies. 

Alteration  o)  Objects  of  Memorandum. 

The  Companies  (Consolidation)  Act,  iqo8  (Section  9,  Sub-section  3),  pro- 
vides that  before  confirming  an  alteration  in  the  Memorandum  of  Association 
the  Court  must  be  satisfied  that  sufficient  notice  has  been  given  to  any 
persons  or  class  of  persons  verbose  interests  will,  in  the  opinion  of  the  Court, 
be  affected  by  the  alteration.  It  was  held  that  the  sub-section  only  applies 
to  persons  such  as  creditors  and  members  of  the  company  whose  interests  in 
the  company  itself  will  be  affected  by  the  alteration,  and  the  Court  will  not, 
on  a  petition  for  confirmation  of  an  alteration  of  the  objects,  hear  a  person 
having  an  interest  outside  the  company  that  will  be  injuriously  affected  by 
the  alteration.  re  Hearts  of  Oak  Life  and  General  Assurance  Co.  (1920, 
I  Ch.  544). 

Issue  of  Debentures  by  Directors  not  Entitled  under  Articles  to  Vote. 

A  syndicate  of  five  persons  formed  a  private  company  in  which  they  were 
the  sole  shareholders,  and  sold  it  for  £\i^,ooQ  in  debentures  of  the  company, 
property  which  they  had,  a  few  days  before,  acquired  for  £7,000.  The  con- 
tract for  the  sale  and  the  issue  of  debentures  was  carried  out  at  a  meeting 
of  the  five,  who  there  and  then  appointed  themselves  directors.  This  meeting 
was  described  in  the  minutes  as  a  board  meeting.  The  articles  of  the  com- 
pany provided  that  no  director  should  vote  in  respect  of  any  contract  in 
which  he  might  be  interested.  In  the  winding-up  of  the  company,  the  liqui- 
dator claimed  a  declaration  that  the  issue  of  the  debentures  was  invalid. 
It  was  held  that  there  being  no  suggestion  of  fraud,  that  the  company  was 
bound  in  a  matter  intra  vires  by  the  unanimous  agreement  of  its  members. 
.Although  the  meeting  was  called  a  directors'  meeting,  aU  the  five  share- 
holders were  present,  and  they  might  well  have  turned  it  into  a  general 
meeting  and  transacted  the  same  business.  In  these  circumstances,  the  issue 
of  the  debentures  was  not  invalid,  /n  re  Ex-press  Engineering  Co.  (1920, 
1  Ch.  466). 

Contracts. 

Legality  of  Agreement  by  Intending  Purchasers  for  a  Knock-out. 

The  subject  matter  of  a  sale  being  Government  stores,  the  agreement  that 
one  party  should  abstain  from  bidding  in  order  that  the  other  should  obtain 
the  goods  on  the  joint  account  at  a  lower  price  than  they  would  have  had  to 
pay  if  they  had  bid  against  one  another,  was  contrary  to  public  policy,  and 
was  not  enforceable.  Rawlings  v.  General  Trading  Co.  (1920,  W.N.  211). 
Qucere,  whether  the  proposition  applies  to  combinations  not  to  bid  at  any 
sale  whatever  by  public  auction. 

Sale  of  Goods  and  Tender  of  Delivery. 

By  a  contract  for  the  sale  of  4,000  tons  of  meat,  the  sellers  were  allowed 
to  tender  for  delivery  within  2  per  cent,  more  or  less.  The  sellers  con- 
siderably exceeded  that  allowance,  and  the  buyers  refused  to  take  delivery. 
It  was  held  that  the  Court  would  not  make  further  variation,  and  the  buyers 
were  entitled  to  refuse  to  take  delivery  since  where  there  is  a  limited  varia- 
tion in  the  amount  to  be  delivered  expressed  between  the  parties  to  a  contract, 
it  should  be  adhered  to,  unless  it  be  no  more  than  a  matter  of  a  few  pK)unds 
or  ounces  in  the  case  of  tons  or  hundredweights.  Payne  v.  Lillico  (1920, 
36  T.L.R.  569). 

Insurance. 

Declaration  of  Full  Value  and  Subsequent  Renewals  of  Policy. 

A  car  was  insured  in  1915,  and,  under  the  heading  particulars  of  car,  the 
assured  filled  in  his  estimate  of  present  value  as  £2^0.  The  insurers,  by 
the  policy,  agreed  to  indemnify  the  assured  "to  an  amount  not  exceeding  the 
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full  value  of  the  car."  The  policy  was  renewed  from  year  to  year  till  1919, 
when  the  car  was  destroyed  by  fire,  the  policy  being  still  in  force.  The  car 
had  then  appreciated  in  value.  It  was  held  that  on  the  last  renewal  of  the 
policy,  the  assured  must  be  deemed  to  have  renewed  his  estimate  of  the 
"present  value"  of  tlie  car  as  £2c^o,  and  if  at  that  date  the  car  was  worth 
more,  the  assured  could  recover  only  that  amount,  but  if  all  the  increase  in 
value  took  place  after  that  date  the  assured  was  entitled  to  recover  the  full 
value  of  the  car  at  the  time  when  it  was  destroyed.  Wilson  v.  Scottish 
Insurance  Corporation  (1920,  36  T.L.R.  545). 

Date  of  Termination  of  War. 

By  a  policy  of  insurance  effected  on  November  2nd  1918  the  defendant 
agreed  to  pay  to  the  plaintiff  a  certain  sum  in  the  event  of  peace  between 
Great  Britain  and  Germany  not  being  concluded  on  or  before  June  30th  igig. 
On  June  28th  igig  these  Powers  signed  a  treaty  of  peace,  but  did  not 
exchange  ratifications  until  January  1920.  It  was  held  that  peace  had  not 
been  concluded  on  or  before  June  30th  1919  within  the  meaning  of  the 
policy,  and  that  the  plaintiff  was  entitled  to  succeed  in  the  action.  Kotzias 
V.  Tyser  (1920,  2  K.B.  69). 

Wills  and  Executors. 

Condition  as  to  Use  of  Summer  Time. 

A  testatrix  attached  to  a  gift,  either  for  the  repair  of  the  church  or  for 
the  benefit  of  the  poor  of  the  parish,  a  condition  that  the  services  of  the 
church  should  be  held  according  "  to  the  true  time  of  the  sun."  It  was  held 
that,  in  view  of  the  statutory  introduction  of  what  is  known  as  "  summer 
time,"  the  condition  was  void  as  being  against  public  policy.  In  re  Wood 
(1920,  36  T.L.R.  560). 

Construction  of  "  Children,''''  whether  Illegitimate  Children  Included. 

Where  in  a  will  words  in  the  plural,  e.g.  sons,  daughters,  children  are 
used  to  describe  donees,  and  cannot  be  satisfied  by  treating  the  gift  as  one 
to  legitimate  children  only,  there  being  but  one  legitimate  child,  the  ille- 
gitimate child  or  children  may  take  under  the  gift,  together  with  the  legiti- 
mate.   In  re  Bleckly  (1920,  36,  T.L.R.  246). 

Construction  of  Bequest  of  Balance  in  "  Said  Bank."" 

By  her  last  will  originally  drawn,  the  testatrix  bequeathed  certain 
legacies  to  several  persons  to  be  paid  out  of  balance  at  the  National  Pro- 
vincial Bank.  Before  the  will  was  executed  the  name  of  the  bank  was 
cancelled,  but  reference  was  made  in  the  executed  wiU  to  the  money  stand- 
ing to  the  credit  at  the  said  bank.  It  was  held  that  the  Court  for  the  pur- 
poses of  construction,  was  always  entitled  to  look  at  the  original  will,  includ- 
ing erasures,  and  that  consequently,  in  referring  to  the  original  will,  it 
was  perfectly  clear  that  the  said  bank  meant  the  National  Provincial.  Until 
it  was  ascertained  that  she  had  more  than  one  bank,  there  was  insufficient 
description,  but  no  ambiguity.  When  that  fact  was  ascertained,  a  latent 
ambiguity  arose,  which  could  be  explained  by  extrinsic  evidence.  The 
original  will,  with  its  erasures,  could,  therefore,  also  be  looked  at  as 
extrinsic  evidence  under  the  latent  ambiguity  rule,  and  the  same  result 
followed.    In  re  Battie -Wright son  (1920,  W.N.  226). 

Conditional  Legacy  if  he  Attem-pts  to  Assign  it  or  to  Become  Bankrupt. 

Testator,  by  his  will  dated  December  21st  191 1,  bequeathed  his  real  and 
personal  estate  to  his  trustees,  and  "  out  of  my  estate  I  desire  my  trustees 
"to  pay  to  my  son  Horace  an  annuity  of  £\^'q,  to  be  paid  monthly,  unless 
"he  attempts  to  assign  it  or  to  become  bankrupt.    In  these  events,  it  shall 
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"  be  entirely  optional  with  my  trustees  to  pay  him  the  said  annuity,  my 
"  wish  and  intention  being  that  the  money  is  to  be  for  his  personal  use  to 
"keep  him  from  want."  By  a  codicil  dated  September  loth  1918,  the  testator 
devised  two  farms  to  his  son  Horace  for  the  term  of  his  life,  or  until 
he  should  do  some  act  to  effectuate  a  sale  or  mortgage  thereof,  or  which 
should  forfeit  the  same  in  the  case  of  bankruptcy,  in  either  of  which  events 
the  farms  were  to  fall  back  into  and  form  part  of  his  residuary  estate. 
Horace  was  adjudicated  bankrupt  on  November  24th  191 1,  and  his  father 
was  aware  of  the  fact  on  December  21st  191 1  and  September  loth  1918.  The 
father  died  September  13th  1918,  and  the  son  obtained  his  discharge  on 
January  22nd  1919.  The  trustees  took  out  an  originating  summons  to 
determine — 

1.  Whether  the  annuity  given  to  Horace  {a)  was  payable  to  him  or  his 

trustee  in  bankruptcy,  or  {d)  might  be  applied  by  the  trustees  for  his 
benefit,  or  (c)  had  failed  and  formed  part  of,  and  was  applicable  as 
income  of  testator's  residuary  estate. 

2.  Whether  the  farms  belonged  to  Horace  or  his  trustee  in  bankruptcy 

during  Horace's  life,  or  ought  to  be  held  by  the  trustees  of  the  will. 

It  was  held  that  the  doctrine  of  Tra-pfes  v.  Meredith  (1871,  L.R.,  7  Ch. 
248)  (an  existing  bankruptcy  operates  as  a  forfeiture,  notwithstanding  the 
words  of  futurity  in  the  will  and  discretion  given  to  the  trustees)  did  not 
apply  as  regards  the  annuity  of  /.'156,  which  consequently  was  payable  to 
Horace's  trustee  in  bankruptcy,  but  with  regard  to  the  second  question  at 
the  date  of  the  will,  Horace  had  already  committed  .an  act  of  bankruptcy 
which  would  result,  but  for  the  terms  of  the  codicil  in  case  of  bankruptcy 
supervening,  as  it  in  fact  did,  in  his  losing  or  forfeiting  his  life  interests  in 
the  farms,  and  under  the  doctrine  of  Traffes  v.  Meredith,  the  provisions  of 
the  codicil,  though  phrased  in  words  of  futurity,  applied  to  the  past  event. 
Hence  the  farms  in  question  had,  ever  since  the  testator's  death,  formed 
part  of  his  residuary  estate.    In  re  Evans  (1920,  W.N.  215). 

Lije  Estate  to  my  Husband,  "  Knowing  he  will  carry  out  my  Wishes.'" 

A  testatrix  bequeathed  all  her  real  and  personal  estate  to  her  husband  for 
his  use  and  benefit  during  his  life,  "knowing  he  will  carry  out  my  wishes," 
and  four  days  after  the  date  of  her  will,  signed  an  unattested  memorandum, 
expressing  her  wishes  that  the  money  she  left  to  her  husband  should,  on  his 
death,  be  equally  divided  among  certain  named  beneficiaries.  It  was  held  that 
where  the  existence  of  a  trust  appears  on  the  face  of  a  will,  but  not  upon 
the  terms,  those  claiming  under  it  must  establish  that  the  terms  of  the  trust 
had  been  ascertained  and  its  terms  disclosed  and  communicated  to  the 
legatee  at  or  before  the  execution  of  the  will.  The  residue  of  the  estate 
passed,  therefore,  to  the  husband,  and  in  the  event,  which  had  happened, 
of  his  death  intestate,  devolved  upon  his  statutory  next-of-kin.  In  re 
Gardner  (1920,  i  Ch.  501). 

Devise  of  Freehold  Rent  Charge,  Subsequent  Purchase  of  Property  Charged. 

A  testator,  by  his  will  made  in  1894,  specifically  devised  a  rent  charge  of 
;!^i5  per  annum,  charged  on  a  freehold  house,  to  his  daughter  absolutely.  In 
1 913  he  purchased  the  fee  simple  of  the  house,  and  his  conveyance  expressly 
stated  that  the  rent  charge  should  merge  in  the  fee  simple.  He  died  in  1919. 
It  was  held  that  the  devise  of  the  rent  c"harge  had  been  adeemed,  and  that 
-the  daughter  took  no  estate  or  interest  in  the  house.  Re  Bick-Edwards  v. 
Push  (1920,  I  Ch.  488). 
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Sheffield  Chartered  Accountants  Students*  Society. 

Yve  have  now  commenced  a  fresh  course  of  lectures  preparatory  to  the 
May  1 92 1  examinations.  This  course  is  similar  to  the  one  just  concluded 
for  the  recent  examinations,  and  runs  in  conjunction  with  a  correspondence 
course  taken  by  students  with  Messrs.  Foulks  Lynch  &  Co.,  Ltd.  The 
classes  will  be  held  as  usual  each  Saturday  morning  at  9.30,  Mr.  F.  C. 
Young,  F.C.A.,  again  taking  the  Accountancy  and  Auditing,  and  Mr. 
Raymond  Meeke,  LL.B.,  the  legal  subjects.  Further  particulars  of  the 
above  course  may  be  obtained  from  the  Secretary  of  the  Classes  Committee 
(Mr.  F.  C.  Young,  F.C.A.),  45  Bank  Street,  Sheffield. 

We  again  urge  all  students  not  only  to  attend  regularly,  but  punctually, 
and  we  venture  to  suggest  to  one  or  two  that  Sheffield  can  boast  of  at  least 
one  shop  where  alarm  clocks  can  be  purchased  at  alarmingly  cheap  rates. 
(N.B. — These  should  be  set  at  not  later  than  9.23  a.m.) 

Next  month  we  hope  to  be  in  a  position  to  publish  the  Annual  Report  and 
Accounts  for  the  year  ended  30th  April  1920,  and  any  scathing  condemnation 
which  we  may,  and  probably  shall,  feel  compelled  to  make  we  will  reserve 
till  then. 

In  closing,  we  beg  to  express  our  appreciation  of  your  editorial  in  the 
June  Journal,  and  hope  our  students  will  take  to  heart  your  advice  that  they 
■should  practice  the  art  of  public  speaking  at  Student  Society  meetings. 

South  Wales  and  Monmouthshire  Chartered  Accountants 
Students'  Society, 

The  Society's  third  annual  meeting  was  held  at  the  Dorothy  Cafe, 
Cardiff,  on  Tuesday,  8th  June.  Prior  to  the  meeting,  the  President,  Mr. 
R.  H.  March,  F.C.A.,  kindly  entertained  the  members  to  tea,  and  a  large 
number  attended. 

The  chief  business  of  the  meeting  was  the  election  of  officers  for  the 
1920-21  session,  and  the  following  appointments  were  made  : — 
President.— ^Ix.  R.  H.  March,  F.C.A. 

Vice-Presidents.— yLQz?.x^.  C.  E.  Dove}^,  F.C.A.,  T.  Ivor  Jones,  F.C.A.,  W. 
Meacock,  F.C.A.,  H.  S.  Metcalf,  F.C.A.,  Wentworth  H.  Price,  F.C.A., 
G.  D.  Shepherd,  F.C.A. 

*Hon.  Secretary. — W.  J.  James  (Messrs.  Jones,  Robathan  &  Co.,  8 
Park  Place,  Cardiff). 

Hon.  Treasurer .—C  Shaw  (Messrs.  Noel  &  Shackell,  West  Bute  Street, 
Cardiff). 

^Hon.  Librarian. — L.  A.  Mitchell. 

Hon  Auditors: — D.  J.  Little  and  J.  H.  Cox. 

Representative  on  Working  Union  of  Students^  Societies. — G.  H.  Bond. 

Correspondent  to  Accountants''  Journal,  ^c. — Dennis  H.  Morgan,  A.C.A. 

Committee.— Q.  Munn,  A.C.A.,  E.  L.  Pope,  A.C.A. ,  E.  J.  Jenkins,  *A.  H. 
Lawrence,  F.  H.  Lowther,  J.  T.  Reddie,  *H.  R.  Selmon. 

(^Members  of  Joint  Tuition  Classes  Committee.) 

Efforts  are  being  made  to  arrange  a  cricket  match  with  the  Bristol 
Students'  Society  at  Weston-super-Mare  early  in  July,  and  the  members 
(most  of  whom  have  quite  forgotten  how  many  baUs  there  are  in  an  over  !) 
are  looking  forward  to  this— the  Society's  first  joint  meeting— with  great 
pleasure.    May  it  be  the  forerunner  of  many  more. 

The  Tuition  Classes  in  Accountancy  subjects  recommenced  on  Saturday, 
i2th  June.  It  is  hoped  that  none  of  our  May  Final  candidates  will  find  it 
necessary  to  attend  ! 

Rumour  hath  it  that  the  Society  is  shortly  to  find  a  home— a  library  and 
meeting  place.  This  is  welcome  news,  and  everything  points  to  a  record 
session. 

Will  members  please  note  that  subscriptions  should  now  be  paid  to  the 
Hon.  Treasurer? 
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A  Practical  Scheme  for  Increasing  Produc- 
tion—The Priestman  Bonus  System.* 

By  Major  Crawfurd. 

The  cry  for  increased  production  has  been  heard  on  all 
sides  since  the  war,  hut  very  few  definite  schemes  to  meet  the 
need  have  as  yet  been  put  forward.  The  Secretary  of  the 
Higher  Production  Council  describes  below  the  F^riestnian 
Bonus  System,  which  has  been  found  very  successful  in 
operation  and  which  he  claims  is  a  practical  contribution 
totvards  the  solution  of  the  labour  problem. 

The  lecturer  said  :  I  have  no  need  to  say,  especially  to  an  audience 
of  this  sort,  composed  entirely  of  experts  in  the  business  world,  that 
I  should  not  attempt  to  cover  the  whole  subject  of  production  at  one 
meeting.  What  I  propose  to  do  is  to  call  attention  to  one  branch  of 
the  subject.  I  do  not  propose  to  elaborate  the  need  for  production, 
except  to  sa}'-  this  :  that  whatever  theory  of  economics  you  may  happen 
to  hold,  or  believe  in,  we  shall  all,  I  think,  agree  that  the  great  human 
need  we  all  feel  is  to  have  as  much  of  everything  as  we  possibly  can. 
If  wages  are  to  be  effective  there  must  be  a  larger  amount  of  commodities 
to  make  the  wages  of  more  vahie.  You  will  all  understand  that  money 
wages  are  nothing  in  themselves.  With  a  printing  machine  and 
enough  paper,  anyone  can  have  all  the  money  he  wants  ;  the  great 
thing  is  to  produce  more,  so  that  the  money  shall  be  effective.  That 
is  common  ground.  In  the  last  year  there  has  been  a  great  deal  of 
talk  on  the  platform,  and  in  the  press — I  might  almost  say  in  the  pulpit 
— as  to  the  need  for  more  production,  but  there  has  been,  I  think,  a 
singular  lack  of  anything  concrete  or  definite  which  is  to  produce  more. 
We  shall  not  get  greater  production  simply  by  the  rhetoric  of  politicians 
or  statesmen.  What  I  propose  to  offer  to  you  is,  I  think,  a  practical 
contribution  to  the  question  :  practical  in  this  way,  because  I  think 
it  is  based  on  things  which  lie  at  the  root  of  a  great  deal  that  makes 
for  labour  unrest ;  practical  because  it  has  been  tried  ;  practical 
because  it  has  succeeded  where  it  has  been  tried  ;  and  practical  because 
I  think  it  will  stand  criticism.  Not  only  will  it  stand  criticism 
practically,  but  I  think  it  will  theoretically. 

Now  although,  as  I  say,  this  scheme  is  a  concrete,  definite,  practical 
thing,  it  has  implications  which  are  a  good  deal  wider  than  itself  ;  and 
so  I  am  going  to  begin  by  suggesting  that  one  of  the  causes  of  the  lack 
of  production — and  there  will  be  no  debate  as  to  there  having  been  a 


*  A  lecture  delivered  before  the  London  Chartered  Accountant  Students  Society  on 
Wednesday,  14th  April,  Mr.  John  W.  Woodthorpe,  President  of  the  Institute  of  Chartered 
Accountants,  in  the  chair. 
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certain  slacking  off  of  production,  not  oniy  as  compared  with  the  war 
period  but  the  period  before  the  war — one  of  the  reasons  is  that  the 
attitude  of  people  in  general,  and  of  the  labour  world,  towards  produc- 
tion has  fundamentally  changed.  I  have  been  through  the  country  a 
great  deal  in  the  last  six  months,  and  I  am  convinced  that  one  of  the 
reasons  for  the  slacking  off  of  production  is  simply  that  everyone  in 
the  country  is  suffering  from  reaction.  That,  we  may  agree,  will  pass 
off.  But  apart  from  that,  you  have  to  recollect  the  fact  that  the  labour 
world  is  not  content  to  remain  in  the  position  in  which  it  was  before 
the  war.  Every  wise  man  and  every  wise  woman  realises  that.  When 
I  say  it  is  not  content  to  remain  in  the  same  position,  I  mean  that  if 
you  or  I  invest  ;^i,ooo  in  a  particular  business  there  is  no  limit  to  the 
return  we  may  get  on  that  investment.  Theoretically,  there  is  no 
limit.  There  is  a  practical  limit  because  the  ordinary  laws  of  economics 
come  in,  and  if  our  return  was  very  abundant  we  should  be  immediately 
subject  to  competition,  which  would  reduce  it.  If,  however,  you  and 
I  work  with  our  hands  or  with  our  brains,  as  a  part  of  what  is  called 
the  industrial  class,  there  is  a  limit  to  what  we  can  earn. 

When  the  nation  demands  greater  production  from  its  workers, 
what  it  is,  in  effect,  saying  is  this  :  that  whereas  at  the  present 
moment  a  man  or  a  woman  does  so  much  work  per  hour,  what  v/e 
ask  is  that  there  shall  be  more  work  done  per  man  per  hour.  That 
is  a  demand  in  simple  terms  for  higher  production.  It  is  not  for  better 
management,  or  improvement  in  the  consular  service,  the  opening  up 
of  new  markets,  but  it  is  that  more  work  shall  be  done  per  man  per 
hour.  The  Priestman  system  takes  that  as  a  basis,  and  it  says  :  "If 
"  3^ou  ask  a  man,  or  a  number  of  men  working  together,  to  produce 
"  a  greater  unit  of  output  per  unit  of  time  than  they  have  done  before, 
"  then  these  men  are  entitled  to  be  paid  proportionately  to  the  increase 
"  in  the  output."  That  is  a  perfectly  simple  thing.  It  says  further 
that  if  you  have,  say,  a  thousand  men  working  in  an  industry  or  factory, 
and  these  men  are  working  together  individually,  you  will  not  get  the 
same  result  as  you  will  if  all  these  men  are  working  together  in 
co-operation. 

I  will  give  you  a  simple  illustration  of  what  I  mean,  taken  from 
another  sphere  of  life.  Probably  some  of  you  have  played  football, 
and  know  that  a  team  of  moderate  players  who  combine  well  is  always 
more  effective  than  a  team  of  1 1  individual  geniuses  who  do  not  combine 
at  all.  If  you  adopt  the  Priestman  system  to  industry  you  get  better 
results  in  the  same  way.  If  that  idea  is  true  that  is  a  criticism  of  what 
is  known  as  piece-work.  There  is  no  need  to  explain  what  is  meant 
by  that.  You  do  get  certain  improved  results  by  piece-work  ;  at  the 
same  time  there  have  been  very  bad  features  in  connection  with  piece- 
work in  the  past.  It  is  no  good  arguing  about  it  ;  the  fact  is  that  a 
good  many  employers  who  have  got  good  results  out  of  their  employees 
by  means  of  piece-work  have  subsequently  reduced  the  piece-work  rates, 
and  so  have  robbed  the  employees  of  part  of  the  wages  which  they  had 
earned,  and  that  has  created,  whether  rightly  or  wrongly,  a  very  strong 
prejudice  in  the  minds  of  working  men  against  piece-work.  That  is 
one  reason  against  it. 
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The  other  point  is  that  if  you  and  I  are  working  together  side  by- 
side  at  a  bench  in  a  factory,  and  you  are  a  skilled  workman  and  I  am 
not,  and  we  are  paid  on  piece-work,  if  I  want  any  help  from  you  I  am 
not  going  to  get  it  because  it  is  not  to  your  interest  to  stop  your  work 
to  give  me  help. 

Another  reason  against  piece-work  is  that  if  we  are  paid  by  piece- 
work there  is  a  very  large  difference  in  the  earnings  of  one  man  and 
another,  and  it  does  not  follow  that  the  man  who  earns  least  is  neces- 
sarily the  worst  workman,  because  his  work  may  be  held  back  by 
someone  who  is  behind  him  for  whom  he  is  compelled  to  wait ;  and 
therefore  you  get  set  up  jealousies  between  one  workman  and  another 
which  often  lead  to  bad  feeling,  and  certainly  do  not  lead  to  eifective 
work.  All  these  reasons  appealed  to  those  who  started  the  Priestman 
system  as  reasons  why  you  should  substitute  the  spirit  of  co-operation 
for  the  spirit  of  competition. 

I  have  given  you  two  bases  of  the  system  ;  the  third  is  that  if  you 
can  get  a  proper  spirit  of  working  together  between  the  masters  and 
the  men  it  is  going  to  benefit  everyone.  It  is  going  to  benefit  the  firm, 
and  it  is  going  to  benefit  the  employees,  partly  because  they  will  get 
more  wages,  and  partly  also  because,  if  they  get  more  wages,  then 
at  the  same  time  the  purchasing  power  of  the  wages  will  be  increased, 
because  if  this  scheme  is  made  universal,  production  is  going  up  all 
round,  and  prices  will  go  down  and  everyone  will  benefit. 

What  is  the  Priestman  scheme  ?  It  is  very  simple.  It  consists 
in  this,  that  wherever  anything  is  produced — and  I  am  personally 
prepared  to  go  further  and  say,  wherever  any  service  is  rendered, 
whether  it  be  a  factory  or  a  railway  company,  or  a  solicitor's  office — 
you  set  up  a  standard  of  efficiency.  In  the  case  of  productive  industries 
the  normal  standard  of  efficiency  will  be  measured  by  the  amount 
of  output,  provided  that  the  output  is  of  a  high  grade  and  not  a  low 
grade.  Let  us  assume  for  the  moment  that  we  are  in  a  bedstead 
factory,  that  you  are  the  workmen  and  myself  and  your  secretary 
are  the  directors.  We  want  to  put  in  the  Priestman  scheme.  The 
first  thing  we  should  have  to  do  would  be  to  find  out  how  many  bed- 
steads we  have  been  in  the  habit  of  making  in  a  normal  year.  If  we 
have  been  in  operation  for  a  number  of  years  we  take  the  average. 
We  divide  the  average  number  for  the  year  by  13,  because  there  are 
13  periods  of  four  weeks  in  the  year.  If  there  has  been  anything 
abnormal  in  the  working  of  the  factory  we  shall  make  allowance  for 
that.  You  have  also  the  normal  rate  of  wages — the  trade  union  rate 
of  wages  for  the  district,  which  we  will  assume  for  the  moment  is  not 
the  subject  of  any  dispute.  Say  the  output  was  100.  We  find  in  the 
first  four  weeks  after  putting  in  the  scheme  that  the  output  has  gone 
up  to  110,  then,  in  that  case,  every  single  employee  from  the  office- 
boy  up  to  the  managing  director,  or  as  high  as  you  wish  to  go,  is  paid 
10  per  cent,  more  wages  for  that  four  weeks.  In  the  next  four  weeks 
the  output  may  go  up  to  140,  and  the  men  get  40  per  cent,  more  in 
wages. 
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You  may  say,  "  Supposing  that  although  you  increase  your  output 
"  to  140,  yet  owing  to  the  conditions  of  the  market  you  are  not  getting 
' '  as  good  a  profit,  how  about  that  ?  ' '  The  answer  is  that  the  men  are 
not  concerned  with  profit ;  all  they  are  concerned  with  is  output. 
If  they  give  extra  output  they  are  entitled  to  be  paid  for  it. 

Another  thing.  Supposing,  after  going  up  to  140,  for  some  reason 
there  is  a  sudden  drop.  Of  course,  you  will  not  pay  any  bonus,  but 
you  will  pay  the  normal  rate  of  wage.  But  if  in  the  next  four  months 
the  output  goes  up,  say  to  120,  and  the  loss  on  the  previous  four  weeks 
was  10  per  cent.,  then  you  would  deduct  that  10  per  cent.,  and  only 
pay  a  bonus  of  10  per  cent,  instead  of  20  per  cent. 

That,  in  outline,  is  the  Priestman  scheme.  The  way  it  is  worked 
is  this.  In  the  particular  industry  in  which  it  originated,  Messrs. 
Priestman,  of  Hull,  who  make  cranes,  &c.,  estimate  their  product 
entirely  by  weight,  because  there  the  weight  of  the  material  produced 
is  roughly  proportionate  to  the  amount  of  labour  spent  upon  it.  I 
want  you  to  get  clearly  into  your  heads  that  the  basis  of  this  is  not  price 
but  labour.  You  are  paid  not  on  the  profit  got  but  on  the  labour 
put  into  it.  I  will  not  elaborate  that  now.  Let  me  say  it  is  not 
always  so  simple  to  fix  a  standard  for  your  output  as  in  the  case  of 
cranes.  Sometimes  it  is  very  difficult  indeed,  but  we  believe  that 
somehow  or  other,  by  one  method  or  another,  you  can  always  fix  a 
satisfactory  standard.    That  I  will  leave  for  the  moment. 

The  way  the  scheme  is  worked  at  Messrs.  Priestman 's  is  that  there 
is  a  Works  Committee  of  men  representing  every  department.  That 
Works  Committee  meets  every  month  and  meets  the  managers.  It 
has  open  to  it  all  the  books  of  the  firm  which  refer  to  output,  and 
between  them  the  Works  Committee  and  the  management  verify 
the  amount  of  the  output.  That  is  posted  up  all  over  the  place,  the 
percentage  over  and  above  the  standard  and  what  the  bonus  will 
be.  It  is  like  the  daily  posting  up  of  the  run  of  a  ship  ;  there  is  a 
growing  excitement  as  to  what  the  output  will  be,  and  it  creates  a  very 
great  interest  at  any  rate. 

I  said  a  few  minutes  ago  that,  apart  from  the  actual  working  of  the 
scheme,  there  are  advantages.  First  of  all  you  get  all  the  benefits  ol 
piece-work.  It  is  to  the  men's  interest  to  do  their  best,  because  you 
are  helping  up  the  output,  but  it  is  more  than  that.  Supposing  we 
have  got  a  factory.  I  do  not  know  how  bedsteads  are  made,  but 
I  presume  each  department  depends  on  the  one  before.  You  start 
with  your  individual  parts  of  the  body ;  these  are  assembled,  and 
then  painted  and  varnished  and  put  together,  so  that  eventually  it 
comes  out  complete.  But  each  department  depends  on  the  one 
before,  and  it  is  to  the  advantage  of  each  to  help  the  other.  If  you 
help  the  other  department,  you  are  helping  on  your  bonus. 

They  had  been  working  the  system  for  three  years,  and  had  had 
several  good  periods,  with  bonuses  of  30  per  cent.,  40  per  cent.,  and 
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50  per  cent.,  when  one  month  it  suddenly  dropped  to  10  per  cent.  It 
was  the  first  time  this  had  happened,  and  when  the  monthly  meeting 
came  round  the  Works  Committee  wanted  to  know  the  reason.  The 
manager  said  he  did  not  know  ;  there  were  the  figures  and  the  book^ 
and  the  committee  had  better  nnd  out — there  had  been  some  slacking 
somewhere.  Then  one  man  said  he  knew  perfectly  well  what  had 
happened — this,  that,  and  the  other  had  been  going  on  in  one  of  the 
departments — the  machine  shop — all  the  month.  So  the  committee 
went  into  the  machine  shop  and  said  it  had  got  to  stop. 

In  that  way  the  scheme  is  helpful,  because  it  helps  work  ;  but  it  is 
more  than  that,  because  the  greater  part  of  the  difficulties  that  crop 
up  in  a  factor}^  are  due  to  causes  concerned  with  discipline  and  super- 
vision. If  it  was  to  the  interests  of  the  men  to  help  others,  nine-tenths 
of  the  policing,  which  is  the  bugbear  of  employment  to-day,  would 
be  unnecessary.    It  w^ould  be  done  by  the  men  themselves. 

This  scheme  has  got  a  good  deal  more  than  immediate  benefits. 
I  would  like  to  touch  on  two  of  the  further  implications  of  the  scheme. 
One  is  this — we  shall  all  agree  in  this — that  if  you  can  get  the  men 
and  management  in  a  factory  working  together  without  suspicion, 
and  without  fear  that  one  of  them  is  being  done  by  the  other  ;  if 
you  can  get  a  real  spirit  of  co-operation,  not  merely  a  paper  scheme, 
but  one  run  like  a  football  match,  the  advantage  is  obvious.  The 
essence  of  the  scheme  is  that  there  is  not  only  co-operation  in  the  work 
itself,  but  co-operation  in  running  the  scheme.  It  is  done — I  do  not 
want  to  use  the  word  "  democratic,"  because  that  savours  of  politics 
— but  it  is  done  with  good  feeling  on  both  sides,  without  any  arriere 
pensee  on  the  part  of  men  or  masters. 

And  also  this — and  this  is  most  important.  You  are  aware  that  in 
political  discussions  on  labour  movements  three  things  are  put  forward  : 
first  of  all  better  wages  ;  secondly,  better  conditions  ;  and  thirdly, 
what  is  called  a  greater  share  in  the  management  of  the  industry. 
Now  I  want  to  refer  for  a  few  moments  to  the  last.  What  is  meant 
by  a  greater  share  in  the  management  and  control  of  industry  ?  Suppose 
that  all  employers  in  England  were,  as  some  are,  very  pig-headed,  and 
said,  "  We  will  have  nothing  to  do  with  new-fangled  ideas."  Sooner 
or  later  they  are  going  to  have  this  thing  forced  upon  them.  You 
will  have  some  legislation  proposed  which  will,  perhaps,  insist  that  two 
workmen,  chosen  by  the  workmen,  shall  sit  on  the  Board  of  Directors 
of  every  industry.  First  of  all  you  would  get  that  change  taking 
place  in  a  bad  atmosphere,  with  bad  blood,  and  you  will  consequently 
run  the  risk  of  having  ignorant  men  suddenly  thrown  into  the  manage- 
ment of  a  very  difficult  and  technical  business.  But  under  the  Priest- 
man  scheme  what  happens  ?  Take  the  case  I  quoted  to  you  where 
the  output  fell  from  40  per  cent,  to  10  per  cent.  Suppose  the  Works 
Committee  said  there  was  no  trouble  at  all,  and  themselves  asked  the 
management  what  was  wrong.  If  they  were  entitled  to  ask  that,  they 
were  entitled  to  an  answer.  It  may  have  been  due  to  coal  supply,  or 
to  transport  or  markets.  Before  long  these  men  will  be  beginning  to 
learn  the  very  things  which  go  to  make  up  the  management  of  business, 
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and  so  you  will  get  a  large  number  of  employees  who  are  not  suddenly 
called  upon  to  manage  things  they  do  not  understand  but  are  being 
trained  for  the  task.  That  seems  to  me  to  be  one  of  the  most  important 
advantages  of  the  scheme. 

I  do  not  know  that  I  have  much  more  to  say  except  this,  that  the 
thing  has  been  tried  with  enormous  success.  Success  in  two  ways. 
First  of  all,  it  is  a  material  success,  and  I  want  you  to  understand  that 
if  it  is  a  success  for  one  set  of  people  it  is  a  success  for  the  other.  I 
want  to  give  you  a  simple  illustration.  Supposing  that  out  of  ;^ioo 
worth  of  product  in  four  weeks  we  pay  ^30  in  wages,  £^5  for  raw 
materials,  £20  for  overhead  charges,  and  there  is  a  gross  profit  of  15  per 
cent.  Now  put  in  the  Priestman  scheme,  and  if  the  output  goes  up 
to  ;^200,  instead  of  paying  £^0  for  wages  you  pay  £60,  instead  of  £^5 
for  material  you  pay  £yo — probably  a  little  less — -instead  of  £20  for 
overhead  charges  £^0 — though,  of  course,  the  overhead  charges  will 
not  be  increased  in  proportion — and  you  have  30  per  cent,  profit. 

You  have  doubled  your  profit  as  you  have  doubled  your  v/ages. 
As  a  matter  of  fact  you  have  done  more,  because  the  overhead  charges 
will  not  have  doubled.  That  is  what  I  mean  when  I  say  that  everyone 
benefits.  You  pay  more  wages,  but  not  only  do  wages  go  up  but  prices 
go  down,  providing  the  same  thing  is  happening  in  other  businesses  ; 
and  you  get  an  entirely  new  spirit  in  the  relations  between  employers 
and  employed.  I  say  a  new  spirit,  because  if  you  went  into  Priestman's 
works  and  tried  to  tell  the  men  they  were  being  had,  and  that  it  was  a 
device  to  get  them  to  do  double  the  work  for  less  wages,  they  would 
laugh  you  to  scorn.  They  would  tell  you  to  go  away  and  learn  some- 
thing about  business.  If  you  asked  them  why  people  sitting  in  an  office 
should  share  in  the  bonus  they  would  laugh  at  you  again,  and  say, 
"  Of  course  they  should,  because  the  efficiency  of  their  work  helps  us; 
"  if  their  work  is  not  efficient,  there  is  no  demand  for  our  output." 
They  are  entirely  imbued  with  the  idea  of  co-operation,  and  that  is  the 
beginning  and  end  of  what  underlies  the  Priestman  system.  (Applause.) 

Mr.  Gibson  said  he  would  like  to  ask  one  question.  A  client  of  his 
was  thinking  of  starting  a  bonus  system,  and  he  suggested  to  him  the 
Priestman  scheme.  They  were  engineers,  and  their  difficulty  was 
they  had  no  record  of  output,  and  they  came  to  the  conclusion  they 
could  only  base  it  on  turnover.  They  had  been  trying  it,  and  he  had 
not  heard  the  results.  He  would  like  to  know  if  the  lecturer  thought 
it  was  likely  to  be  successful. 

The  lecturer  said  he  thought  money  was  a  bad  basis,  and  would 
rather  put  it  on  output. 

Mr.  Mar  wood  said  that  in  a  factory  in  which  he  had  been  working 
the  nature  of  the  work  was  apt  to  vary. 

The  lecturer  :  You  mean  that  the  product  varies.  In  that  case, 
suppose  you  make  a  large  number  of  products,  it  is  clear  you  cannot 
take  the  numerical  output  as  being  the  standard.  You  should  intro- 
duce the  point  system.  If  you  take  all  the  products  or  groups  of 
products  which  you  make,  you  reckon  the  comparative  time  it  takes 
to  produce  each.    You  then  allot  to  each  a  point  value  proportionate 
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to  the  number  of  man  hours  spent  on  the  manufacture.  To  get  the 
normal  products  you  multiply  the  point  value  by  the  number  of  each 
article  constructed.  Provided  your  point  values  are  accurate,  it  does 
not  matter  whether  you  change  from  one  to  another  so  long  as  you 
multiply  the  number  of  each  product  by  the  point  value. 

Mr.  Dawe  said  they  had  listened  with  great  interest  to  the  lecture. 
It  appeared  to  him  that  the  root  of  the  whole  matter  was  co-operation. 
One  or  two  things  had  occurred  to  him  as  the  lecturer  went  along.  The 
effect  of  the  institution  of  the  system  seemed  to  have  been  to  increase 
materially  the  wages  of  the  various  workmen,  and  he  had  been  wonder- 
ing what  the  effect  had  been  on  what  was  called  absenteeism.  The 
experience  in  collieries  had  been  unfortunate  during  the  war.  They 
had  had  many  increases  of  wages,  and  very  substantial  ones,  and  they 
had  found  that,  every-  time,  there  had  been  an  increase  of  absenteeism 
as  though  it  meant  that  the  men  were  not  anxious  to  earn  more  than  a 
certain  sum.  They  appeared  to  place  a  limit  on  their  own  earnings. 
One  would  have  thought  the  men,  considering  the  demand  for  coal  and 
the  vital  importance  of  the  supply,  would  have  applied  themselves  to 
their  work  and  earned  as  much  as  they  could.  It  was  not  a  question 
of  sympathy  between  masters  and  men  ;  it  seemed  rather  as  if  they 
were  overpaid,  and  that  when  they  had  earned  a  certain  amount  they 
knocked  off  work.  Another  point  which  had  occurred  to  him  was 
that  there  was  a  difficulty  at  times  in  fixing  a  basis  of  production.  This 
was  especially  the  case  with  regard  to  repair  work.  It  was  extremely 
difficult  in  a  great  many  concerns  to  form  any  basis  of  output  on  repair 
work.  In  one  company  the  plan  had  been  adopted  of  paying  a  bonus 
on  the  estimated  time  taken  on  a  particular  job.  Say  a  motor  car 
came  in  ;  it  was  estimated  it  would  take  four  weeks  to  repair,  and  if 
the  work  was  done  in  three  weeks  a  bonus  of  lo  per  cent,  was  paid  on 
the  wages.   The  men  were  very  keen  in  that  shop  to  get  the  work  done. 

The  lecturer  said  the  question  of  absenteeism  was  a  very  complicated 
thing,  and  he  did  not  pretend  to  be  able  to  answer  it.  The  coal  industry 
was  one  that  was  extraordinarily  difficult,  the  wage  system  being  so 
complicated.  He  was  not  aware  how  far  the  conditions  of  the  industry 
made  for  absenteeism  more  than  another,  but  he  was  perfectly  sure 
that  restriction  in  general  was  a  thing  which  had  been  preached,  and 
which  had  been  absorbed  by  a  lot  of  men,  but  it  was  a  sheer  mistake. 
A  lot  of  people  went  about  and  said,  "  You  are  doing  another  man  out 
of  a  job,"  but  this  was  based  on  error.  As  against  that,  one  wanted  to 
put  the  policy  of  abundance.  As  to  repairs,  of  course,  it  depended  on 
whether  the  speaker  meant  repairs  to  their  own  machinery  or  repairs 
that  came  in  to  be  done — outside  repair  work.  What  he  had  suggested 
was  to  get  the  relation  between  wages  output  in  the  works  generally, 
then  take  the  amount  of  wages  paid  for  repair  work,  get  the  corre- 
sponding amount  of  output,  and  add  it  to  the  general  output.  He  knew 
a  system  of  paying  bonus  on  the  time  saved,  but  the  great  disadvantage 
of  all  those  things,  although  they  might  be  better  than  nothing,  was 
that  they  were  not  fair.  If  a  man  saved  25  per  cent,  of  his  time  he 
ought  not  to  get  10  per  cent.,  but  25  per  cent.  more. 
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Mr.  Page  asked  how  they  got  standard  outputs  in  seasonable  trades. 

The  lecturer  said  the  answer  to  that  was  exactly  the  same  as  if  they 
said  there  were  periods  of  bad  trade.  In  a  period  of  bad  trade  they 
worked  short  time,  and  the  output  could  be  assumed. 

Mr.  Davies  asked  what  was  the  attitude  of  trade  unions  to  the 
scheme. 

The  lecturer  said  that  there  had  been  that  afternoon  a  meeting  of 
the  Higher  Production  Council,  at  which  four  members  of  trade  unions 
attended.  Some  of  the  trade  unions  were  opposed  to  production  and 
looked  at  over-production  with  suspicion,  but  that  was  another  story. 
The  question  of  over-production  and  unemployment  was  a  very  import- 
ant one,  but  in  the  Priestman  case  the  trade  unions  were  sympathetic 
They  regarded  it  as  a  good  scheme. 

Mr.  Gibson  proposed  a  hearty  vote  of  thanks  to  the  lecturer,  which 
was  seconded  by  Mr.  Ashley,  and  carried  unanimously. 

Mr.  Dawe  proposed  a  vote  of  thanks  to  the  chairman,  which  was 
seconded  by  Major  Crawfurd  and  carried  unanimously. 

The  Chairman  said  it  had  been  a  great  pleasure  to  him  to  be  present 
that  evening.  He  had  always  taken  a  great  interest  in  the  Students' 
Society  and  had  acted  as  auditor  for  it  for  at  least  a  quarter  of  a 
century.  They  had  had  a  most  interesting  lecture  on  what  appeared 
to  be  a  practical  scheme  for  increasing  production.  It  had  been  very 
ably  dealt  with  by  Major  Crawfurd,  and  it  appeared  to  be  one  that 
should  certainly  be  adopted  wherever  it  was  possible  to  adopt  it. 
In  a  scheme  of  that  kind  a  certain  amount  of  inefficiency  might  creep 
in,  but  if  it  could  be  worked  in  conjunction  with  efficiency  it  would  be 
a  very  good  thing.  He  thanked  the  members  for  their  vote  of  thanks, 
and  would  be  only  too  glad  to  come  again  when  the  Secretary  was 
short  of  someone  to  take  the  chair. 
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Is  a     Whitley  Council     Practicable  ? 

Is  a  "  Whitley  Council  "  for  the  accountancy  profession  practicable?  The 
Council  of  the  Institute  of  Chartered  Accountants  replies  in  the  negative, 
whilst  the  Council  of  ihe  National  Guild  of  Accountants'  Clerks  replies  in 
the  affirmative. 

The  question  leads  to  the  further  question  :  Is  the  present  state  of  affairs 
conducive  to  the  best  results  for  the  profession  as  a  v^^hole? 

In  order  to  maintain  the  traditions  of  the  profession,  it  is  essential  that 
the  "  rani  and  file  "  should  give  of  its  best.  Are  they  doing  so  at  the  present 
time?  And  can  they  reasonably  be  expected  to  do  so  in^  the  existing 
circumstances  ? 

It  is  safe  to  say  that  most  accountants'  clerks  are  literally  compelled  to 
undertake  evening  work  in  order  to  "make  both  ends  meet."  To  say 
nothing  of  home  life  and  individual  health  and  comfort,  does  such  a  state  of 
affairs  tend  to  efficiency  ? 

Is  the  clerk  who  is  compelled  to  continue  his  daily  task  until  lo  p.m.  or 
later,  nearly  every  day  of  his  life,  in  a  fit  state  of  mind  to  give  of  his  best 
either  to  his  employer  or  to  his  employer's  client? 

If  the  client  pays  a  reasonable  fee.  he  is  fully  justified  in  expecting  the 
best  service,  and  if  the  fee  paid  is  unreasonable,  then  more  should  be 
charged. 

If  the  practising  accountant  receives  a  reasonable  fee  for  services  rendered 
he  should  be  able  to  reward  in  a  suitable  manner  those  by  whom  the  work  is 
done.  If  he  is  not  able  to  do  so,  then  there  is  something  radically  wrong 
with  the  profession. 

Over  fifty  "  Whitley  Councils"  are  now  in  existence,  and  yet  the  "  Masters 
of  figures  "  are  quite  unable  to  apply  a  similar  institution  to  their  profes- 
sion.   Furthermore,  they  are  quite  unable  to  "  grade  the  clerks." 

If  accountants  clerks'  work  is  not  being  charged  for  according  to  the 
grade  of  the  clerks  employed  in  every  accountants'  office  throughout  the  land 
to-day,  perhaps  one  of  the  practising  accountants  will  be  good  enough  to 
enlighten  us  through  the  medium  of  the  Accountants  Journal. 

The  practicability  of  a  "Whitley  Council"  has  not  yet  been  fully  con- 
sidered by  the  Councils  of  the  Institute  and  Society,  and  it  cannot  be  fully 
considered  without  both  sides  of  the  question  being  laid  before  them. 

It  would  seem  that  any  impartial  Board  would  be  obliged  to  award  a 
higher  scale  of  salaries  than  is  at  present  paid  generally  to  the  clerks,  and 
perhaps  this  plain  fact  accounts  for  the  dislike  of  a  "Whitley  Council  "  on 
the  part  of  the  employers,  who  have  failed  hitherto  to  advance  any  alternative 
scheme. 

The  resolutions  passed  recently  at  numerous  mass  meetings  throughout  the 
country  should  prove  a  timely  warning  to  those  responsible,  who  are  invited 
to  submit  a  better  proposition  than  the  proposed  "Whitley  Council"  as  a 
means  to  prevent  an  unfortunate  culmination  to  the  existing  widespread  dis- 
satisfaction amongst  the  clerks  in  the  "  Outer  Office." 

If  the  employers  are  sincere,  what  is  there  to  prevent  them  at  least  meeting 
the  clerks  representatives  at  a  round-table  conference  (iw  camera),  in  order 
to  hear  the  other  side  of  the  question? 

If  they  are  not  sincere,  then  the  only  alternative  is  to  lay  the  plain  facts 
before  the  public. 
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A  Company   Secretary's   Duties — III. 

By  W.  H.  Fox. 

(Author  of  "The  Company  Secretary.") 

In  his  third  article  Mr.  Fox  deals  with  the  duties  of  a 
Company  Secretary  as  regards  the  registration  and  filing 
of  various  documents,  and  the  penalties  for  failing  to  comply 
with  the  statutory  requirements .  Pro  forma  examples  of 
a  Register  of  Members,  Share  Transfer  Register,  Share 
Transfer  Deed,  and  Share  Certificates  are  given. 

Share  Register,  Share  Transfers  and  Certificates,  and  Share 
Warrants  to  Bearer.  ]  ^ 

Section  25  of  the  Companies  Consolidation  Act,  1908,  provides  that 
every  company  shall  keep  in  one  or  more  books  a  Register  of  its 
members,  containing  the  following  particulars  : — 

(1)  Names,  addresses,  and  occupations  of  the  members. 

(2)  A  statement  of  the  shares  held  by  each  member  in  the  case 
of  a  company  having  a  share  capital. 

(3)  The  distinguishing  numbers  of  the  shares  held  by  each  member. 

(4)  The  amount  paid  or  agreed  to  be  considered  as  paid  by  such 
members. 

(5)  The  date  of  entry  of  a  member's  name  on  the  register. 

(6)  The  date  at  which  any  person  ceases  to  be  a  member. 

If  the  company  makes  default  in  complying  with  this  section  it  is 
liable  to  a  fine  oi  £^  per  day,  and  every  director  and  manager  of  the 
company  permitting  the  default  is  liable  to  a  like  penalty. 

It  is  customar}'-  for  Registers  of  Members  to  be  prepared,  by  those 
who  claim  to  be  experts  in  such  matters,  with  a  multiplicity  of  columns, 
the  greater  part  of  which  are  quite  unnecessary  and  only  serve  to  cause 
needless  dela^?-  and  complications  in  arriving  at  deiinite  results  and 
taking  out  the  balances  for  the  preparation  of  the  annual  list 
of  members,  &c. 

Time  may  be  saved  by  using  a  form  more  or  less  of  the  nature  of  an 
ordinary  commercial  Ledger  Account,  from  which  balances  may  be 
taken  and  agreed  without  difficulty  from  time  to  time. 

As  a  further  means  of  simplifying  the  work  on  the  Register  of 
Members  it  will  be  convenient — and  especially  in  the  case  of  a  small 
company — instead  of  having  the  book  in  the  form  of  a  regular  Debit 
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and  Credit  Ledger  Account,  to  treat  all  the  shares  acquired  as  "  Credit  " 
entries.  When  shares  are  transferred  the  entries  may  be  treated  as 
"  debits  "  and  entered  in  red  ink  and  deducted  from  the  total  of  the 
shares  held,  so  that  at  any  time  the  balance  on  the  account  may  be 
shown. 

The  above  form  is  a  specimen  account  of  a  shareholder  appearing 
in  the  Register  of  Members  prepared  on  this  principle. 

If  the  foregoing  form  of  account  in  the  Register  is  adopted  it  will 
be  found  that  in  the  case  of  an  active  account  one  single  total  of  the 
shares  acquired  in  black  ink  and  one  single  total  of  the  shares  trans- 
ferred in  red  ink  can  be  cast  at  the  bottom  of  the  page.  These  totals 
can  be  carried  forward  page  after  page  until  the  period  comes  for 
balancing,  and  thus  agreed  at  the  end  of  any  given  period  with  the 
totals  appearing  in  the  Register  of  Transfers. 

It  will  also  be  noticed  in  the  form  there  is  included  a  column  (No.  8) 
in  which  reference  is  given  to  the  distinctive  numbers  of  certificates 
relating  to  the  shares  acquired  and  also  to  those  transferred ;  and  this, 
in  practice,  is  found  a  convenience  in  sett  ing  any  query  arising  in 
connection  with  a  member's  account. 

If  preferred,  the  member's  account  may  be  treated  as  a  Debit  and 
Credit  Ledger  Account,  but  treating  the  Register  in  this  way  means 
that  twice  the  space  is  occupied. 

Entries  in  the  Register  of  Members  are  in  the  first  place  made  from 
the  allotment  list  to  the  credit  of  the  various  members'  accounts. 
Subsequent  entries  are  made  from  the  Transfer  Register  hereinafter 
mentioned. 

Section  26  of  the  1908  Act  provides  that  every  company  having  a 
share  capital  must,  under  a  penalty  payable  by  the  company  of  £5  per 
day  and  also  a  similar  fine  for  every  director  and  manager  permitting 
the  default,  file  with  the  Registrar  of  Companies  a  copy  of  the  annual 
list  and  summary  within  seven  days  of  the  14th  day  after  the  date 
of  the  first  annual  general  meeting  of  the  company. 

This  annual  list  and  summary — which,  owing  to  official  stupidity,  is 
to  be  prepared  as  on  the  14th  day  after  the  general  meeting  instead  of 
at  the  date  of  the  general  meeting — forms  part  of  the  Register  of 
Members.  The  following  is  a  summary  of  the  information  which  it 
must  contain,  namely,  (i)  a  hst  of  all  persons  who  are  members  of  the 
company  or  who  have  ceased  to  be  members  since  the  previous  return, 
including  their  names,  addresses,  and  occupations,  with  the  number 
of  shares  held  by  them  or  transferred  since  the  previous  return,  with 
the  date  of  the  transfers  (a  distinction  must  be  made  in  the  summary 
between  the  shares  issued  for  cash  and  shares  issued  as  fully  or 
partially  paid  up).  (2)  The  amount  of  share  capital  and  the  number 
of  shares  into  which  it  is  divided.  (3)  The  number  of  shares  taken  up 
and  the  amounts  called  up  on  the  shares.  (4)  The  amounts  paid  by 
way  of  commission  for  placing  shares.  {5)  The  total  number  of  shares 
forfeited.  (6)  The  amount  of  share  warrants  issued  and  outstanding 
and  surrendered  since  the  previous  return,  and  the  number  of  shares 
comprised  in  each  share  warrant.  (7)  The  names  and  addresses  of 
the  directors.  (8)  Amounts  due  in  respect  of  all  mortgages  and  charges 
outstanding. 
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The  return  must  also  include  a  statement  in  the  form  of  a  Balance 
Sheet  which  has  been  audited  by  the  company's  auditors,  but  it  is 
not  necessary  to  include  therein  a  statement  of  profit  and  loss.  It  is 
sufficient  if  a  note  on  the  Balance  Sheet  is  put  to  the  effect  that  it  has 
been  audited  b}^  the  company's  auditors,  mentioning  their  name. 

As  regards  the  date  of  the  Balance  Sheet,  the  wording  of  Section  26 
(Subsection  3)  is  that  the  statement  must  be  "  made  up  to  such  date 
as  maybe  specified  in  the  statement  in  the  form  of  a  Balance  Sheet." 
It  will  thus  be  observed  that  a  company  is  at  liberty,  if  the  directors 
see  fit,  to  file  a  copy  of  the  first  Balance  Sheet  prepared  and  audited 
and  to  keep  on  repeating  a  copy  of  the  same  Balance  Sheet  on  every 
subsequent  annual  return.  The  Somerset  House  authorities,  not- 
withstanding they  made  objection,  have  been  compelled,  in  more  than 
one  instance,  to  accept  a  copy  of  the  same  Balance  Sheet  year  after 
year,  although  doubtless  this  is  not  at  all  what  was  intended  when 
the  Companies  Act  of  1908  was  passed. 

The  full  details  of  this  annual  return  are  too  elaborate  to  include 
in  the  present  article,  but  a  copy  of  the  form  may  be  obtained  at  any 
law  stationers  or  at  the  Companies  Department,  Room  7,  Somerset 
House,  price  threepence. 

Owing  to  the  fact  that  the  filed  copy  of  the  return  has  to  be  signed 
by  the  manager  or  the  secretary,  it  is  customary  to  consider  this  as  the 
original,  whereas  the  original  must  be  included  in  the  actual  Register 
of  Members,  and,  therefore,  it  is  merely  a  copy  which  is  filed  with  the 
Registrar. 

By  Section  27  01  the  Act  no  notice  of  any  trust  expressed,  implied, 
or  constructive  shall  be  entered  on  the  Register  of  Members. 

Under  Section  30  of  the  Act  the  Register  of  Members  must  be  kept 
at  the  registered  offices  of  the  company,  and  it  is  open  to  any  member 
to  inspect  the  same  gratis,  and  to  any  other  person  on  payment  of  one 
shilling. 

This  inspection  is  subject  to  the  company  having  the  power  by 
advertisement  in  some  local  newspaper  to  close  the  Register  for  30 
days  during  each  year  for  preparing  dividend  lists,  &c. 

Section  32  of  the  Act  provides  that  if  any  name  is  improperly  omitted 
from  the  Register  of  Members  or  default  is  made  in  entering  the  name 
of  a  person  entitled  to  shares,  the  company  or  any  member  thereof  may 
apply  to  the  Court  for  rectification  of  the  Register. 

After  the  shares  have  once  been  entered  in  the  Register  of  Members 
their  ownership  can  only  be  effected  by  transfer.  On  the  next  page  is 
a  form  of  Transfer  Kegister. 

In  this  form  the  name  and  address  of  the  transferee  who 
acquires  the  shares  (which  are  entered  in  the  register  to  his  credit) 
are  entered  in  black,  and  the  corresponding  entries — including  the 
transferor's  name,  which  appear  in  italics — are  entered  in  red  ink. 

The  Share  Transfer  Register — with  the  exceptions  hereinafter 
m.entioned — is  written  up  from  the  Share  Transfer  Deeds,  which  are 
lodged  with  the  company.  The  ordinary  form  of  deed  as  approved 
by  the  Stock  Exchange  is  given  on  p.  198. 
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©I,  James  Graham,  of  No.  333  Great  Swan  Alley,  London,  E.G.  2,  Actuary,  in 
consideration  of  the  Sum  of  One  Hundred  and  Six  Pounds  paid  by  Thomas 
Crumwell,  of  Austin  Friars,  Old  Broad  Street,  in  the  Gity  of  London, 
Barrister-at-Law,  hereinafter  called  the  said  Transferee, 

o  Do  hereby  bargain,  sell,  assign  and  transfer  to  the  said  Transferee 

•g  106  Fully  Paid  Shares  of  £1  each,  numbered  4,001  to  4,106  inclusive,  of  and  in 

the  undertaking  called  the  "  Merrie  England,"  Limited. 

O  V 

"oQ  To  hold  unto  the  said  Transferee,  his  Executors,  Administrators,  and  Assigns, 

W  ^  subject  to  the  several  conditions  on  which  I  held  the  same  immediately  before 

.2.  the  execution  hereof;  and  I,  the  said  Transferee,  do  hereby  agree  to  accept 

and  take  the  said  Shares,  subject  to  the  conditions  aforesaid. 


§.  As  Witness  our  Hands  and  Seals,  this  31st  day  of  May,  in  the  Year  of 

^  our  Lord,  One  Thousand  Nine  Hundred  and  Twenty. 

Signed,  sealed,  and  delivered,  by  the  above-named  James 
Graham  in  the  presence  of 

Signature  of  Witness— Heury  Crondace,  y  James  Graham       (  Seal 

Addrest — 69  Lombard  Street,  London,  E.G. 

Ouupation — Capitalist. 


^Sea^ 


Signed,  sealed  and  delivered,  by  the  above-named  Thomas \ 
Crumwell  in  the  presence  of 

Signature  of  Witness — Thomas  Boleyn,  Thomas  Crumwell 

Address — Rochford  Hall,  Essex. 

Occupation — Knight. 

[See  Declaration  at  back  hereof.] 

Declaration  by  Transferor. 

I  I  am  not 

 hereby  declare  that  a  person  resident  or  carrying  on  busmess  m  any  country 

We  no  one  of  us  is 

at  war  with  Great  Britain,  or  treated  as  an  enemy  under  any  proclamation  relating  to  trading 
with  the  enemy,  or  mentioned,  or  a  member  of  a  body  of  persons  mentioned,  in  the  Statutory 
List  under  the  Trading  with  the  Enemy  (Statutory  List)  Proclamation,  1916,  No.  3,  and  that  the 
within  written  transfer  is  not  made  by  me/us  on  behalf  of  any  such  person  as  aforesaid. 

(Signature)  James  Graham. 

Declaration  by  Transferee. 

I  I  am  not 

 hereby  declare  that  a  person  resident  or  carrying  on  busmess  in  any  country 

We  no  one  of  us  is 

at  war  with  Great  Britain,  or  treated  as  an  enemy  under  any  proclamation  relating  to  trading 
with  the  enemy,  or  mentioned,  or  a  member  of  a  body  of  persons  mentioned,  in  the  Statutory 
List  under  the  Trading  with  the  Enemy  (Statutory  List)  Proclamation,  1916,  No.  3,  or  an  enemy 
subject  within  the  meaning  of  the  Trading  with  the  Enemy  Amendment  Act,  1916,  and  that  the 
within  written  transfer  is  not  made  to  me/us  for  the  benefit  of  any  such  person  as  aforesaid. 

(Signature)  Thomas  Crumwell. 
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The  deed  of  transfer  of  shares,  with  the  relative  certificate,  will  be 
lodged  with  the  company  by  the  transferee  or  his  agents,  and  will 
be  brought  before  the  Board  in  due  course  for  passing.  New  certificates 
will  be  prepared  and  sealed  at  the  same  time.  The  company  will 
issue  a  balance  certificate  in  the  event  of  only  part  of  the  shares 
included  in  the  transferor's  certificate  being  sold. 

In  the  case  of  the  consideration  money  stated  on  the  deed  being,  in 
the  view  of  the  secretary,  not  in  proportion  to  the  number  of  shares 
transferred,  it  will  be  necessary  for  him  to  inquire  into  the  transaction 
and  perhaps  desirable  to  return  the  transfer  in  order  that  it  may  be 
certified  by  the  Inland  Revenue  authorities.  This  Government  Depart- 
ment is  in  the  habit  of  trying  to  force  upon  the  secretary  the  responsi- 
bility for  incorrect  stamping,  but  this  is  probably  only  one  of  the 
attempts  by  officials  to  put  responsibility  upon  shoulders  where  it 
does  not  belong. 

There  are  various  other  cases  in  which  it  may  be  necessary  to  make 
transfers  of  shares  in  the  company's  books  where  actual  deeds  are  not 
produced,  and  the  following  are  examples  of  these  special  transactions  : 

(1)  Registration  of  probate  where  the  actual  probate  issued  to 
the  executors  of  a  deceased  member  is  produced  for  registra- 
tion and  the  names  of  the  executors  have  to  be  inserted  in  the 
Register.    A  fee  of  5s.  is  usually  charged  for  this. 

(2)  In  the  event  of  the  holder  of  Share  Warrants  being  desirous 
of  transferring  into  registered  shares  and  having  his  name 
put  upon  the  Register  accordingly. 

(3)  Where  the  holder  of  registered  shares  desires  to  have  Share 
Warrants  in  place  of  the  same,  in  which  case  the  company 
will  usually  charge  him  a  proportionate  cost  of  the  printing 
of  the  Share  Warrants  and  the  Government  Stamp  Duty. 

(4)  Where  a  female  shareholder  is  married  or  where  a  shareholder 
changes  his  name  a  declaration  on  the  subject  must  accompany 
the  request  for  the  change  to  be  made  in  the  Register  of 
Members  and  upon  the  Share  Certificate. 

(5)  In  the  event  of  the  bankruptcy  of  a  member  the  trustee 
may  have  the  shares  transferred  into  his  own  name,  but  he 
will  be  unwise  to  do  so  unless  the  shares  are  fully  paid. 

(6)  Forfeiture  of  shares.  When,  after  due  notice  has  been  given 
to  the  member  and  his  calls  have  not  been  paid,  a  resolution 
of  the  Board  may  be  passed  forfeiting  the  shares,  and  the 
same  will  accordingly  be  transferred  to  a  "  Forfeited  Shares  " 
Account  in  the  Share  Register. 

In  all  the  above-mentioned  six  classes  of  transfer  other  than  by 
ordinary  transfer  deed  it  will  be  necessary,  in  order  to  keep  the  records 
of  the  company  complete,  to  enter  upon  a  foolscap  sheet  the  particulars 
of  the  transfer  and  to  keep  this  document  with  the  actual  transfer  deeds 
so  that  the  entries  may  be  made  in  the  Share  Transfer  Register. 

Under  Section  92  of  the  1908  Act  every  company  shall  within  two 
months  after  the  allotment  of  any  shares  or  within  two  months  of  the 
registration  of  transfers  of  shares,  complete  and  have  ready  for  delivery 
the  relative  share  certificates  under  penalty  by  which  the  company  is 
liable  for  payment  of  £5  a  day  and  any  director  or  other  officer  who  is 
a  party  to  such  default.    The  following  is  a  form  of  Share  Certificate  : — 
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It  will  be  observed  that  between  the  counterfoil  and  the  Share 
Certificate  is  affixed  a  form  of  receipt  which  will  be  filled  up  and  for- 
warded to  the  shareholder  when  the  certificate  is  sent.  These  forms  of 
receipt  will  be  attached  to  the  counterfoil  in  the  Share  Certificate  book 
immediately  they  are  returned  by  the  holder,  and  the  counterfoils 
should  be  constantly  looked  through  to  see  whether  any  certificates 
have  been  sent  out  and  not  acknowledged. 

The  Share  Certificate  for  registered  shares  is  prima  facie  evidence 
of  ownership,  but  the  actual  title  of  the  shares  is  the  record  in  the 
Register  of  Members.  Should  the  certificate  be  lost,  the  company 
will  be  prepared  on  such  evidence  as  the  solicitors  may  advise,  including 
a  statutory  declaration  of  the  facts,  to  grant  a  fresh  certificate,  but 
great  care  must  be  exercised  in  any  operation  of  this  nature. 

As  opposed  to  the  Share  Certificate  representing  registered  shares, 
the  articles  of  association  of  most  companies  contain  powers  for  the 
issue  of  Share  Warrants  to  Bearer.  These  warrants  constitute  the 
actual  title  to  the  shares  and  require  to  be  stamped  with  an  amount 
equivalent  to  three  times  the  ordinary  stamp  duty.  Ownership  of 
these  "  Bearer  "  shares  passes  from  one  to  another  by  the  actual 
deUvery  of  the  document.  The  following  is  a  form  of  Share  Warrant 
to  Bearer  : — 

No.  '  No.  of    I  Shares,  loo. 

"  MERRIE  ENGLAND,"  LIMITED. 

Share  Warrant  to  Bearer 

For  Ordinary  Shares  of  each. 

This  is  to  certify  that  the  Bearer  of  this  Warrant  is  the  proprietor  of 
One  Hundred  fully-paid  Ordinary  Shares  of  One  Pound  each  in  the 
capital  of  "  Merrie  England,"  Ltd.,  numbered  to  inclusive, 

subject  to  the  terms  of  the  Memorandum  of  Association  and  the  regulations 
of  the  company  for  the  tim.e  being. 

Given  under  the  Common  Seal  of  the  Company  this  ist  day  of  July  1920, 

A.  B., 
C.  D., 

Directovs. 

G.  H., 

Secveiary. 

REGULATIONS. 

In  order  to  enable  the  holder  of  this  Warrant  to  vote  at  any  meeting  of 
the  Company  it  will  be  necessary  for  him  to  deposit  this  Warrant  with  the 
Company,  at  the  Registered  Office,  two  clear  days  before  the  day  of  the 
meeting. 

On  the  declaration  of  any  Dividend  on  these  Shares,  the  rate  per  share 
or  per  cent.,  and  the  date  of  payment  and  number  of  Coupon  to  be  presented 
will  be  notified  by  public  advertisement,  and  the  Coupon  in  respect  thereto 
will  be  paid  at  the  Registered  Office  of  the  Company  in  London,  or  at  its 
option  at  some  other  place  to  be  nominated  from  time  to  time  by  the  Company. 
Coupons  must  be  deposited  three  clear  days  for  examination. 
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The  holder  for  the  time  being  of  this  Share  Warrant  to  Bearer  may  become 
registered  as  the  owner  of  the  Shares  therein  mentioned,  on  making  the 
necessary  request  to  the  Company  in  writing  and  surrendering  this  Warrant 
together  with  the  outstanding  Coupons,  and  paying  to  the  Company  such 
sum  as  the  directors  may  from  time  to  time  prescribe. 

The  Company  is  entitled  to  treat  the  bearer  hereof  for  the  time  being  as 
the  absolute  owner  of  the  Shares  herein  mentioned,  and  the  bearer  of  each 
Coupon  attached  as  the  only  person  entitled  to  the  Dividend  mentioned 
in  such  Coupon,  and  the  delivery  to  the  Company  of  such  Coupon  shall  be 
an  absolute  discharge  to  it  in  respect  of  such  Dividend. 

"  MERRIE  ENGLAND."  LIMITED,  LONDON. 

Share  Warrant  to  Bearer  No. 

loo  Ordinary  Shares  £i  Coupon. 

Coupon  for  amount  of  Dividend  on  lOO  Ordinary  Shares 
payable  at  the  Registered  Office  of  the  Company  in  London, 
or  at  its  option  at  some  other  place  to  be  nominated  from 
time  to  time  by  the  Company. 

G.  H., 

Secretary. 

The  dividend  coupons  attached  have  to  be  surrendered  when  pay- 
ment is  made.  The  amounts  and  dates  of  payment  of  the  dividends 
on  these  "  bearer  "  shares  cannot  be  ascertained  until  the  Company's 
accounts  have  been  prepared  and  the  dividends  declared. 

Note. 

Owing  to  the  length  of  the  present  article  it  has  been  found  necessary 
to  defer  the  question  of  "dividends"  until  next  month. 


The  Principles  of  Costing. 

Mr,  Cathles'  fourth  article  on  this  subject,  which  deals 
with  the  Allocation  of  Oncost,  will  appear  next  month. — Ed. 
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The  Money  Market— II. 

The  Influences  of  Government  Borrowings  on  the 
Money  Market. 

By  J.  H.  McCall.  F.S.A.A. 

The  following  article  explains  the  position  of  the  Bank 
of  England  as  the  medium  through  which  the  Government 
controls  the  market.  The  fixing  of  the  Bank  Rate  and  the 
effects  when  it  is  raised  or  lowered  are  fully  dealt  with. 

The  Bank  Rate  as  a  means  of  Regulating  the  Flow  of  Money. 

We  have  seen  why  it  is  that  at  the  present  time  the  British 
Government  exercises  so  great  an  influence  upon  the  money  market. 
As  a  consequence  of  its  huge  floating  debt  it  has  had  to  secure 
preferential  treatment  amongst  the  borrowers  who  come  to  the 
market.  The  Government  must,  however,  in  the  ordinary  course, 
in  addition  to  its  own  immediate  requirements,  take  into  consideration 
various  factors,  as,  for  instance  : — 

[a)  The  condition  of  the  foreign  exchanges, 

{h)  The  gold  reserve  of  the  country, 

(c)  Its  own  requirements,  and 

[d]  The  industrial  needs  of  the  country. 

The  Government  took  direct  action  during  the  war  by  restricting 
the  export  of  gold,  and  by  restricting  capital  issues  on  the  market, 
but  normally  it  indirectly  influences  the  market  through  its  agent  the 
Bank  of  England. 

The  Bank  of  England  is  able  to  exercise  a  control  on  the  flow  of 
money  owing  to  its  unique  position.  It  is  the  banker  and  agent  of 
the  State  ;  it  holds  the  gold  reserve  of  the  country  ;  it  keeps  the 
reserves  of  all  the  larger  banks  and  discount  houses  ;  and  it  fixes  the 
Bank  Rate  week  by  week.  It  must,  in  addition,  publish  weekly 
the  "  Bank  Return,"  which  may  be  called  the  barometer  of  the  money 
market. 

The  Bank  of  England  from  time  to  time  fixes  what  is  known  as 
"  The  Bank  Rate."  As  this  rate,  when  it  is  changed,  has  the  effect 
of  altering  all  other  rates,  it  is  important  to  understand  what  the 
various  rates  prevailing  in  London  are.  We  will  specifically  deal 
with  each  rate  and  its  objects. 
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{a)  The  Bank  Rate.  This  is  the  advertised  official  minimum 
charged  by  the  Bank  of  England  for  discounting  first-class  bills,  and 
is  fixed  by  the  Bank  Court  at  their  weekly  meeting  each  Thursday. 

[b)  The  Bank  of  England  Loan  Rate.  This  is  usually  fixed  slightly 
higher  than  the  discount  rate. 

(c)  The  Market  Rate  of  Discount.  This  is  the  rate  charged  by  bill- 
brokers  and  bankers  for  discounting  bills.  Two  quotations  are  given 
— the  lower  one  for  first-class  bills,  and  the  higher  rate  for  second- 
class  or  trade  bills.  This  rate  is  usually  somewhat  lower  than  the 
Bank  Rate,  and  is  generally  varied  directly  with  the  Bank  Rate,  so 
that  a  movement  of  the  one  will  affect  the  other. 

{d)  Other  Bankers'  Deposit  Rate.  This  is  the  rate  of  interest 
which  banks  other  than  the  Bank  of  England  will  allow  to  their 
customers  on  balances  on  deposit.  It  bears  a  fixed  relation  to  the 
Bank  Rate,  usually  being  i  -h  per  cent,  below.  There  may  be,  however, 
exceptional  circumstances,  as  when  the  Bank  Rate  is  abnormally 
high  or  low,  when  the  committee  of  clearing  bankers  may  fix  it  on 
some  other  basis. 

[e)  The  Bankers'  Call  Rate  and  Seven  Day  Rate.  This  is  the  rate 
charged  by  bankers  for  loans  to  bill-brokers  and  others,  repayable  on 
short  notice. 

(/)  Bank  interest  charged  by  banks  to  their  customers  for  ordinary 
loans  or  over-drafts.  This  is  generally  fixed  also  in  relation  to  the 
Bank  Rate. 

The  rates  quoted  in  The  Ti^nes  for  15th  July  1920  were  as  follows  :— 
Bank  Rate  7  per  cent. 
Market  Rate  of  Discount  6rn — 6f. 
Other  Bankers'  Deposit  Rate  5  per  cent. 
Bankers'  Call  Rate  and  Seven  Day  Rate  5-4I  per  cent. 
It  will  be  seen  that  a  movement  in  the  Bank  Rate  has  an  effect 
upon  all  other  rates,  and  it  follows,  therefore,  that  a  movement  in 
the  price  of  money  has  also  the  effect  of  attracting  or  otherwise  money 
to  the  market. 

There  are  two  conditions  to  be  maintained  when  considering  the 
advisability  of  stiffening  the  rates  in  order  to  influence  the  movement 
of  gold,  viz.  : — 

{a)  The  absolute  necessity  for  maintaining  a  sufficient  reserve  of 
gold  at  the  Bank  of  England,  and 

(6)  The  necessity  for  correcting  adverse  conditions  of  foreign 
exchanges. 
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In  order  to  appreciate  these  conditions,  it  should  be  understood 
why  it  is  necessary  to  maintain  a  gold  reserve.  The  currency  of  this 
country  is  based  upon  the  gold  standard  of  value.  The  business  of 
the  country  is  carried  on  by  means  of  credit.  Debts  are  not  paid  in 
legal  tender  but  by  bills,  cheques,  and  other  instruments  of  credit. 
These  are  mere  transfers  of  a  present  right  to  a  future  possession  of 
money,  with  varying  periods  of  circulation  according  to  their  nature. 
Cheques  are  usually  presented  at  once  for  payment  when  paid  into  a 
bank.  Bills  of  exchange  may  circulate  during  the  period  in  which 
they  are  current.  Bank-notes  and  Treasury  notes  are  circulated  as 
freely  as  coins  of  the  realm,  and  it  is  because  of  this  that  certain 
regulations  governing  the  issue  of  the  former  have  been  made.  This 
paper  currency  depends  for  its  stability  upon  the  amount  of  gold 
which  is  held  in  reserve  to  support  the  system.  There  are  two  theories 
relating  to  the  method  of  governing  the  note  issue  : — 

(a)  The  currency  theory,  which  may  be  stated  as  follows  :  "In 
"  issuing  bank-notes,  care  should  be  taken  that  the  amount  in  circula- 
"  tion  should  always  be  the  same  as  the  amount  of  gold,  provided 
"  the  notes  did  not  exist." 

{b)  The  hanking  system,  which  urges  that  the  only  consideration  a 
banker  need  bear  in  mind  in  regulating  issues,  is  whether  the  issue  is 
for  legitimate  banking  transactions  and  not  speculative  dealings. 

These  two  theories  relate,  of  course,  to  the  issue  of  bank-notes,  and 
under  the  Bank  Charter  Act,  1844,  which  was  a  compromise  between 
the  two  theories,  it  was  provided  that  the  Bank  of  England  should 
issue  notes  to  the  value  of  ;^i4,ooo,ooo  against  securities  which  were 
to  be  held  by  the  Issue  Department,  and  that  any  issue  of  notes 
beyond  ^14,000,000  was  to  be  secured  by  gold  and  bullion.  The  same 
restrictions  do  not  apply,  of  course,  to  the  issue  of  Treasury  notes,  but 
it  is  generally  admitted  that  a  paper  currency  without  some  corre- 
sponding good  security  will  tend  to  be  depreciated.  This  depreciation 
is  provided  against  in  this  country  by  two  things  : — 

(1)  The  withdrawal  of  the  gold  coinage  from  circulation,  and 

(2)  The  effect  of  making  Treasury  notes  legal  tender ;  legal  tender 
being  that  particular  form  of  money  which  must  be  received  if  ofiered 
in  payment  of  a  debt. 

It  will  be  seen,  however,  that  in  foreign  countries  the  protection  of 
legal  tender  cannot  apply.  Theoretically  a  debt  owing  to  another 
country  is  payable  in  the  coinage  of  the  country.  This  question  of 
maintaining  an  adequate  reserve  of  gold  against  the  paper  currency 
has  a  direct  influence  upon  foreign  exchanges. 
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The  subject  of  foreign  exchanges  treats  of  : — 

(1)  The  international  value  of  money. 

(2)  The  value  in  one  country  of  a  debt  payable  in  another. 

(3)  The  means  of  transmitting  settlement  of  such  debts. 

The  rate  of  exchange  between  two  countries  is  affected  by  the  cost 
of  transmission  of  gold,  and  the  equation  between  the  two  systems  of 
coinage  used  in  two  countries,  called  the  Mint  Par  of  Exchange. 
International  debts  are  settled  by  the  medium  of  bills  and  cheques. 
The  balance  of  indebtedness  may  be  settled  by  the  import  or  export 
of  gold.  In  commerce  England  pays  its  debts  by  accepting  bills  drawn 
upon  London,  and  other  countries  pay  England  by  buying  bills  drawn 
upon  London  and  remitting  them  by  post. 

One  of  the  greatest  influences  brought  to  bear  upon  the  rates  of 
exchange  is  the  adverse  balance  of  indebtedness,  i.e.  where  the  imports 
of  the  country  are  largely  in  excess  of  the  exports.  It  would  follow, 
for  instance,  that  if  we  imported  twice  as  much  goods  from  America 
as  we  exported  to  them,  there  is  a  balance  which  must  be  paid 
in  cash.  It,  therefore,  becomes  necessary  at  times  to  export  gold  in 
settlement  of  the  difference,  if  that  were  the  cheapest  way.  It  must 
be  borne  in  mind,  however,  that  our  trade  is  not  merely  with  America 
but  international,  and  the  true  balance  of  indebtedness  is  as  against 
the  whole  world. 

Assuming,  therefore,  that  it  is  advisable  to  attract  gold  to  this 
country,  the  Bank  of  England  may  put  up  the  Bank  Rate  in  order  to 
do  so.  The  result  of  this  will  be  that  other  bankers  will  raise  the  rate 
which  they  allow  on  deposits.  This  will  induce  them  to  raise  the  rate 
which  they  charge  bill-brokers  on  money  lent  on  call  and  short  notice. 
The  bill-brokers,  having  to  pay  more  for  their  borrowed  capital,  will 
be  forced  to  raise  the  discount  rate  which  they  charge  to  the  public. 
Consequently  a  rise  in  the  Bank  Rate  results  in  a  rise  in  the  market 
rate  of  discount. 

It  is  not  usual  for  the  market  to  borrow  from  the  P3ank  of  England 
if  it  can  get  the  money  elsewhere,  because  the  terms  are  less  favourable 
than  those  of  other  banks.  But  where  the  amount  of  money  which 
the  banks  are  able  to  lend  is  insufficient,  the  bill-brokers  have  no 
option  but  to  borrow  from  the  Bank  of  England,  which,  from  the 
position  it  occupies,  can  make  its  own  rate,  the  market  in  such  a 
case  being  driven  to  the  Bank.  A  high  Bank  Rate  has  the  tendency  of 
attracting  money  from  other  countries,  the  flow  of  which  would  in 
time  bring  down  the  Bank  Rate  in  order  to  keep  it  in  touch  with  the 
market  rate. 
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We  can  see,  therefore,  that  the  bank,  in  its  endeavour  to  maintain 
the  gold  reserve,  and,  further,  to  steady  the  foreign  exchanges,  actually 
puts  limitations  upon  the  money  market  which  may  be  detrimental 
to  the  interests  of  industrial  borrowers.  This  position  of  affairs  has 
resulted  in  general  criticism  of  the  Government,  which  by  its  methods 
of  finance  is  assumed  to  have  created  a  dear  market.  It  is  very  difi&- 
cult  to  follow  the  criticisms  owing  to  the  fact  that  the  abnormal  con- 
dition of  things  obtaining  at  the  present  time  seems  to  have  reversed 
what  was  thought  to  be  general  rules  in  the  market. 

The  Bank  Rate  is  usually  high  at  times  of  financial  crisis,  e.g. — 

(1)  When  there  is  increased  demand  for  legal  tender  as  a  means  ot 
settling  transactions. 

(2)  When  exports  of  gold  are  threatened  by  reason  of  the  balance  of 
indebtedness  as  regards  other  countries  being  against  us;  and 

(3)  When  there  is  a  brisk  demand  for  money  owing  to  trade  being 
good. 

It  will  be  seen  that  these  three  reasons  are  in  themselves  contra- 
dictory factors,  so  that  it  would  be  unsafe  for  an  ordinary  person  to 
draw  hasty  conclusions  from  the  fact  of  the  Bank  Rate  being  raised 
or  lowered.  As  it  is  not  the  object  of  this  article  to  attempt  explana- 
tions or  criticisms,  nothing  further  need  be  said  on  that  score. 

We  have  seen  why  it  is  the  Government  wish  to  control  the  market, 
and  how  it  is  that  the  Bank  of  England  exercises  the  control.  We 
will,  in  our  next  article,  discuss  the  various  operations  upon  the  market 
which  are  immediately  affected  by  the  prevailing  rates  of  interest. 
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By  Lawrence  R.  Dicksee,  M.Com.,  F.C.A. 

(Sir  Ernest  Cassel  Professor  of  Accountancy  and  Business  Methods  in 
the  University  of  London.) 

The  various  methods  of  recording  transactions,  the  ^'First- 
Entry  Records, upon  which  the  Ledger  Record  is  based, 
ar^  fully  described  in  Professor  Dicksee's  article  this 
month . 

XII.  — First -Entry  Records. 

Hitherto,  no  attempt  has  been  made  to  describe  the  means  by 
which  the  Accountant  arrives  at  the  information  that  enables  him 
to  determine  what  transactions  it  is  necessary  for  him  to  record  in 
his  accounts.  Naturally,  this  information  must  reach  him  through 
recognised  channels,  or  there  will  be  serious  risks  of  inaccuracy  and 
omission.  The  formal  accounting  records,  which  have  so  far  been 
considered,  constituie  the  "  Ledger  "  of  the  business.  According 
to  the  size  of  the  undertaking  these  accounts  may  be  comprised  in  a 
single  volume  or  they  may  be  split  out  over  a  number  of  separate 
volumes  for  convenience  of  reference,  and  also  for  the  purpose  of 
enabling  a  large  staff  to  be  at  work  simultaneously  upon  the  records. 
The  written  information  upon  which  the  Ledger  record  is  built  up 
varies  considerably  in  its  nature  according  to  circumstances.  Taken 
collectively,  it  may  conveniently  be  spoken  of  under  the  heading  of 
' '  lirst-entry  records. ' '  The  articled  clerk  of  even  a  few  weeks'  experience 
has  doubtless  already  made  some  acquaintance  with  lirst-entry  records, 
but  that  his  knowledge  may  become  systematic  it  is  convenient  to  deal 
with  the  various  methods  that  have  been  in  use  from  time  to  time  since 
the  institution  of  double-entry  bookkeeping,  as  none  of  these  methods 
are  entirely  obsolete  and  the  most  modern  of  them  are  but  natural 
developments  of  the  earlier. 

XIII.  — The  Waste  Book. 

Originally,  the  practice  was  to  provide  a  "  Waste  Book  "  at  a  con- 
venient central  point  on  the  business  premises,  to  which  all  had  access. 
This  was,  as  its  name  implies,  a  book  consisting  of  blank  or  empty 
pages.  It  was  the  duty  of  every  person  concerned  in  a  transaction 
to  record  in  this  book  without  delay  such  particulars  as  would  enable 
the  Accountant  afterwards  to  deal  with  the  matter  in  a  proper  form. 
No  special  knowledge  of  accounting  was  expected,  or  desired,  upon  the 
part  of  those  whose  duty  it  was  to  make  entries  in  the  Waste  Book. 
These  entries  accordingly  appeared  in  ordinary  narrative  or  diary 
form,  and  in  the  nature  of  things  would  appear  in  chronological  order. 
The  responsibility  v/as  thrown  on  those  concerned  with  the  transactions 
of  recording  them,  and  recording  them  accurately. 
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XIV.— The  Journal. 

The  Accountant,  or  chief  bookkeeper,  then  took  up  the  running. 
From  day  to  day  he  would  ascertain  from  the  Waste  Book  what  transac- 
tions had  occurred,  and  would  re-write  these  into  a  more  formal  book, 
styled  the  "  Journal,"  translating  them  into  the  language  of  accounting 
in  the  process  of  doing  so,  and  converting  them  into  definite  written 
instructions  to  his  subordinates,  showing  {a)  the  account  (or  accounts) 
to  be  debited,  {b)  the  account  (or  accounts)  to  be  credited  in  respect  of 
each  transaction,  and  {c)  the  amount  in  money  to  be  so  debited  and 
credited,  adding  {d)  a  short  narrative  of  the  transaction  itself  as  a 
justification  for  the  instructions  he  was  thus  giving  to  his  subordinates. 
The  form  in  which  Journal  entries  are  made  has  varied  slightly  from 
time  to  time  in  matters  of  detail,  but  in  all  essentials  the  purposes  of 
the  Journal  as  above  described  have  remained  unchanged.  Indeed, 
the  only  substantial  modification  that  time  has  wrought  has  been  in 
the  direction  of  keeping  down  the  number  of  actual  Journal  entries 
for  the  day  by  combining  into  one  Journal  entry  several  transactions 
which,  upon  the  one  side  or  the  other,  affect  a  common  account. 

Originally,  the  Journal  was  the  centre  of  the  whole  system  of  account- 
ing. All  transactions  had  to  pass  through  this  bottle  neck  before 
reaching  their  final  destination  in  the  Ledger,  and  in  that  way  the 
Accountant  was  able  to  keep  effective  control,  for  no  entry  whatever 
could  be  made  in  any  Ledger  account  for  which  he  had  not  given  written 
instructions  in  the  form  of  Journal  entries. 

As  businesses  developed  in  size,  however,  this  centralisation  of  control 
became  more  and  more  inconvenient,  for  in  the  nature  of  things  there 
must  always  be  a  limit  to  the  number  of  Journal  entries  that  any 
one  Accountant  can  possibly  record  in  a  day.  Accordingly,  with  the 
growth  of  business  houses,  some  abbreviated  method  of  short-circuiting 
became  essential.  The  abbreviations  have  in  practice  proceeded  upon 
one  or  the  other  of  the  two  following  alternatives  :  [a)  the  sanctioning 
of  direct  Ledger  entries,  {h)  the  multiplication  of  Journals  to  enable 
more  than  one  Accountant,  or  bookkeeper,  to  be  at  work  at  the  same 
time. 

XV. — Direct  Entry  in  Ledger  Accounts. 

In  almost  every  business  it  will  be  found  that  a  very  substantial 
proportion  of  the  total  number  of  transactions — anything  from  (say) 
40  to  80  per  cent. — are  transactions  involving  the  receipt  or  payment 
of  money,  i.e.  transactions  affecting  the  Ledger  account  of  one  who  is 
in  fact,  if  not  in  name,  acting  as  Cashier  to  the  business.  Obviously, 
it  is  of  the  greatest  importance  that  such  Ledger  accounts  should  be 
kept  closely  up  to  date,  so  that  at  any  time  the  available  monetary 
resources  of  the  undertaking  may  be  ascertained.  If  the  records  were 
even  a  day  behindhand  there  would  be  considerable  inconvenience 
in  many  instances.  If  no  entries  can  appear  upon  a  Cash  Account 
until  they  have  been  entered,  or  "posted,"  there  from  Journal  entries, 
it  is  probable  that  the  Cash  Account  would  always  be  48  hours  behind 
time.    The  class  of  person  who  is  suitable  to  have  the  responsibility 
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of  handling  money  is  prima  facie  quite  capable  of  being  taught  how 
to  keep  a  simple  record  of  his  own  receipts  and  payments.  An  important 
shori  cut  may  thus  be  introduced  by  providing  the  Cashier  with  a 
Waste  Book  of  his  own,  in  which  he  records  his  transactions  at  the  time 
in  debit  and  credit  form,  i.e.  in  the  form  that  it  is  desired  they  should 
subsequently  assume.  If  this  can  be  arranged,  the  time  of  the  Cashier 
can  be  saved,  in  that  he  has  not  frequently  to  leave  his  station  in  order 
to  make  entries  in  a  common  Waste  Book,  the  time  occupied  by  the 
Accountant  in  journalising  such  transactions  is  cutout  entirely,  the  time 
occupied  by  Ledger  clerks  in  posting  up  Journal  entries  to  a  Cash 
Account  in  the  Ledger  is  also  eliminated,  and  at  the  same  time  provision 
has  been  made  for  the  Cash  Account  invariably  to  be  up  to  date  in 
all  respects. 

The  Cash  Book,  as  it  is  then  commonly  called,  thus  takes  the  place 
of  the  three-fold  record  which  originally  appeared  first  in  the  Waste 
Book,  second  in  the  Journal,  and  lastly  in  the  Cash  Account  in  the  Ledger 
itself,  and  so  long  as  the  record  is  properly  kept  this  Cash  Book  may 
take  rank  as  one  of  the  Ledger  accounts,  which  as  a  matter  of  con- 
venience is  now  bound  up  separately  from  the  rest.  In  order  to 
complete  the  record  of  transactions  involving  the  receipt  or  payment 
of  money,  it  is  only  necessary  for  the  Ledger  clerk  from  time  to  time 
to  secure  the  loan  of  the  Cash  Book,  and  to  post  therefrom  to  the 
Ledger  accounts  of  the  other  parties  concerned  in  the  various  transac- 
tions there  recorded.  To  complete  the  double-entry,  every  transaction 
entered  upon  the  debit  side  of  the  Cash  Book  as  having  been  received 
by  the  Cashier  has  to  be  posted  to  the  credit  of  the  account  represent- 
ing the  party  entitled  to  receive  credit  in  respect  of  the  transaction, 
and  conversely  every  item  entered  upon  the  credit  side  of  the  Cash 
Book  as  a  payment  by  the  Cashier  must  be  posted  to  the  debit  of  the 
account  of  the  party  to  whom  that  payment  has  to  be  charged. 

When  there  are  several  Cashiers  a  separate  Cash  Book  may  be 
provided  for  each  Cashier,  or  if  it  be  found  more  convenient  the 
transactions  of  two  {or  even  more)  Cashiers  might  be  recorded  in  one 
Cash  Book,  so  long  as  it  is  provided  with  a  sufficient  number  of  money 
columns  upon  both  debit  and  credit  sides  to  enable  separate  money 
columns  to  be  allocated  to  each  separate  Cashier's  account.  In  practice, 
this  idea  is  not  usually  carried  further  than  to  combine  in  one  Cash 
Book  the  account  of  the  Cashier  in  respect  of  office  cash,  and  the  account 
of  the  Hankers  of  the  business  in  respect  of  their  receipts  and  payments 
on  behalf  of  the  business,  all  the  entries  in  the  Cash  Book  being  then 
conveniently  made  by  the  office  Cashier. 

XVI. — Specialised  Journals. 

The  elimination  of  transactions  involving  the  receipt  or  payment 
of  actual  money  from  the  Waste  Book  and  Journal  will  often  so  far 
relieve  congestion  that  there  is  no  difficulty  whatever  about  recording 
all  other  transactions  upon  the  lines  indicated  upon  paragraphs  XIII 
and  XIV.  In  a  larger  concern,  however,  the  decentralisation  of  the 
work  must  be  carried  further,  and  the  natural  course  to  be  pursued 
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will  be  to  multiplyWaste  Books,  and  to  place  each  in  a  convenient  place 
so  that  there  may  be  no  unnecessary  loss  of  the  time  of  those  whose 
duty  it  is  to  record  transactions  as  they  take  place,  or  in  subsequently 
dealing  with  them.  Directly  we  start  multiplying  Waste  Books  in 
this  way  we  shall  find  that,  to  some  extent  at  least,  almost  inevitably 
the  result  is  that  certain  kinds  of  transactions  tend  to  be  recorded 
exclusively  in  certain  volumes  of  our  Journal,  and  that  by  the  exercise 
of  a  little  extra  ingenuity  it  is  easy  to  arrange  the  work  so  that  this 
shall  be  so.  If  all  the  transactions  in  a  particular  volume  belong  to 
the  same  class  (i.e.  are  all  sales  of  goods,  or  all  purchases  of  goods)  it 
is  but  a  simple  matter  so  to  drill  those  whose  duty  it  is  to  make  the 
entries  in  these  specialised  Waste  Books  as  to  make  it  quite  unneces- 
sary to  rewrite  the  entries  into  Journal  form  in  order  that  they  may 
constitute  definite  instructions  in  writing  to  the  Ledger  clerks  as  to 
what  entries  they  are  to  make.  The  specialised  Waste  Books  thus 
tend  to  become  de  facto  also  specialised  Journals,  from  which  the 
Ledger  clerks  can  post  to  the  various  accounts  concerned. 

The  practical  effect  of  this  specialisation,  however,  carries  with  it 
a  further  important  saving  of  time.  If  all  the  entries  in  a  particular 
book  relate  exclusively  to  the  same  class  of  transaction,  it  follows  that 
in  one  or  the  other  of  their  aspects  they  must  all  affect  the  same  Ledger 
account.  Accordingly,  it  is  no  longer  necessary  that  each  transaction 
should  be  posted  separately  to  each  Ledger  account ;  the  complete 
record  upon  a  double-entry  basis  may  be  secured  equally  well  by  posting 
daily,  weekly,  or  monthly  totals.  Thus  much  detailed  work  which 
serves  no  useful  purpose  is  saved,  while  the  introduction  of  the  periodical 
totals  enables  the  broad  tendency  of  different  classes  of  transactions 
to  be  followed  to  an  extent  that  would  otherwise  be  quite  impossible. 
This  particular  form  of  short-cut  method  permits  of  the  transactions 
being  handled  by  a  staff  of  any  desired  size,  cuts  out  the  work  of 
journalising  bodily,  and  for  all  practical  purposes  halves  the  work  of 
the  Ledger  clerks. 

Under  modern  conditions  it  is  very  usual  to  find  that  Discounts  are 
allowed  for  the  prompt  payment  of  business  accounts,  and  that  as  a 
result  a  very  large  proportion  of  the  actual  transactions  involving  the 
receipt  or  payment  of  money  also  involve  the  allowance  of  a  discount 
in  respect  thereof.  In  these  circumstances  a  further  short  cut  becomes 
practicable,  which  presents  important  advantages  over  what  might 
seem  to  be  the  natural  method  of  employing  a  specialised  Waste  Book, 
or  Journal,  for  the  record  of  Discount  allowances.  If  such  a  book  were 
kept,  each  separate  allowance  of  discount  would  involve  an  entry, 
under  the  correct  date,  of  the  name  of  the  party  concerned,  as  well  as 
the  amount  of  discount  allowed,  and  each  entry  would  of  course  have 
to  be  subsequently  posted  to  the  appropriate  Ledger  accounts.  By 
providing  an  additional  money  column  for  discounts  upon  each  side 
of  the  Cash  Book,  it  becomes  possible  to  use  these  two  columns  as 
specialised  Waste  Books  for  Discounts,  without  having  to  write  the 
date  or  the  name  of  the  party  a  second  time,  while  of  course  Ledger 
clerks  can  post  both  Cash  and  Discount  items  more  rapidly  to  the 
Ledger  accounts  concerned  if  both  are  posted  from  one  source,  than 
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would  be  practicable  if  they  had  to  be  posted  separately  from  different 
books.  Periodical  totals  of  the  Discount  columns  in  the  Cash  Book 
have,  however,  of  course  to  be  posted  to  the  appropriate  Discount 
Account  in  the  Ledger  in  order  to  complete  the  double-entry. 

XVII. — Modern  First -Entry  Records. 

Within  the  last  twenty  years  there  has  been  a  growing  tendency 
to  make  first-entry  records  no  longer  in  bound  books,  but  rather  upon 
loose  sheets,  or  slips — i.e.  the  record  in  respect  of  each  transaction  upon 
a  separate  sheet.  The  advantages  are  {a)  the  entries  can  now  be  con- 
veniently typewritten  instead  of  being  written  by  hand,  and  by  means 
of  carbon  sheets  any  desired  number  of  accurate  copies  can  be  prepared 
at  the  same  operation,  {b)  a  very  large  staff  of  clerks  may  be  employed, 
under  such  conditions  that  each  is  supplied  at  once  with  the  material 
with  which  he  has  to  work  without  the  slightest  risk  of  having  to  wait 
until  some  other  clerk  has  finished  with  the  book  he  requires.  Under 
this  system,  of  course,  suitable  safeguards  must  be  provided  to  insure 
that  the  slips  do  not  go  astray,  and  it  becomes  practically  essential 
to  employ  some  kind  of  Adding  Machine,  in  order  to  arrive  at  the  total 
of  a  series  of  transactions  each  of  which  is  recorded  upon  a  separate 
sheet.  The  system  has  many  advantages,  but  their  full  consideration 
would  be  outside  the  scope  of  a  work  only  intended  to  deal  with  the 
elements  of  accounting. 
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By  Andrew  Binnie,  F.C.A.,  C.A. 

Mr.  Binnie  deals  this  month  with  the  Duty  of  the 
Auditor  as  regards  Stocks  and  Shares,  Work  in  Progress ^ 
Leases,  Sales'  Accounts,  Wages,  ^c. 

Stocks  and  Shares. 

As  to  the  stocks  and  shares  comprised  in  the  Ledger  balances,  a 
schedule  should  be  submitted  to  or  raised  by  the  auditor  setting  out 
their  precise  designation,  the  number  of  shares  or  amount  of  stock 
held,  the  rate  of  dividend  (if  there  be  a  fixed  dividend),  the  gross 
amount  of  same,  the  tax  deducted  and  net  amount,  the  date  due, 
the  cost  price  or  market  value  where  ascertainable,  in  whose  name 
held  if  there  be  a  nominee,  with  spare  columns  in  which  to  enter 
particulars  as  to  documents  produced  at  the  verification  of  the  exist- 
ence of  the  investments.  If  the  stocks  or  shares  are  charged  as  security, 
further  columns  should  be  provided  in  which  to  enter  particulars 
showing  to  whom  charged,  the  amount  of  the  charge,  the  interest 
payable,  when  payable,  and  who  holds  the  securities.  Where  the 
stocks  are  officially  quoted  a  broker's  certificate  may  be  procured  if 
deemed  necessary  as  to  the  values  ;  where  not  quoted,  the  value  is 
a  question  of  circumstances,  involving  careful  inquiries  and  a 
considered  judgment  based  on  such  evidence  as  is  available 
in  the  shape  of  accounts,  reports,  or  expert  opinion  as  to 
the  va  ues.  The  auditor  should  see  that  the  dividends  have  all 
been  received  and  accounted  for,  and,  by  reference  to  the  counter- 
foils of  the  Dividend  Warrants,  whether  they  have  been  received 
gross,  or  less,  tax,  or  free  of  tax.  To  this  extent  he  will  at  the  same 
time  be  able  to  vouch  part  of  the  cash  received.  Where  stocks  and 
shares  have  been  bought  and  sold  see  that  the  numbers  of  shares  or 
the  nominal  amounts  of  stocks  bought  and  sold  (and  not  simply  the 
money  received  or  paid)  are  entered  in  the  Ledger  in  respect  of  each 
transaction  and  agree  the  number  or  amount  of  stocks  and  shares  on 
hand  with  the  difference  between  the  purchases  and  sales.  Stocks 
and  shares  (especially  investments  of  a  permanent  nature)  are  some- 
times taken  into  the  Balance  Sheet  at  cost  and  sometimes  at  market 
value,  if  lower,  but  are  not  written  up  to  market  value  if  it  be  higher 
than  cost.  The  method  of  valuation  should  be  stated  on  the  face  of 
the  Balance  Sheet.    In  the  case  of  financial  companies  dealing  in  stocks 
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the  value  in  the  accounts  should  be  cost  price  or  market  value,  which- 
ever is  lower,  as  in  the  case  of  trading  stocks.  Reserves  may  also  be 
considered  necessary  to  meet  anticipated  losses.  In  principle,  profits 
or  losses  in  respect  of  the  sale  of  stocks  or  shares  may  be  either  a  gain 
or  a  loss  of  Capital  or  Income  according  as  the  stocks  or  shares  represent 
investments  of  capital  or  of  accumulated  profits,  or  are  the  result  of 
a  stock-jobbing  business,  as  in  the  case  of  some  financial  companies. 
Except  in  the  case  of  Trust  Estates,  and  subject  in  partnership  matters 
to  the  conditions  of  the  articles  of  partnership,  it  is  desirable  as  a  matter 
of  sound  finance  that  all  such  losses  be  written  off  out  of  profits  at  once, 
or  over  a  reasonable  period  of  3^ears,  so  as  to  get  rid  of  "assets  "  of  a 
nominal  nature.  The  auditor  should  satisfy  himself  that  the  company 
has  power  to  invest  in  the  stocks  and  shares  which  it  holds.  Should 
the  company  hold  partly  paid  shares  the  contingent  liability  in  respect 
of  uncalled  capital  should  be  disclosed  on  the  face  of  the  Balance  Sheet. 
In  the  case  of  stocks  and  shares  not  producing  income  inquiries  should 
be  made,  and  reserves  created,  if  necessary,  to  meet  any  anticipated 
loss.  As  Stock  Exchange  transactions  are  now  all  "  for  cash,"  the 
question  of  bringing  shares  open  on  contango  into  account  does  not 
arise  at  present.  Stocks  or  shares  held  only  as  security  do  not  appear 
as  Ledger  balances,  and  have  been  dealt  with  under  a  previous  heading 
(Loans,  Companies) . 

Work  in  Progress. 

This  item  is  usually  the  aggregate  of  a  number  of  balances  repre- 
senting wages  paid,  material  purchased  and  used,  and  a  percentage 
of  establishment  charges  in  respect  of  unfinished  contracts,  also  it  may 
be  of  some  allowance  for  profit  considered  to  have  been  made  on  the 
completed  part  of  the  contracts  and  so  credited  to  profits.  The  debits 
for  Wages  and  Material  are  questions  of  fact  which  can  be  tested  and 
verified  by  reference  to  the  Invoices  and  Wages  Summaries.  As  regards 
the  Establishment  Charges  the  percentage  may  be  based  either  on 
the  total  productive  wages  paid  or  in  relation  to  the  total  hours  worked 
at  the  factory  and  charged  accordingly  to  the  Work  in  Progress  either 
on  wages  paid  or  hours  worked.  The  working  out  of  the  percentage 
should  be  carefully  examined  and  the  auditor  should  satisfy  himself 
that  it  is  correct  in  principle  and  inquire  how  far  it  is  in  accordance 
with  the  custom  of  the  particular  industry.  A  summary  of  wages  paid  or 
hours  worked  and  a  summary  of  establishment  charges  should  be 
produced  and  tested  by  reference  to  the  books.  The  amount  of 
profit  which  may  fairly  be  included  is  rather  a  difficult  question, 
depending  upon  estimates  as  to  the  cost  of  completing  the  contracts, 
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as  to  which  the  auditor  must  rely  mainly  on  expert  advice.  He 
should  inspect  the  figures  upon  which  the  estimates  of  profits  are 
based  and  satisfy  himself  as  far  as  possible  that  they  are  reasonable. 
An  inspection  of  past  estimates  and  the  actual  results  will  often  help 
him  to  form  an  opinion  as  to  the  reliability  of  the  figures  placed  before 
him.  The  sound  policy  is  to  make  conservative  calculations  and  even 
to  limit  the  profit  to  interest  on  capital  employed.  Like  that  of 
stock-taking,  the  question  is  mainly  one  of  expert  knowledge.  Certifi- 
cates as  to  the  value  of  the  work  in  progress  should  therefore  be  obtained 
from  the  appropriate  officials,  such  as  the  managing  director,  general 
manager,  works  manager,  and  chief  costs  clerk.  These  certificates 
should  state  that  the  value  of  the  work  in  progress  does  not  exceed  the 
contract  value.  The  auditor  will  find  it  useful  to  compile  for  his 
♦  own  private  use  a  schedule  of  the  percentage  of  establishment  charges 
as  computed  in  various  undertakings  and  of  the  basis  upon  which 
the  percentages  are  calculated. 

Stock  in  process  of  manufacture  (not  under  contract),  and  subject 
to  being  sold,  should  be  included  in  stock  at  cost,  or  at  selling  price,  if 
lower.  Receipts  on  account  of  work  in  progress  should  be  traced  and 
deducted  from  the  work  in  progress. 

Bank  and  Cash  Balances. — These  balances  should  be  checked  by 
reference  to  the  entries  made  in  the  auditor's  Note  Book  when  the 
bank  balance  has  been  agreed  with  the  Bank  Book  and  verified  by  the 
banker's  certificate  and  the  cash  on  hand  agreed  and  counted.  (See 
"  Vouching  and  Verifying  the  Cash.") 

Where  the  sums  paid  in  but  not  credited  by  the  bank  at  date  of 
agreement  are  heavy,  closely  examine  same,  see  whether  subsequently 
credited  within  a  reasonable  time,  and  ascertain  the  cause  of  any 
delay.    As  regards  cash  and  petty  cash  balances,  hotel  and  club 

floats,"  &c.,  see  whether  the  amount  on  hand  is  increasing  year  by 
year,  and,  if  so,  obtain  satisfactory  explanations. 

Leases. — The  Ledger  balances  may  represent  the  original  cost  of  the 
leases  or,  as  leases  are  wasting  assets,  may  represent  a  written  down 
figure.  It  is  commonly  considered  that  there  is  no  legal  obligation 
to  write  down  leases,  on  the  ground  that  the  wastage  is  a  loss  of  capital. 
As  a  matter  of  expert  accounting,  adequate  provision  ought  to  be  made 
for  depreciation,  for  a  Balance  Sheet  which  comprises  nominal  balances 
as  a  permanent  feature  is  not  a  sound  one  financially  even  if  technically 
correct.  Provision  may  also  be  necessary  for  dilapidations  on  the 
termination  of  the  lease  and  for  loss  of  "  landlord's  fixtures."  The 
original  cost  should  be  compared  with  the  leases  at  the  first  audit. 
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The  subsequent  writing  down  may  be  either  of  a  rough  and  ready 
nature,  the  cost  being  divided  by  the  number  of  years  the  lease  has  to 
run  and  written  off  by  lump  annual  sums  accordingly,  or  the  cost  may 
be  written  off  in  an  expert  manner  in  accordance  with  leasehold  tables. 
The  more  exact  method  is  preferable,  and  should  be  recommended, 
but  is  not  always  followed  in  commercial  accounting.  A  schedule 
should  be  available  or  prepared  setting  out  the  original  cost,  the  date 
and  the  duration  of  the  lease,  the  date  of  expiration  and  the  ground 
rent,  also  the  names  of  the  lessors  and  lessees.  From  the  schedule 
the  auditor  will  see  at  a  glance  whether  any  lease  held  as  security  has 
expired  or  not.  For  various  reasons  a  lease  may  be  worth  much  moie 
than  its  cost  or  written  down  value,  even  though  a  substantial  part  of 
the  term  has  run  off.  This  appreciation,  however,  is  as  one  may  safely 
assume  of  a  capital  nature,  and  in  principle  should  not  affect  the 
provision  of  depreciation  out  of  revenue.  Whether  the  appreciation, 
if  reaUsed,  is  a  profit  available  for  dividend  is  a  question  which  in  the 
case  of  a  company  depends  on  the  articles  of  association  and  on  a 
review  of  the  value  of  the  assets  as  a  whole,  for  it  does  not  seem  to  be 
legally  permissible,  and  is  not  financially  sound,  to  take  into  account 
a  profit  on  an  isolated  capital  item  and  to  ignore  losses  in  respect  of 
other  capital  items.  In  the  case  of  a  partnership  this  question  should 
be  settled  by  reference  to  the  articles  of  partnership,  or,  if  they  be 
obscure,  by  agreement  among  the  partners.  Usually,  it  is  only  of 
importance  in  the  case  of  a  dissolution  of  partnership.  Exceptional 
depreciation  of  leases  of  a  capital  nature  may  also  arise.  If  the 
depreciation  be  of  a  permanent  character  it  is  desirable  in  the  case  of 
compa,nies  to  write  the  leases  down  either  at  once  or  gradually.  In 
the  case  of  a  partnership  it  should  be  dealt  with  according  to  the 
articles  of  partnership  or  by  agreement  among  the  partners. 


Illustration. 

A  lay  arbitrator  ruled  that  in  the  preparation  of  accounts  for  a 
dissolution  of  partnership,  depreciation  of  the  lease  of  the  partnership 
premises  must  be  provided  for  each  year,  and  that  although  the  lease 
had  admittedly  appreciated  in  value.  The  remaining  partner,  who 
as  a  consequence  retained  the  lease  at  a  low  figure,  subsequently  sold 
it  at  a  large  profit.  In  justice  to  the  retiring  partner,  the  lease  should 
have  been  valued  and  the  appreciation  added  to  the  respective  partners* 
capital  in  proportions  depending  on  the  articles  of  partnership,  the 
depreciation  being  charged  to  profits  and  so  borne  by  the  partners 
in  the  proportion  in  which  they  shared  profits.    If  profits  of  a  capital 
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nature  were  to  be  shared  by  the  partners  in  the  same  ratio  as  trading 
profits  the  provision  for  depreciation  would  clearly  be  only  of  an 
academic  nature. 

Sales  Account. — See  that  the  sales  are  all  Trading  Sales  and  do  not 
include  sales  of  plant  and  machinery  or  other  capital  assets,  also  that 
due  provision  has  been  made  for  trade  discount  and  brought  down  as 
a  balance.  If  it  appears  that  goods  sold  but  not  actually  delivered  are 
included  amongst  the  sales,  ascertain  that  the  goods  have  not  been 
included  in  stock,  also  that  the  purchase  price  or  cost  of  manufacture 
has  been  duly  charged  up  and  that  cost  of  delivery  has  been  reserved, 
if  sold  at  a  "  delivered  price."  The  auditor  should  be  conversant  with 
the  system  by  which  the  records  of  sales  and  deliveries  of  goods  reach 
the  Sales  Department  for  entry  in  the  books,  and  may  usefully  vary 
the  checking  of  details  by  comparing  the  sales  with  the  copy  invoices 
and  copy  advice  notes  outwards. 

Purchases  Account. — See  that  provision  has  been  made  for  Trade 
Discount  and  brought  down  as  a  balance,  and  that  all  invoices  dated 
forward  are  brought  into  account.  Invoices  filed  subsequently  to  the 
date  of  the  accounts  may  also  be  examined  so  as  to  see  that  they  do 
not  relate  back  to  the  previous  period.  It  is  absolutely  essential  to 
see  that  nothing  has  been  allocated  to  Capital  which  ought  to  be  charged 
to  Revenue,  thus  swelling  the  apparent  profits.  If  purchases  of  plant, 
machinery,  and  so  forth  are  inadvertently  charged  to  trading,  the  error 
is  on  the  safe  side  and  can  be  rectified,  whereas  profits  distributed 
improperly  cannot  always  be  recovered  from  the  recipient.  The 
auditor  should  be  conversant  with  the  system  by  which  the  advice 
notes  and  invoices  inwards  are  checked  prior  to  entry  in  the  Purchases 
Books,  and  may  vary  the  checking  of  detail  by  comparing  the  purchases 
with  the  subsidiary  records.    {See  also  page  85.) 

Wages. — See  that  the  wages  have  been  properly  allocated  as  between 
Capital  and  Revenue,  and  if  the  Ledger  shows  that  there  is  a  floating 
balance  in  hand,  see  that  the  cash  has  been  counted  and  agreed  with 
the  balance  in  the  course  of  verifying  the  cash.  If  any  part  of  the 
wages,  for  example  wages  spent  on  erection  of  fixed  plant  and 
machinery,  or  on  buildings,  &c.,  have  been  capitalised,  procure  a 
certificate  that  the  addition  to  capital  is  justified. 

Rents  and  Ground  Rents. — See  that  the  receipts  or  payments  are 
in  accordance  with  the  leases  as  per  schedule  {see  under  Leases)  or  rental 
agreements,  also  that  income-tax  has  been  deducted,  Schedule  A  tax 
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as  paid,  but  not  exceeding  tax  on  the  actual  rent,  being  deducted  from 
the  rent  payable  to  the  landlord  and  income-tax  at  the  current  rate 
from  each  pa^Tnent  of  ground  rent. 

Note. 

It  has  been  held  that  the  tax  paid  under  Schedule  A  must  be  deducted 
from  the  next  payment  of  rent,  and  cannot  legally  be  deducted  there- 
after. Hill  and.  others  v.  Kirschenstein  and  others  (Court  of  Appeal, 
Times,  15th  June  1920). 

Rates  and  Taxes,  Insurance,  Freight,  Carriage,  and  Trade  Expenses. — 
Scrutinise  these  accounts  generally  and  see  that  the  payments  are  all 
properly  chargeable  as  expenses.  If  any  portion  of  these  outlays  has 
been  transferred  to  a  Capital  Account  see  that  the  transfer  is  justified 
by  the  facts  of  the  case.  By  reference  to  the  demand  notes  or  receipts 
see  that  due  provision  has  been  made  for  outstanding  amounts  and 
that  all  necessary  apportionments  have  been  made  between  one  year 
and  another.  Sums  insured  in  respect  of  the  various  assets  may 
sometimes  be  compared  to  advantage  with  the  corresponding  Ledger 
balances.  IncidentaUy  the  auditor  may  occasionally  find  that 
important  risks  have  not  been  covered. 

Note  as  to  Apportionments. 

For  the  purpose  of  checking  and  making  apportionments  with  the 
minimum  of  time  and  trouble  the  auditor  will  find  a  copy  of  "  Odd 
Time  Tables,"  by  Robertson  &  Fisher,  of  great  assistance. 
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The  working  of  the  income-tax  forms  such  an  important 
part  of  an  accountants  duties  that  it  is  essential  that  students 
should  be  acquainted  with  the  fundamental  principles  of  the 
tax.  It  is  intended  in  this  series  of  articles,  specially 
written  by  the  Income-tax  Expert  of  The  Accountant,'^  to 
treat  the  subject  in  a  manner  intelligible  to  students,  and 
later y  to  work  up  to  the  higher  phases  of  the  subject. 

Succession. 

Although  income-tax  assessments  are  based  on  past  years,  they  are 
not  retrospective  charges  but  are  only  based  on  the  preceding  years. 
The  assessment  is  for  the  year  of  assessment,  and  the  law  provides 
that  the  profit  of  that  year  shall  not  be  the  actual  profit  of  that  year 
but  a  fictitious  or  statutory  profit  arrived  at  on  a  prescribed  basis. 
If,  therefore,  a  person  had  a  source  of  income  in,  say,  19 19  but  did  not 
hold  that  source  in  1920,  he  would  not  be  liable  in  1920  even  though 
the  law  provides  that  the  basis  of  assessment  shall  be  the  preceding 
year. 

When,  therefore,  a  trader  disposes  of  his  business  in  the  year  of 
assessment  he  is  only  liable  on  that  portion  of  the  assessment  repre- 
sented by  the  proportion  of  the  year  of  assessment  during  which  the 
trader  carried  on  the  business.  Assume  e.g.  that  a  trader.  A.,  made 
the  following  profits  and  sold  his  business  to  B.  on  ist  July  1920  : — 


Year  to  31st  December  1917       . .       . .  5,ooo 

„             „          1918       ..       ..  7,000 

„             „          1919       . .       . .  4,000 

6  months  to  sotb  June  1920       ..       ..  3,000 

The  1920-21  assessment  on  A.  would  be  : — 

£ 

1917    5,000 

1918  ..     ..  7,000 

1919    4,000 


3)16,000 
£5,333 

As  the  business  was  sold  during  the  fiscal  year  1920-21,  i.e.  the  year 
to  5th  April  192 1,  the  assessment  would  be  divided  between  A.  and  B. 
as  follows  : — 

£ 

A— J  of  ;r5,333  =  1,333 
B — I  of       „       =  4,000 

£5.333 

Specific  Cause. 

In  the  above  example  B.  would  be  assessable  for  subsequent  years 
on  the  basis  of  the  three  3^ears'  average,  even  though  those  years' 
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profits  were  those  of  A.  The  Revenue  has  no  power  to  vary  this  proce- 
dure, but  B.  may  claim  to  have  A.'s  profits  ignored  if  he  can  prove  that 
his  own  profits  have  been  reduced,  as  compared  with  the  average,  by 
reason  of  some  specific  cause.    If,  therefore,  B.'s  profits  were  : — 

6  months  to  31st  Dec.  1920  ..  ..  4,000 
Year        ,        ,        19^1        ..      ..      8 oco 

H  H  ,  1922  ..  ..  10,000 

the  assessment  on  the  average  would  give  a  liability  considerably  less 
than  the  actual  profits  and  B.  is  fully  entitled  to  follow  the  average. 
Assume,  however,  that  B.'s  profits  were  as  follows,  the  diminution  as 
compared  with  A.'s  profits  being  due,  say,  to  the  loss  of  A.'s  personal 
influence  : — 

6  months  to  31st  Dec.  1920    i,ooo 

year  to  ,,        1921    2,000 

„  ,,        1922    1,500 

II  M        1923    1,800 

The  assessments  on  B.  would  normally  be  : — 

I 

19=0-21  (as  above)  '  £4,000 

1921-22  1918  7,000 

1919  4,000 

i92o(£'4, 000+ £1,000)5,000 

3)16,000  £5,333 


1922-23 


1919 
1920 
1921 


4,000 
5,000 
2,000 

3)11,000 


£3.333 


1933-24 


1920 
1921 
1922 


5,000 
2,000 
1,500 

3)8,500 


£2.8?3 


Byrclaiming  a  "  specific  cause  "  the  following  adjustments  would 
be  allowable  : — 


1920-  21 

1921-  22 

1922-  23 

1923-  24 


Assessrrent. 

£ 
4,000 

5.333 
3,333 
2.833 


Actual  Profits. 
£ 
1,000 

2,000 
1,500 

z,8oo 


Allowance. 

£ 
3,000 
3,333 
1,833 
1,033 


£9.199 


A  prevalent  "  specific  cause  "  arises  on  a  conversion  of  a  firm  to  a 
limited  company.  In  the  case  of  the  former  no  allowance  is  made  for 
partners'  salaries,  but  directors'  and  managers'  remuneration  paid 
by  a  limited  company  is  an  allowable  expense  and  is  also  chargeable 
on  the  recipient  under  Schedule  E  on  the  basis  of  the  remuneration  of 
the  year  of  assessment.  If  the  assessment  on  the  company  under 
Schedule  D  is  madefon  the  three  years'  average,  no  allowance  is  made 
for  the  remuneration  paid  to  the  former  proprietors,  whereas  that 
remuneration,  in  the  shape  of  the  directors'  and  managers'  remunera- 
tion, is  charged  under  Schedule  E  on  the  recipient.  Assume  that  a 
firm,  C,  w^as  formed  on  ist  October  1920  into  a  limited  company, 
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C.  &  Co.,  the  shares  being  held  by  the  former  proprietors  D.  &  E.,  and 
that  the  profits  were  as  follows  : — 


I 

Year  to  30th  September,  1917 

10,000 

»          ./  1918 

12,000 

II          II          II          •'919      •  •         •  • 

. .  13,000 

«           II           II  1920 

14,000 

»          ,1  1921 

10,000 

H                       H                       II  1922 

8,000 

1920-21  assessment  would  be  : — 

£ 

1917   

10,000 

1918 

12,000 

1919 

13,000 

3)35,000 

£11,666 

This  would  initially  be  divided  as  to  : — 

C   J  of  £11,666  =  £5.833 

C.  &  Co.    I  of  £11,666  =  £5,833 

Now,  the  directors  and  managers  of  C.  &  Co.,  who  were  the  partners 
of  C,  were  paid  ^1,500  as  remuneration  for  the  six  months  to  31st  March 
192 1,  so  that  assessments  would  be  made  on  these  directors  and 
managers  in  the  sum  of  ^1,500  for  the  year  of  assessment  1920-21. 
This  gives  what  is  in  reality  a  double  assessment,  and  the  company, 
on  claiming  a  specific  cause  of  payment  of  directors'  fees,  would  be 
entitled  to  assessment  on  the  actual  profits  of  the  company. 

Admission  of  Partner. 

If  a  new  partner  is  admitted  to  a  partnership  the  assessment  may 
still  be  made  on  the  ordinary  average,  even  though  the  profits  are 
increased  by  the  new  partner's  exertions.  This  point  is  particularly 
important  when  the  new  partner  was  an  employee  of  the  firm.  Assume 
that  a  firm  of  F.  &  G.  admitted,  on  ist  January  192 1,  an  employee,  H., 
as  partner,  that  the  remuneration  of  H.  was  1,000  per  annum,  and 
that  the  firm's  profits  were  : — 


Year  to  31st  December  1917  ..  ..  2,000 

n         „         H          1918  ..  ..  2,500 

a            u            I,             I919  ••  3,000 

„        „        „         1920  ..  ..  4,000 

„         „         „          192 1  ..  ..  6,000 


The  1920-21  assessment  on  H.  would  be  : — 
i  of  £1,000  =  £750. 
and  the  assessment  on  the  firm  for  1920-21  would  be  : — 

£ 

1917    2,000 

1918    2,500 

1919    3,000 

3 )  7.500 

£2,500 

This  assessment  would  be  based  on  the  firm's  profits,  arrived  at  after 
charging  1,000  per  annum  for  the  remuneration  of  H.,  so  that  the 
Revenue  loses  tax,  as  the  equitable  method  would  be  to  add  H.'s 
remuneration  to  the  profits  of  each  of  the  years  brought  into  average 
and  not  charge  H.  on  the  ij^o. 


221 


The  Accountants*  Journal. 


Division  between  Partners. 

The  division  of  an  assessment  between  partners  proceeds  on  the 
basis  of  distribution  of  profits  pertaining  to  the  year  of  assessment. 

Assume  that  a  partnership  consisting  of  A.,  B.,  and  C.  shared  profits, 
drew  salaries,  and  received  interest  on  capital  as  follows  : — 


Salary 

Interest 

Share  of 

£ 

Balance 

1917  .. 

A 

200 

50  . 

B 

nil 

250 

.  ird 

C 

400 

nil 

.  ith 

I9I8  .. 

A 

200 

60  . 

B 

nil 

300 

:  U 

C 

400 

20 

.  ith 

I9I9  .. 

A 

300 

100 

B 

nil 

300 

C 

800 

50  . 

1920   . . 

A 

700 

100 

B 

nil 

800 

:  U 

C 

800 

100 

The  profits  are  assumed  as  follows 


Year  to  31st  December  1917  ..  ..  8,000 
„  „  „  1918  . .  . .  10,000 
„         „         „         1919      ..      ..  12,000 


The  1920-21  assessment  would  be  : — 


£ 

1917    8,000 

191 8   10,000 

1919   12,000 


3)30,000 
£10,000 


Now,  this  assessment  has  to  be  divided  between  A.,  B.,  and  C.  as 
follows  : — 

£  £ 

Assessment    10,000 

I,«s  Salaries  in  1920. .       ..  1,500 
Interest  in  1920. .      ..  1,000 

  2,500 

£7,500 

£  £ 

>4.  =  Salary    700 

Interest   100 

\  of  £7,500   1,875 

  2,675 

B.  =  Salary    nil 

Interest    800 

i  of  £7,500   2,500 

  3,300 

C.  =  Salary    800 

Interest   100 

12  of  £7,500                ..      3,125  4,025 

£10,000 
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The  Valuation  of  Book  Debts. 

The  case  oi  A.  E.  Green  6^  Co.  v.  The  Central  Advance  and  Dis- 
count Corporation,  Ltd.,  provides  further  food  for  the  consideration 
of  auditors  as  to  their  duties  and  liabilities,  and  the  learned  Judge — 
Shearman,  J. — gave  utterance  to  a  number  of  remarks  that  are  quite 
worthy  of  the  attention  of  both  students  and  qualified  accountants. 

Briefly,  the  case  for  the  plaintiffs,  Green  &  Co.,  was  a  claim  for 
work  performed,  both  as  accountants  and  auditors,  in  respect  of  the 
preparation  of  Profit  and  Loss  Accounts  and  Balance  Sheets,  and  the 
audit  of  the  company's  books.  The  defendants,  the  Central  Advance 
and  Discount  Corporation,  Ltd.,  carrying  on  the  business 
of  moneylenders,  made  a  counter-claim  based  on  the  plea  of 
negligence  on  the  part  of  the  plaintiffs,  inasmuch  as  they  had  allowed 
large  sums  of  statute-barred  debts  to  appear  as  Assets  in  the  Balance 
Sheet,  without  drawing  the  attention  of  the  shareholders  to  the 
fact  in  their  Report.  It  appears  that  Mr.  Green  had  from  time  to 
time  drawn  the  attention  of  the  Managing  Director,  Mr.  Foot,  to 
this  large  amount  of  debts,  amounting  in  19 17  to  some  ;£i9,ooo,  in 
respect  of  which  little,  if  any,  reserve  was  made,  and  had  relied 
upon  the  latter's  statements  as  to  their  value  as  Assets.  It  appears 
also  that  the  list  of  bad  debts,  although  placed  in  the  hands  of  the 
managing  director,  had  not  been  passed  on  to  the  Board,  and  it  was 
only  upon  the  death  of  Mr.  Foot  that  Mr.  Green  personally  brought 
the  matter  to  the  notice  of  the  directors,  although  he  admitted  that 
he  had  had  it  in  his  mind  to  do  so  for  two  years. 

The  following  questions  by  Counsel,  and  the  answers,  should  give 
students  some  useful  hints  on  auditing  : — 

Q. — In  1913  were  ;£i 2,000  of  statute-barred  book  debts  included 
as  Assets  subject  to  Reserve? 

A. — In  the  case  of  a  moneylender's  business  nobody  but  the  person 
who  lends  can  judge  what  the  value  of  the  debt  is  likely  to  be.  I  got 
the  best  information  I  could. 

Q. — Did  you  ever  make  a  report  to  the  shareholders} 

A.— No. 

Q. — Suppose  you  found  included  the  debt  of  a  man  who  was  bank- 
rupt, how  would  you,  as  auditor,  allow  the  company  to  deal  with  it? 

A. — I  could  not  interfere  with  Mr.  Foot's  valuation  of  it. 

Judge. — Did  you  express  any  uneasiness  to  Mr.  Foot? 

A. — No,  I  accepted  his  statement  in  good  faith.  I  called  his  atten- 
tion to  the  fact  that  some  of  the  debts  were  very  old. 

Q. — You  did  not  tell  them  (the  directors)  that  the  debts  were 
statute-barred  ? 
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A. — I  should  have  thought  they  would  have  known  that  themselves. 
Q. — Nor  did  you  tell  the  shareholders? 
A.— No. 
Q.— Why  not? 

A. — Because  I  had  no  uneasiness.  There  was  nothing  to  warrant 
me  telling  them. 

Q. — Did  you  ever  tell  the  shareJiolders  in  these  accounts  that  the 
Assets  included  an  enormous  amount  of  statute-barred  debts? 

A. — No.  A  special  list  of  old  debts  to  the  extent  of  ;£ii,ooo  to 
;£i2,coo  was  prepared  in  19 13  and  given  to  Mr.  Foot. 

Q. — Notwithstanding  this,  did  you  allow  Mr.  Foot  to  put  before 
the  Board  a  list  of  bad  debts  amounting  to  only  some  hundreds  of 
IX)unds  ? 

A. — Mr.  Foot  never  asked  my  consent. 
Q. — You  knew  he  had  done  it? 
A. — Yes. 

Q. — Why  did  you  not  report  to  the  Board  that  Mr.  Foot  had  this 
list? 

A. — Because  I  had  confidence  in  Mr.  Foot  being  a  staightfoward 
man. 

Q. — You  knew  in  August  1914  he  had  not  dealt  with  it? 
A. — Yes. 

Q. — And  also  in  August  1915  and  August  1916? 
A.— Yes. 

Q. — Then  why  did  you  not  report  it  to  the  shareholders  ? 
A. — Because  I  believed  Mr.  Foot  capable  of  judging  the  value  of 
the  debts. 

Q. — Y'ou  agree  with  me  that  your  duty  is  to  the  shareholders} 
A.— Yes. 

Q. — To  protect  the  shareholders} 
A  —Yes. 

Q. — And  without  being  a  detective  your  duty  is  to  protect  the 
shareholders  against  the  directors? 
A. — If  their  interests  are  different. 

The  Judge. — Were  you  aware,  in  making  out  this  schedule  (of 
debtors),  of  those  that  were  stagnant  debts  and  those  that  were  not? 
A. — Y'es. 

Regarding  the  Examination  of  Securities. 

There  appears  to  have  been  an  item  in  the  Balance   Sheet  of 
Payments  made  on  properties  in  hand,^^  and  the  Judge  remarked 
that  it  appeared  that  the  accountants  looked  at  the  books  and  saw 
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that  they  were  properties  taken  possession  of,  and  put  into  the 
Balance  Sheet  the  amount  spent  on  them. 

Q. — Was  that  the  way  accountants  did  their  business,  to  put  down 
just  the  total  sums  which  property  had  cost? 

A. — They  were  assured  the  properties  were  worth  the  amounts  in 
question. 

Q. — By  whom? 
A.— By  Mr.  Foot. 

Q. — Do  you  consider  it  to  be  your  duty  when  you  are  examining 
securities  to  do  more  than  see  they  are  in  the  safe? 
A. — That  was  all  we  did  it  for. 

Q. — Would  you  be  content  as  an  auditor  if  the  outside  of  a  docu- 
ment showed  a  lease,  and  inside  it  was  the  Daily  Mail? 
A.— No. 

Q. — You  really  do  not  inspect  the  documents  at  all  ? 
A. — I  do  not  say  that  we  open  every  single  document. 
Q. — Do  you  really  say  it  is  not  your  duty,  in  inspecting  securities, 
to  look  to  see  if  a  lease  has  run  out  or  not? 
A. — We  did  not  do  it. 

I  know  you  did  not,  and  that  is  what  we  complain  of. 

Q. — Do  you  not  conceive  it  to  be  your  duty  as  an  auditor  when  you 
are  inspecting  securities  to  see  if  they  really  are  what  they  represent 
themselves  to  be  ? 

A.— Yes. 

Counsel  contended  that  the  whole  trouble  had  arisen  because  the 
auditors  had  failed  to  insist,  as  they  should  have  done,  on  writing  off 
a  number  of  bad  debts.  They  could  not  escape  from  their  obliga- 
tion to  place  before  the  shareholders  the  true  position  of  the  company. 
They  had  shut  their  eyes  to  what  they  had  found  out,  and  vx-ere 
responsible  for  failing  to  lay  before  the  shareholders  material 
information  secured  in  course  of  their  employment  as  auditors. 

As  to  Bad  Debts. 

Q. — What  is  the  practice  of  auditors  with  regard  to  including  book 
debts  as  Assets. 

A.  (Mr.  Fox,  F.C.A.). — I  think  the  auditor  should  satisfy  himself 
as  to  their  true  value  by  going  through  the  books  and  taking  the 
balances,  and  if  in  his  opinion  they  are  not  good,  he  should  report 
the  matter  to  the  directors.  Then,  if  he  was  not  satisfied  with  the 
method  in  which  the  directors  dealt  with  those  book  debts,  he  should 
report  it  to  the  shareholders. 

The  Judge. — I  think  that  is  absolutely  right.  It  is  laid  down  by 
cases.    As  a  last  resource  he  should  re-port  to  the  shareholders. 
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Q. — With  regard  to  debts  which  are  of  ancient  date,  in  your 
opinion  as  an  accountant,  where  would  you  draw  the  line  at  a  bad 
debt? 

A. — I  think  it  would  depend  on  the  circumstances  of  the  company. 
I  should  take  into  account  the  particular  class  of  business.  I  think 
in  a  moneylender's  business  they  are  probably  harder  to  recover  than 
in  an  ordinary  one,  and  therefore  I  should  look  at  them  with  the 
greatest  suspicion. 

Q. — In  what  state  did  you  find  these  debts? 

A. — In  a  very  bad  condition,  hopelessly  bad. 

Judge. — I  am  beginning  to  get  somewhat  alarmed,  as  I  have  acted 
as  auditor  myself  for  some  voluntary  bodies.  I  leave  the  Court  every 
afternoon  in  fear  and  trembling.  (Laughter.) 

Q. — How  far,  if  at  all,  does  an  auditor's  duty  extend  to  the  valua- 
tion of  Assets  ? 

A.  (Mr.  A.  G.  Rayner,  F.S.A.A.). — He  relies  upon  the  statement 
of  the  managing  director  of  the  company,  or  else  of  the  manager  or 
other  director. 

Q. — What  about  book  debts? 

A. — If  there  is  any  question  of  book  debts  he  consults  with  the 
managing  director  as  to  the  stability  of  the  customer  and  the  value  of 
the  book  debt. 

Judge. — If  an  auditor  ought  to  see  that  the  managing  director  is 
telling  him  nonsense,  ought  he  not  to  report  it  to  the  shareholders  ? 

A. — It  may  be  a  drastic  course  to  say  it  to  the  shareholders. 
Personally,  I  should  go  to  the  directors.  You  might  ruin  a  company 
by  doing  that. 

Judge. — You  agree  the  proper  course  is  not  to  attack  the  directors 
before  the  shareholders,  but  to  try  and  force  your  views  upon  the 
directors  ? 

A.— Yes. 

In  the  course  of  giving  judgment,  Mr.  Justice  Shearman  said  : — 

It  was  clear  to  both  contracting  parties  that  one  of  the  duties  of 
the  auditors  was  to  extract  a  Schedule  of  Debtors  in  order  that  the 
present  value  of  the  outstanding  debts  for  the  purpose  of  getting  out 
the  Balance  Sheet  might  be  ascertained. 

The  directors  of  the  company  were  business  men,  and  regularly 
attended  meetings  of  the  Board.  He  found  that  what  they  did  was 
to  examine  the  position  of  the  borrowers,  but  none  of  the  directors  made 
himself  acquainted  with,  or  looked  into  the  question  of  there  being 
a  large  amount  of  old  debts,  to  find  out  kow  old  or  how  unproductive. 
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At  the  same  time,  the  auditors  were  perfectly  well  aware  that  the 
directors  were  meeting,  and  he  thought  were  entitled  to  assume  that 
the  directors  were  attending  to  what  was  obviously  a  part  of  their 

business  

The  form  of  certificate  throughout  was  practically  the  same,  and  as 
outlined  in  the  Companies  Consolidation  Act. 

It  was  the  statutory  duty  of  the  auditors  to  make  a  report,  and  to 
state  whether  in  tiieir  opinion  the  Balance  Sheet  was  properly  drawn 
up  so  as  to  afford  a  true  account  or  statement  of  the  company's  affairs. 

The  Judge  said  further  that  auditors  were  bound  to  exercise  a 
certain  amount  of  professional  skill.  They  were  not  bound  to  exer- 
cise an  extraordinary  skill,  but  there  was  a  standard,  and  if  they  did 
not  come  up  to  that  standard  that  was  for  the  Judge  or  Jury  to  say. 

He,  the  Judge,  had  to  look  into  the  whole  circumstances  of  the 
case  in  order  to  decide  whether  the  auditors  had  been  guilty  of  a 
breach  of  duty  in  certifying  what  they  had  certified  to  be  a  true  state 
of  the  company's  affairs,  which  he  (the  Judge)  was  satisfied  it  was 
not.  He  did  not  want  to  go  into  all  the  details,  but  the  conclusion 
he  had  come  to  was  that  the  plaintiffs  were  guilty  of  a  breach  of  duty 
in  the  last  two  years  complained  of.  Mr.  Green  had  handed  a  long 
list  of  thousands  of  pounds  of  unproductive  debts  to  Mr.  Foot,  show- 
ing he  was  uneasy  about  it.  Mr.  Foot  took  the  list  home  to  his 
private  house,  and  the  directors  never  saw  it.  Apparently,  Mr.  Foot 
was  too  busy  to  attend  to  the  matter,  and  the  result  was  that  after 
having  no  information  afforded  them  as  to  what  were  unproductive 
debts,  the  auditors  continued  issuing  a  Balance  Sheet  which  did  not 
even  show  the  shareholders  the  amount  set  aside  as  reserve.  Every- 
thing appearing  in  the  books  was  put  down  as  an  Asset,  including 
charges  and  County  Court  costs,  many  of  the  charges  being  in  respect 
of  debts  which  had  failed  to  produce  anything,  but  were  still  capital- 
ised. The  Judge,  therefore,  came  to  the  conclusion  that  having  made 
inquiries  the  auditors  did  not  get  any  satisfactory  explanation,  and 
that  the  counter-claim  of  the  company  must  succeed. 

Messrs.  Green  were  awarded  ;£i57  los.  on  their  claim  for  profes- 
sional services,  and  the  company  ^613  14s.  iid.  on  their  counter- 
claim for  negligence. 

We  have  dealt  with  this  case  somewhat  fully,  as  we  believe  that 
it  may  serve  as  a  definite  standard  as  to  an  auditor's  duty  regarding 
the  certification  of  debtors,  comparable  with  that  set  by  the  Kingston 
Cotton  Mills'  case  in  relation  to  the  valuation  of  stock. 

There  are  numerous  cases  on  record  dealing  with  the  valuation  of 
other  classes  of  Assets,  but  we  believe  that  this  case  is  the  first  to 
indicate  the  duties  of  auditors  with  regard  to  their  meithod  of 
dealing  with  book  debts,  the  necessary  inquiries  that  they  should  make 
in  respect  of  the  same,  and  their  special  obligation  towards  the 
shareholders. 
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The  Society's  Final  Examination. 

Senior  Accountants'  clerks  who  desire  to  sit  for  the  Final  Examina- 
tion of  the  Society  of  Incorporated  Accountants  and  Auditors,  under 
the  lo  years'  service  clause  (without  articles)  have  no  time  to  lose,  as 
we  understand  that  no  further  applications  upon  this  footing  vv^ill  be 
entertained  after  31st  December  next. 

Student  Society  Debates. 

We  notice  that  a  number  of  joint  debates  between  members  of  the 
Chartered  Accountant  and  Incorporated  Students  Societies  were 
successfully  organised  in  the  provinces  last  session,  and  it  appears  to 
us  that  such  a  good  example  might  profitably  be  imitated  by  the 
parent  Societies  in  London,  to  their  mutual  ad\  antage.  The  war  has 
done  much  to  fraternise  members  of  these  two  bodies,  and  we  think 
that  if  similar  arrangements  were  made  in  I.ondon  for  the  forthcoming 
session,  it  would  tend  to  further  foster  the  spirit  of  cameraderie  that 
is  obviously  so  desirable  between  future  members  of  the  Institute  and 
Society. 

Prize  Competition. 

We  remind  our  readers  of  the  Competition  announced  in  our  last 
issue,  and  for  the  benefit  of  those  who  omitted  to  note  the  conditions, 
we  repr.nt  the  rules  on  p.  vi. 

The  subjects  for  No.  2  Competition  for  September  are  : — 

(a)  Final. — The  best  answer  to  the  following  question  : — 

A.  died  on  ist  January  1920,  possessing  the  following  estate  : — 
(a)  Freehold  house,  valued  at  £1,500,  let  at  a  rental  of  £120  per 

annum,  on  which  there  was  a  mortgage  of  ;^8oo  at  6  per  cent. 

interest,  payable  ist  November,  ist  May. 
{b)  A  leasehold  house  which  he  occupied,  valued  at  ;^900.  Ground 

rent  of  £10  per  annum,  payable  24th  June,  25th  December, 
(c)  ;^5,ooo  5  per  cent.  War  Loan,  quoted  at  85-85^. 
{d)  £2,000  6  per  cent.  Railway  Debentures  at  94,  94^,  dividends 

April  and  October. 
{e)  ;^i,ooo  Consols  at  47-47^. 

(/)  £125  per  annum  East  India  Railway  Annuity  at  29,  payable 

February  and  August. 
{g)  Furniture  valued  at  £']5o. 

{h)  One-third    share   in    partnership    business,    worth  ;^3,ooo, 

the  profits  of  which  were  ascertained  on  ist  March  1920  and 

amounted  to  ;^i,50o. 
[i)  A.  was  a  member  of  a  syndicate  running  a  single  ship.  A 

voyage  was  completed  on  ist  February,  A.'s  share  of  profit 

being  ;^25o. 
[j)  Sundry  debts  owing  to  A.,  ^600. 

{k)  A.  had  advanced  on  Mortgage  the  sum  of  ;^2,ooo  at  7I  per 
cent,  interest,  which  was  payable  on  ist  March,  ist  September. 
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The  whole  of  the  estate  was  reahsed  on  ist  August  1920,  as  follows  : — 

(a)  Freehold  house  was  sold  for  ;^2,ooo,  and  the  mortgage  repaid. 
{b)  Leasehold  house  sold  for  ;^85o. 
{c)  War  Loan  was  sold  at  84. 

(d)  Railway  Debentures  at  96. 

[e)  Consols  at  46|. 
if)  Annuity  at  27^. 

(g)  Furniture  realised  £800. 

{h)  Partnership  business  £2,750. 

{fj  £100  debt  proved  irrecoverable. 

{k)  Mortgage  was  repaid  on  ist  August. 

On  sale  of  securities  brokerage  at  one-eighth  per  cent,  must 
be  taken  into  consideration. 

The  funeral  expenses  were  ;^85. 
Testamentary  expenses,  £150. 
His  debts  to  tradesmen  were  ^75. 

He  left  his  estate  to  be  divided  as  follows  : — 

One-half  to  widow,  one-quarter  to  son  B.,  one-quarter  to  son  C. 

B.  had  received  advancement  of  1,000. 

C.  had  received  advancement  of  £750. 

and  it  was  found  that  a  gift  of  1,000  had  been  made  to  X.  on 
1st  June  1919. 

You  are  required  to  give — 

{a)  Estate  and  Residuary  Account. 
{b)  Cash  Book. 

(c)  Final  Balance  Sheet  of  the  Estate. 

(b)  Intermediate. — Write  a  short  essay,  not  exceeding  six  pages 
of  foolscap,  on  what  you  consider  the  relative  advantages  or  disad- 
vantages of — 

(a)  A  Private  Company  ; 

[b)  A  Limited  Partnership  ; 

or 

An  imaginary  report  upon  a  large  business  whose  accounts  you 
are  asked  to  investigate  with  a  view  to  turning  it  into  a  Limited 
Company. 

Rent  Restrictions  Act. 

The  legislation  of  the  House  of  Commons  to  protect  tenants  of 
business  premises  will  probably  be  welcome  news  to  many  of  our 
professional  brethren. 

The  profiteering  by  landlords  of  office  property — who,  as  far  as  we 
can  gather,  have  been  even  more  avaricious  than  the  owners  of  house 
property — has  received  a  very  effective  check  for  the  time  being,  as 
the  protection  to  tenants  is  elective  until  June  24th  192 1. 

In  London  protection  is  afforded  against  ejectment  in  the  case  of 
rentals  up  to  £10 j,  but  immediate  increases  of  40%  over  pre-war 
rental  standards  are  permissible  between  the  limits  of  ;^70  and 
in  London,  between  £60  and  ;^9o  in  Scotland,  and  between  £52  and 
/78  elsewhere. 
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Where  there  are  agreements  still  uncompleted  no  addition  may  be 
made  in  the  rent  until  the  expiration  of  the  term. 

In  view  of  the  high  rate  of  interest  now  obtainable  upon  the  best 
class  of  Stock  Exchange  investments,  it  is  only  reasonable  that  mort- 
gagees of  property  protected  by  this  Act  should  be  empowered  to 
raise  their  rates  of  interest ;  this  they  may  now  do,  to  the  extent  of 
i^o.  i-e.  during  the  ist  twe]ve  months  and  a  further  ^%  after- 
wards, with  a  maximum  of  6|%. 

Degrees  of  Commerce. 

The  decision  of  the  London  University  to  institute  new  degrees  of 
Bachelors  and  Masters  of  Commerce  should  be  of  great  interest  to  our 
readers,  for  there  is  very  little  doubt  that  in  the  near  future  our 
captains  of  industry  will  be  recruited  from  the  ranks  of  the  students 
securing  the  same.  The  degree  is  open  to  all  persons,  either  male  or 
female,  and  without  any  age  limit  above  i6,  who  have  matriculated 
whether  they  study  at  a  college  of  the  University  or  not.  A  very 
important  factor  is  the  condition  that  no  one  is  able  to  obtain  the 
Master's  degree  unless  able  to  show  he  has  had  two  years'  practical 
experience  in  commerce. 

The  syllabus  is  very  comprehensive  and  is  briefly  as  follows  : — 

Intermediate  Examination. 

Compulsory  Subjects — Economics,  Banking  and  Currency,  Geography, 
Accounting,  and  an  approved  Modern  l>anguage ;  and  one 

Optional  Subject — Another  Modern  Language,  Chemistry,  Physics, 
Geology,  Botany,  Pure  Mathematics,  Applied  Mathematics,  History, 
English  or  Commercial  Art,  as  applied  to  an  approved  manufacture. 

Final  Examination. 

Compulsory  Subjects — 

(1)  Organisation  of  Industry,  Banking,  Trade,  and  Transport. 

(2)  Modern  Economic  development  of   the  Empire  and  more 
important  Foreign  Countries. 

(3)  Commercial  Law. 

(4)  Statistical  Methods,  and  one  group  of  subjects  selectee"  from 
the  following : — 

{a)  Banking  and  Finance,  comprising — 

(1)  An  Approved  Modern  Foreign  Language. 

(2)  Banking,  including  Foreign  Exchanges  and  Stock  Exchange 
Practice. 

(3)  Accounting  and  Business  Organisations. 

(b)  Trade  A  Group  (for  candidates  for  Colonial  and  General  Trade) — 

(1)  The  Trade  of  certain  great  divisions  of  the  World,  including 
Conditions  of  Production,  Marketing,  Transport,  Statistics, 
&c.,  of  the  same. 

(2)  Economics  of  Transport  by  Sea,  Land,  or  Waterway,  and 
Insurances. 

(3)  Accounting  in  relation  to  Foreign  Branches. 
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{c)  Trade  B  Group  (for  those  engaged  in  trade  in  India,  China,  or 
Brazil,  &c.) — 

(1)  The  Chief  Commercial  Language  of  selected  area. 

(2)  Acccounting  in  relation  to  selected  area. 

(3)  Commercial  and  Physical  Geography,  Conditions  of  Pro- 
duction, Local  Tariffs  and  Transport,  Statistics  and  Com- 
mercial Law  of  selected  area. 

There  are  also  groups  dealing  similarly  with  {a)  Industries, 
(b)  General  Transport,  (c)  Shipping,  (d)  Railways,  {e)  Public  Utilities, 
e.g.  Gas,  Water,  and  Electricity,  (/)  Commercial  Art,  embracing 
colour  designing,  advertising,  printing  and  illustration. 

A  Bank  Experiment. 

The  Anglo-South  American  Bank  is  experimenting  with  a  scheme 
of  working  double  shifts  of  the  staff  in  order  to  obviate  the  shortage  of 
accommodation  and  to  cope  with  the  increasing  volume  of  work.  Two 
schemes  are  being  tried.  The  first  provides  for  two  definite  shifts, 
one  working  from  8  a.m.  till  3  p.m.,  and  the  second  from  3  p.m.  to 
10  p.m.,  the  usual  interval  being  allowed  in  each  case  for  lunch  or 
dinner.  It  is  hoped  in  time  to  reduce  the  working  hours  of  the  after- 
noon shift  to  5,  as  compared  with  6  in  the  earlier  one,  10  o'clock  being 
rather  a  late  hour  for  ceasing  work.  The  second  scheme  is  more 
complicated. 

For  the  purposes  of  this  scheme  the  staff  of  the|department  con- 
cerned would  be  considered  to  be  divided  into  groups  of  three  or  four. 
In  the  case  of  a  group  of  the  former  number,  the  arrangement  of  working 
hours  under  this  scheme  for  the  individual  members  of  the  group 
would  be  as  follows  : — 

Group  i  : — ist  week,  8.0  a.m.  to  3.0  p.m.  2nd  week,  9.30  a.m. 
to  5.0  p.m.     3rd  week,  3.0  p.m.  to  10. o  p.m. 

Group  2: — ist  week,  9.30  a.m.  to  5.0  p.m.  2nd  week,  3.0  p.m. 
to  10. o  p.m.    3rd  week,  8.0  a.m.  to  3.0  p.m. 

Group  3: — ist  week,  3.0  p.m.  to  10. o  p.m.  2nd  week,  8.0  a.m. 
to  3.0  p.m.    3rd  week,  9.30  a.m.  to  5.0  p.m. 

Where  a  group  of  four  is  concerned,  one  would  continue  to  observe 
the  present  hours,  while  the  remaining  three  would  vary  their  time  as 
in  the  table  given  above.  As  a  result  of  these  schemes  it  is  hoped  to 
secure  certain  changes  in  the  routine  of  the  bank  which  should  be 
distinctly  advantageous.  In  the  first  place  it  would  be  possible,  if 
necessary,  to  operate  staffs  of  double  the  present  number,  and  thus,  in 
theory  at  any  rate,  to  double  the  output.  Secondly,  the  double  shift 
should  certainly  put  an  end  to  the  necessity  for  overtime,  though  one 
of  the  schemes  put  forward  specifically  provides  that  in  the  case  of 
those  members  of  the  staff  working  from  9.30  a.m.  to  5.0  p.m.  extra 
time  is  to  be  worked  if  circumstances  require  it. 
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Arrangements  have  been  made  to  reply  to  Income  Tax  and  Excess 
Profits  Duty  Queries  by  post,  but  only  to  actual  subscribers.  The  replies 
will  be  published  in  the  "Journal "  under  noms  de  plume.  A  stamped 
addressed  envelope  should  be  enclosed. 

Interest. 

The  question  of  interest  is  of  considerable  importance,  and  the 
following  points  should  be  noted  : — 

The  general  basis  of  assessment  of  interest  is  by  the  process  of 
deduction  at  the  source,  i.e.  the  payer  is  taxed  and  recovers  the  tax 
when  paying  the  interest.  This  does  not  apply  to  interest  that  is  not 
annual,  nor  to  bank  deposit  interest,  and  certain  war  loan  interests 
that  are  paid  in  full.  These  are  assessed  direct  on  the  recipient  under 
Case  3  of  Schedule  D,  which  prescribes  a  basis  of  the  preceding  year. 

When  interest  is  paid  by  a  trader  on  e.g.  loans  or  by  a  company  on 
debentures,  the  debits  for  these  items  are  added  back.  If  the  average, 
after  adding  back  these  items,  gives  a  figure  less  than  the  interest 
payable  in  the  year  of  assessment,  the  assessment  is  made  on  the  amount 
of  such  interest.  Assume  that  a  company  with  a  trading  year  ending 
at  31st  March  paid  the  following  debenture  and  loan  interests  : — 

£ 

Year  to  31st  March,  1918   ii5oo 

H         H         K      1919   1,800 

„         „         „      1920   1,800 

m  H  D  I92I   2,400 

and  that  the  profits,  after  charging  this  interest,  were  as  follows  : — 

£ 

Year  to  31st  March,  1918   8,000 

„  „  „  1919  . .  . .  loss  10,000 
,         „         „      1920   1,000 

The  1920-21  assessment  would  be  : — 

£ 

1918  ..     ..  £8,000  +  £1,500  =  9,500 

1919  ..     loss  £10,000    -   £1,800  =    loss  8,200 

1920  ..      ..   £1,000  +  £1,800  =  2,800 


12,300 

8,200 

3)4,100 
£^6 

As,  however,  the  interest  payable  for  1920-21  is  ^2,400,  the  assess 
ment  will  be  on  ;^2,400  instead  of  £i,s^6. 

Deficiencies. 

A  correspondent,  "  Bolus,"  refers  to  a  press  statement  regarding 
Section  38  (3)  of  the  1915  Act,  which  provides  as  follows  : — ■ 

"  Where  a  person  proves  that  in  an  accounting  period  which 
"  ended  after  4th  August  1914  his  profits  have  not  reached  the  point 
"  which  involves  liability  to  Excess  Profits  Duty,  or  that  he  has  sus- 
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"  tained  a  loss  in  his  trade  or  business,  he  shall  be  entitled  to  repay- 
"  ment  of  such  amount  paid  by  him  "  as  Excess  Profits  Duty  in  respect 
of  any  previous  accounting  period  as  will  make  the  Excess  Profits 
Duty  paid  for  the  total  period  during  which  the  duty  exists  accord 
with  the  total  profits  of  such  total  period.  The  correspondent  gathers 
that  the  Treasury  is  responsible  for  the  maintenance  of  the  profits  up 
to  the  amount  paid  in  Excess  Profits  Duty  since  August  1914. 

The  latter  assumption  is  not  quite  correct.  If  the  profits  of  an 
accounting  period  are  less  than  the  pre-war  standard  plus  ;^20q,  the 
deficiency  is  allowable,  but  only  by  setting  off  the  rate  of  duty  in 
that  period  on  the  amount  of  the  excess  against  Excess  Profits  Duty 
previously  paid.  Assume  that  the  pre-war  standard  of  a  business 
was  ^3,000,  and  that  the  following  profits  were  made  : — 


The  assessments  would  be  : — 


1914  . 

5,000 

I9I5  . 

6,000 

I9I6 

2,000 

I9I7  . 

4,000 

igrS 

loss  2,000 

1919  . 

5,000 

£  £ 

19 14  5,000 
Less  P,  W.  S.  £3,000  +  £200  3,200 


50%)  1, 800  900 


1915  6,000 
Less  P.  W.  S   3,200 


6o%)2,8oo  1,680 


1916  2,000 
Less  P.  W.  S   3,200 

60%)  — 1,200 


Deficiency  720 

A  repayment  of  £^20  would  then  be  made  against  the  Excess  Profits 
Duty  paid  for  19 14. 

£  £ 
1917  4,000 

Less  P.  W.  S   3,200 


8o%)8oo  640 


1918                                    loss  2,000 
Add  P.  W.  S   3,200 


80%)  -  5,200 


Deficiency  4,160 

A  repayment  would  then  be  made  of 

£ 

1914   180 

1915   1,680 

1917   640 

£2,500 
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This  leaves  a  balance  of  deficiency  of  ;^4,i6o  -  ;^2,5oo  =  £i,66o  to 
be  carried  forward  against  subsequent  liabilities. 

£ 

1919   5,000 

Less  Pre-war  Standard  3,20c 

40%)  1,800 

£720 

This  £y2o  would  be  discharged  by  allowance  of  part  of  the  ;^i,66o 
deficiency,  thus  leaving  £940  still  to  be  carried  forward. 

Repayment  Claims. 

On  31st  July  A.  sells  house  property  and  receives  rent,  less  tax,  up 
to  that  date.  The  proceeds  remain  in  the  bank  until  30th  September 
and  bank  interest  is  credited  without  deduction  of  tax.  On  30th 
September  Industrial  6|  per  cent,  preference  shares  are  purchased 
cum  div.,  and  the  dividend  is  paid  less  tax  on  31st  December  for  the 
half-year  to  that  date.  It  is  asked  by  "  Pierre  "  if,  in  making  the 
1919-20  repayment  claim,  it  is  correct  to  show  as  income  the  Schedule 
A  assessment  apportioned  to  31st  July,  bank  interest,  and  that  propor- 
tion of  the  dividend  earned  between  30th  September  and  31st  December. 

For  the  purpose  of  the  repayment  claim,  the  full  half-year's  dividend 
on  the  industrial  shares  should  be  shown  and  relief  would  be  allowed 
thereon.  The  proportion  of  the  Schedule  A  assesment  to  31st  July 
should  be  included  but  not  the  bank  interest,  as  that  is  only  assessable 
on  the  basis  of  the  preceding  year. 

Colonial  Residents. 

A  resident  in  India  possessed  shares  in  English  companies  since  19 17 
and  the  dividends  have  been  received  less  tax  at  6s.  The  total  income 
in  India  was  below  1,000,  and  it  is  asked  by  "  Lucknow  "  if  any  relief 
can  be  claimed. 

A  claim  may  be  made  for  repayment  of  part  of  the  6s.  tax.  The 
total  income  from  all  sources  (whether  chargeable  in  England  or  not) 
must  be  shown  on  the  claim  for  the  purpose  of  determining  the  appli- 
cable rate  in  the  £.    This  will  apply  for  1917,  19 18,  1919,  and  1920. 

Depreciation  of  Lease 

A  limited  company  purchased  for  ^4, 000  an  assignment  of  a  lease 
of  offices.  It  is  asked  by  "  Woodstock  "  if  any  charge  can  be  made 
for  depreciation. 

No  allowance  whatever  is  made  for  the  depreciation  of  the  lease. 
It  has  been  held  in  the  Courts  that  this  is  a  loss  of  capital  prohibited 
by  the  Acts  as  a  deduction. 
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By  Dr.  Tinsley  Lindley,  Barrister-at-Law. 

It  is  very  necessary  that  all  who  are  interested  in 
business  and  commercial  transactions  should  be  well 
acquainted  with  the  various  kinds  of  Bills  of  Sale  and 
the  legislation  affecting  them.  The  subject  is  clearly  and 
fully  treated  in  Dr.  Lindley  s  article. 

Bills  of  Sale  legislation  was  first  introduced  by  the  Act  of  1854, 
and  further  regulated  by  the  Act  of  1866.  These  Acts  were  repealed 
and  the  present  statutes  are  the  one  of  1878  (known  as  the  principal 
Act),  the  other  of  1882  (the  amending  Act)  cited  together  as  the  Bills 
of  Sale  Acts,  1878  and  1882,  and  the  Acts  of  1890  and  1891,  which 
provide  that  certain  instruments  hypothecating  imported  goods  are 
not  to  be  deem.ed  bills  of  sale. 

The  object  of  the  principal  Act  was  to  prevent  false  credit  being 
given  to  persons  who  retained  possession  of  goods,  but  had  not  the 
ownership  thereof,  and  the  object  of  the  amending  Act  was  to  protect 
needy  persons  against  themselves  from  being  persuaded  into  signing 
agreements  which  might  be  said  to  contain  harsh  and  unreasonable 
provisions  hidden  to  some  extent  by  complicated  phraseology. 

The  result  is  that  two  distinct  classes  of  bills  of  sale  have  been 
created — -(i)  an  absolute  bill  of  sale,  which,  in  effect,  is  an  out  and 
out  sale  to  which  the  principal  Act  applies,  and  (2)  bill  of  sale  given 
to  secure  payment  of  money,  otherwise  a  mortgage  of  personal  chattels, 
as  to  which  both  Acts  have  to  be  construed  together. 

A  bill  of  sale  is  an  instrument  in  writing  whereby  property  in  goods 
and  chattels  is  transferred  from  one  person  to  another  [Allsopp  v. 
Day,  7  H.N.  457),  or,  to  put  it  in  another  way,  as  a  document  given  in 
respect  of  the  transfer  of  chattels  used  in  cases  where  possession  is 
not  intended  to  be  given. 

The  expression  "  bill  of  sale  "  includes  bills  of  sale,  assignments, 
transfers,  declarations  of  trust  without  transfer,  inventories  of  goods 
with  receipt  thereto  attached,  or  receipts  for  purchase  moneys  of 
goods  and  other  assurances  of  personal  chattels,  and  also  powers  of 
attorney,  authorities,  or  licences  to  take  possession  of  personal  chattels 
as  security  for  any  debt,  and  also  any  agreement,  intended  or  not  to 
be  followed  by  the  execution  of  any  other  instrument  by  which  a  right 
in  equity  to  any  personal  chattels  or  to  any  charge  or  security  thereon 
shall  be  conferred.    Section  4,  Act  1878. 

Seeing  that  the  Acts  only  apply  to  bills  of  sale  given  by  the  owner 
of  chattels,  it  does  not  follow  that  every  document  drawn  up  at  the 


*  A  lecture  delivered  before  the  Nottingham  Chartered  Accountants  Students'  Society  on 
Friday,  26th  March,  Mr.  Robert  Rhodes,  F.C.A.,  in  the  chair. 
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time  when  a  transaction  is  carried  out  for  the  purpose  of  transferring 
goods  from  one  to  another  is  a  bill  of  sale,  but  only  in  those  cases  where 
it  is  necessary  to  rely  upon  the  document  to  prove  title,  because  the 
Acts  deal  with  documents  and  not  with  transactions,  and,  therefore, 
if  a  transferee  can  make  out  a  good  title  to  goods  without  reference 
to  any  document  concerning  them  the  Acts  have  nothing  to  do  with 
the  matter,  so  that  where  the  subject  and  effect  of  the  transaction  is 
the  immediate  delivery  of  chattels  to  the  grantee,  even  though  accom- 
panied by  a  document  within  the  definition  of  a  bill  of  sale,  is  not 
within  the  Acts. 

For  example,  receipt,  pledge,  constructive  possession.  It  may  make 
the  law  more  explicit  by  commenting  upon  some  of  the  instruments 
referred  to  in  the  definition. 

Declarations  of  trust  without  transfer  were  formerly  resorted  to  as 
security  for  advances,  e.g.  a  h^^pothecation  note  given  on  obtaining 
an  advance  from  bankers,  whereby  the  grantor  undertook  to  hold  goods 
in  trust  for  his  bankers  and  to  hand  over  the  proceeds,  when  received, 
to  the  amount  of  the  advance.    R.  v.  Townshend  (15  Cox  C.C.  466). 

But  an  instrument  charging  or  creating  any  security  on  or  declaring 
trusts  of  imported  goods  given  or  executed  at  any  time  prior  to  their 
deposit  in  a  warehouse,  factory,  or  store,  or  to  their  being  shipped 
for  export  or  delivered  to  a  purchaser  not  being  the  person  giving  or 
executing  such  instrument  is  not  to  be  deemed  a  bill  of  sale.   1891  Act. 

Inventories  of  goods,  receipts,  and  other  assurances  of  personal  chattels. 
Here  the  controlling  words  are  "  other  assurances  of  personal  chattels," 
so  that  inventories  and  receipts  do  not  come  within  the  Act  unless 
they  are  assurances  upon  which  title  depends — thus  an  express  lien 
given  by  an  agreement  in  writing  for  unpaid  purchase  money  over 
goods  sold  and  delivered.    Cobiirn  v.  Collins  (35  Ch.D.  373). 

Powers  of  attorney,  authorities,  and  licences  to  seize  as  security  for 
any  debt.  These  are  within  the  principal  Act,  but  as  bills  of  sale  by 
way  of  security  for  payment  of  money  are  now  required  to  be  in 
accordance  with  a  scheduled  form,  the  instruments  referred  to  will 
not  be  valid  securities. 

Only  such  licences  or  authorities  to  take  possession  are  bills  of  sale 
as  are  consistent  with  possession  of  the  goods  remaining  with  the 
grantor,  and  if  it  is  intended  that  possession  should  at  once  be  given, 
the  Acts  do  not  apply. 

Ordinary  powers  of  distress  are  not  within  the  Acts,  but  powers  of 
seizure  contained  in  leases  by  way  of  distress  for  recovery  of  a  debt, 
e.g.  a  brewer's  lease  containing  a  power  to  seize  stock-in-trade  and 
effects  of  the  lessee  in  default  of  payment  of  his  account  is  a  bill  of 
sale.  Again,  in  building  agreements,  if  materials  brought  upon  the 
premises  for  purposes  of  building  are  to  be  considered  as  immediately 
attaching  to  the  land  it  is  not  a  bill  of  sale,  because  the  interest  in  the 
materials  is  qua  landowner  a  legal  one. 
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Licences  to  seize  are  generally  to  be  found  in  hire  purchase  agree- 
ments, but  the  Bills  of  Sale  Acts  do  not  apply  for  the  reason  that  the 
hirer  is  not  the  owner  of  the  chattels,  and,  therefore,  the  licence  merely 
empowers  the  owner  to  retake  possession  of  his  own  property  ;  but  if 
there  is  a  sale  and  a  subsequent  independent  contract  of  hire,  it  may  or 
may  not  be  a  bill  of  sale  dependent  upon  what  was  the  real  transaction, 
for  if  the  object  of  the  transaction  was  a  loan  of  money  intended  to  be 
secured  by  a  sale  and  hiring  agreement,  the  documents  embodying 
the  arrangement  will  be  within  the  Act, 

Agreements,  whether  intended  or  not  to  be  followed  by  the  execu- 
tion of  any  other  instrument  by  which  a  right  in  equity  to  any  personal 
chattels  or  to  any  charge  or  security  thereon  are  bills  of  sale,  so  that  a 
written  agreement  to  give  a  bill  of  sale  or  purporting  to  confer  a  charge 
when  relied  on  to  support  a  title  to  goods  is  within  the  Acts.  The  right 
afiected  by  the  Acts  is  a  right  in  equity  as  distinguished  from  a  right 
in  law,  and  if  a  legal  right  is  given,  this  provision  of  the  Act  does  not 
apply. 

Reeves  v.  Barlow  (12  Q.B.D.  436),  building  materials  on  land. 

Spencer  v.  Midland  Railway  (11  T.L.R.  542),  lien  on  goods  in 
possession. 

Lord  V.  Great  Eastern  Railway  (2  K.B.  54),  agreement  affecting  goods 
not  in  the  company's  possession.    Bill  of  sale. 

Certain  instruments  giving  a  power  of  distress  are  by  Section  6  of 
the  principal  Act  deemed  to  be  bills  of  sale. 

Before  the  Act  an  attornment  clause  inserted  in  a  mortgage  deed 
gave  an  additional  security  by  way  of  distress  for  both  principal  and 
interest,  and  could  be  exercised  not  merely  on  goods  of  the  borrower 
but  on  those  of  a  stranger,  as  where  after  a  mortgage  with  an  attornment 
clause  the  mortgagor  let  to  a  tenant  who  assigned  certain  of  his  goods 
on  the  premises  by  a  bill  of  sale,  on  the  original  mortgagee  seizing 
goods  as  distress  for  rent  in  arrear  under  the  attornment  clause,  it 
was  held  that  the  distress  was  justified  and  that  the  bill  of  sale  holder 
could  not  recover  damages  for  the  seizure.  Kearsley  v.  Phillips 
(II  Q.B.D.  621). 

Such  an  attornment  clause  is  now  included  in  the  principal  Act, 
which  applies  whether  the  distress  be  on  goods  of  a  third  party  or  of 
the  borrower,  and  whether  the  power  of  distress  is  express  or  claimed 
as  incident  to  the  demise. 

But  mining  leases  are  expressly  excluded. 

Seeing  that  the  instrument  is  only  deemed  to  be  a  bill  of  sale  of 
any  personal  chattels  which  may  be  seized  or  taken  under  the  power 
of  distress,  it  need  not  be  in  the  statutory  form,  though  for  the  purpose 
of  registration  it  is  treated  as  one,  and  if  unregistered  is  void  so  far  as 
regards  chattels,  which  may  be  seized  or  taken  under  the  power. 
Green  v.  Marsh  (1892,  2  Q.B.  330). 

When  a  mortgagee  in  possession  demises  to  the  mortgagor  at  a 
fair  and  reasonable  rent  it  is  provided  that  it  is  not  within  the  Act,  but 
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it  only  extends  to  cases  where  the  mortgagee  was  in  actual  possession 
and  subsequently  demised  the  property  to  the  mortgagor. 

Documents  expressly  excluded  by  the  Act  are  : — 

(1)  Assignments  for  benefit  of  creditors. 

These  must  be  available  for  all  creditors,  though  a  time  limit  be 
fixed  within  which  to  accede. 

(2)  Marriage  settlements. 

These  refer  to  ante-nuptial  settlements. 

f3)  Mercantile  transfers. 

{a)  Transfers  of  ships. 

By  the  Merchant  Shipping  Act  transfers  or  mortgages  of  ships  or 
any  share  thereon  are  required  to  be  by  bill  of  sale  in  a  prescribed  form, 
and  take  priority  according  to  date  of  registration,  but  although  the 
transfer  or  assignment  is  not  in  the  form  given  by  that  Act  and  is  not 
registered,  it  will  not  be  within  the  Bills  of  Sale  Acts. 

{b)  Transfers  in  ordinary  course  of  business  of  any  trade  or  calling. 

These  include  bills  of  sale  of  goods  in  foreign  parts  or  at  sea,  bills 
of  lading,  India  warrants,  warehouse-keepers'  certificates,  warrants 
or  orders  for  the  delivery  of  goods,  or  any  other  documents  used  in 
the  ordinary  course  of  business  as  proof  of  the  possession  or  control 
of  goods  or  authorising  or  purporting  to  authorise  either  by  endorse- 
ment or  by  delivery  the  possession  of  such  documents  to  transfer  or 
receive  the  goods  thereby  represented. 

"  Ordinary  course  of  business  "  means  that  course  which  is  com- 
monly recognised  and  adopted  by  persons  in  the  particular  trade  or 
calling. 

(4)  Debentures. 

These  are  debentures  created  by  an  incorporated  company  for  the 
registration  of  which  provision  is  made  by  the  Companies  Clauses  Act, 
1845,  or  the  Companies  Acts,  1907.  But  the  exception  does  not  extend 
to  debentures  of  a  society  registered  under  the  Industrial  and  Provident 
Societies  Act,  1893,  there  being  no  provision  made  by  those  Acts  for 
the  registration  of  debentures  of  such  a  society. 

Subject  Matter. 

Bills  of  sale  relate  to  personal  chattels  only,  and  the  expres.^ion 
"  personal  chattels  "  is,  for  purposes  of  the  Acts  only,  accordingly 
defined  to  mean — 

(1)  Goods,  furniture,  and  other  articles  capable  of  complete  transfer 
by  delivery. 

(2)  Growing  crops  when  separately  assigned  or  charged. 

(3)  Fixtures  where  assigned  or  charged  separately  from  the  land. 

(4)  Trade  machinery  as  defined  in  the  amending  Act. 
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The  expression  does  not  include  chattel  interests  in  real  estate  nor 
fixtures,  except  trade  machinery  or  growing  crops  when  assigned 
together  with  a  freehold  or  leasehold  interest  in  any  land  or  building 
to  which  they  are  affixed  or  which  they  grow,  nor  shares  or  interests 
in  the  stock,  funds,  or  securities  of  any  Government  or  in  the  capital 
or  property  of  any  incorporated  or  joint-stock  companies,  nor  choses 
in  action,  nor  any  stock  or  produce  upon  any  lands  or  farms  which  by 
virtue  of  any  covenant  or  agreement  or  of  the  custom  of  the  country 
ought  not  to  be  removed  from  any  farm  where  the  same  are  at  the 
time  of  making  or  giving  of  such  bill  of  sale. 

The  description  of  personal  chattels  is  only  for  the  purposes  of  the 
Bills  of  Sale  Acts. 

Absolute  Bills  of  Sale. 

An  absolute  bill  of  sale  is  not  required  to  be  in  a  particular  form, 
but  certain  requisites  must  be  complied  with. 

The  consideration  must  be  clearly  set  forth  and  with  accuracy,  it 
will  be  sufficient  if  the  facts  are  set  forth  according  to  their  legal  or 
mercantile  effect — Richardson  v.  Harriss  (22  Q.B.D.  268) — and  the 
consideration  may  be  a  pre-existing  debt,  but  it  is  safer  under  those 
circumstances  to  state  the  same. 

If  there  is  any  arrangement  whereby  the  bill  of  sale  may  be  avoided 
— called  a  defeasance  under  the  Act — or  any  condition  or  declaration 
of  trust,  subject  to  which  the  bill  of  sale  is  given,  the  same  must,  unless 
it  is  contained  in  the  body  of  the  bill,  be  written  on  the  same  paper 
as  the  bill  before  registration  and  also  be  set  out  in  the  copy  filed  for 
registration,  otherwise  the  registration  will  be  void.  Edwards  v. 
Marcus  (i  Q.B.  587). 

A  ttestatton,  ^ 

Absolute  bills  of  sale  must  be  duly  attested,  viz.  by  a  solicitor,  and 
the  attestation  must  state  that  the  effect  of  the  bill  of  sale  had,  before 
the  execution  took  place,  been  fully  explained  to  the  grantor  by  such 
solicitor. 

Registration. 

This  must  be  made  in  the  central  office  of  the  High  Court  of  Justice 
within  seven  clear  days  of  execution  of  the  bill  of  sale. 

The  original  bill  has  to  be  presented  to  the  registrar,  together  with 
any  schedule  or  inventory  annexed, 

A  true  copy  is  filed,  together  with  an  affidavit,  (i)  of  the  time  when 
the  bill  of  sale  was  given  ;  (2)  of  its  proper  execution  and  attestation  ; 
and  {3)  a  description  of  the  grantor  and  every  attesting  witness. 

Registration  must  be  made  within  seven  days  after  the  making  or 
giving  thereof,  during  which  period  the  bill  of  sale,  if  otherwise  valid, 
will  be  effectual  though  unregistered. 

Registration  must  be  renewed  once  at  least  in  every  five  years, 
otherwise  the  registration  becomes  void. 
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Where  the  registration  or  renewal  thereof  has  not  been  made  within 
the  prescribed  time  through  accident  or  is  due  to  inadvertence,  a  Judge 
of  the  High  Court  may  extend  the  time  upon  terms  as  he  may  think 
fit,  but  such  extension  will  only  be  granted  subject  to  rights  of  third 
parties.    In  re  Parsons  (2  Q.B.  122). 

A  transfer  or  assignment  of  a  registered  bill  of  sale  does  not  need  to 
be  registered. 

If  the  transfer  of  an  absolute  bill  of  sale  be  effected  by  an  instru- 
ment which  is  also  registered  as  a  bill  of  sale,  the  transferee's  title  will 
be  protected  as  against  an  execution  creditor  of  the  grantor  of  the 
original  bill  of  sale,  even  though  registration  of  the  original  bill  of  sale 
be  not  renewed  and  the  goods  remain  in  possession  of  the  grantor  if 
at  the  time  of  transfer  no  person  was  in  a  position  to  avoid  the  original 
bill  of  sale.    Antonidi  v.  Smith  (2  K.B.  589). 

Avoidance. 

An  absolute  bill  of  sale  is  not  invalid  under  any  provision  of  the 
principal  Act,  but  it  provides  by  Section  8  that  unless  the  bill  of  sale 
is  duly  attested  and  registered  under  the  Act  within  seven  days  of  the 
making  or  giving  thereof,  and  sets  forth  the  consideration  for  which 
the  bill  of  sale  was  given  it  will  be  void  against  trustees  or  assignees 
in  the  grantor's  bankruptcy  or  liquidation,  or  under  any  assignment 
for  the  benefit  of  his  creditors  or  an  execution  creditor  as  far  as  goods 
comprised  in  the  bill  of  sale,  which  are  at  or  after  the  time  of  filing  the 
petition  for  bankruptcy  or  liquidation,  or  execution  of  such  assignment, 
or  of  execution  of  such  process,  and  after  the  expiration  of  such 
seven  days,  in  the  possession  or  apparent  possession  of  the  grantor. 

Conditional  Bills  of  Sale. 

A  conditional  bill  of  sale — that  is,  one  given  by  way  of  security  for 
the  jAyment  of  money  by  the  grantor — is  absolutely  void,  even  as 
between  the  grantor  and  the  grantee  unless  it  complies  with  certain 
requisites  and  forms. 

The  form  which  is  given  in  the  Act  is  that  of  a  deed,  and  it  follows 
that  if  an  instrument  comes  within  the  description  of  a  bill  of  sale  under 
the  principal  Act  it  cannot  be  reduced  to  the  statutory  form,  and 
cannot  be  given  by  way  of  security  at  all. 

It  might  be  more  convenient  to  deal  with  the  principal  points  of 
the  form. 

Names  of  Parties. 

The  name  should  be  the  proper  name,  which  may  be  a  trade  name, 
when  sufficient  to  identif)^  the  party,  and  the  addresses  and  description 
of  the  same  must  be  given. 

Consideration. 

The  consideration  must  amount  to  £^0  at  least  and  be  truly  set 
forth. 
Chattels. 

Chattels  not  capable  of  being  specifically  described  cannot  be 
included  in  the  assignment,  and  a  bill  of  sale  is  void  if  it  includes 
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chattels  which  may  become  the  property  of  the  grantor,  because  by 
Section  5  a  bill  of  sale  is  void,  except  as  against  the  grantor,  in  respect 
of  any  personal  chattels  specifically  described  in  the  schedule  thereto 
of  which  the  grantor  was  not  the  true  owner  at  the  time  of  the  execution 
of  the  bill  of  sale.  a. 

A  fixed  sum  must  be  secured,  a  bill  of  sale  cannot  be  given  as  an 
indemnity.    Hughes  v.  Little  (18  Q.B.D.  32). 

Interest. 

This  must  be  rateable,  either  per  month  or  per  year  as  agreed  upon. 
The  amount  of  interest  payable  and  its  time  of  payment  must  be 
certain. 

Time  for  Repayment. 

This  must  be  at  a  stipulated  time  or  times  ;  it  cannot  be  provided 
for  either  on  or  after  demand. 

If  payment  is  to  be  by  instalments,  the  bill  of  sale  may  provide  that 
in  case  of  default  of  any  payment  the  whole  of  the  unpaid  principal 
with  interest  then  due  shall  become  payable  immediately. 

Terms  for  Maintenance  or  Defeasance  of  Security. 

The  form  uses  the  express  terms  "  as  to  insurance,  payment  of  rent, 
"  or  otherwise  which  the  parties  may  agree  to  for  the  maintenance 
"  or  defeasance  of  the  security." 

No  other  agreements  can  be  included. 

Maintenance  means  the  preservation  of  the  personal  chattels  in  as 
good  a  condition  as  when  the  security  was  created,  and  an  agreement 
may  be  made  whereby  articles  worn  out  should  be  replaced. 

Seizure. 

The  grantee  can  only  seize  the  goods  or  chattels  in  certain  events. 

[See  below.) 

The  bill  of  sale  would  be  void  if  it  contained  power  to  seize  in  events 
not  permitted  by  the  Acts. 

Attestation. 

This  must  be  by  one  or  more  credible  witnesses  who  are  not  parties 
to  the  bill,  and  an  accurate  description  of  the  person  given,  if  he  has 
no  occupation,  also  the  address. 

Registration  and  re-registration. 

This  is  made  in  the  same  way  as  an  absolute  bill  of  sale. 

Where  the  affidavit  accompanying  the  bill  of  sale  for  registration 
describes  the  residence  of  the  grantor  as  being  outside  the  London 
bankruptcy  district,  or  where  the  bill  of  sale  describes  the  chattels  as 
being  in  some  place  outside  the  said  district,  the  registrar  must,  within 
three  clear  days  after  registration,  transmit  an  abstract  in  a  form 
prescribed  by  the  rules  to  the  registrar  of  the  County  Court  in  whose 
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district  such  places  are,  and  if  such  places  are  in  different  districts, 
then  to  each  such  registrar,  for  purposes  of  filing  and  inspection,  if 
required. 

Avoidance. 

A  conditional  bill  of  sale  is  void — 
.    (i)  If  not  duly  attested. 

(2)  If  it  is  not  duly  i  ;gistered. 

(3)  If  the  consideration  is  not  truly  stated. 

(4)  If  it  is  not  in  accordance  with  the  statutory  form. 

(5)  If  the  consideration  is  under  £^0. 

(6)  If  it  is  what  is  called  a  successive  bill  of  sale,  that  is,  if  it  is 
executed  within  or  on  the  expiration  of  seven  days  after  the 
execution  of  a  prior  unregistered  bill  of  sale  and  given  for  the 
same  or  part  of  the  same  debt  and  comprises  all  or  any  part 
of  the  same  chattels. 

The  registration  of  a  bill  of  sale  is  void  if  the  bill  is  given  subject 
to  an  unregistered  defeasance,  condition,  or  declaration  of  trust,  or 
if  the  bill  is  not  renewed  once  at  least  every  five  years. 

The  extent  of  avoidance  is  not  the  same  in  all  cases  ;  if  the  bill  of 
sale  is  void  on  the  ground  of  not  being  in  the  statutory  form,  it  is 
void  altogether,  so  that  any  agreement  contained  in  it  cannot  be 
enforced — Davies  v.  Recs  (17  Q.B.D.  408) — also  if  the  consideration 
is  under  £},o. 

But  want  of  due  registration,  attestation,  true  statement  of  considera- 
tion, or  renewal  of  registration  only  avoids  a  bill  of  sale  in  respect 
of  the  personal  chattels  comprised  therein,  leaving  it  available  for  the 
enforcement  of  agreements  for  principal  and  interest  or  for  other 
purposes. 

A  bill  of  sale  is  also  void  except  as  against  the  grantor  in  respect 
of  chattels  which  are  not  specifically  described  in  the  schedule.  Sec- 
tion 4,  or  of  which  the  grantor  is  not  the  true  owner.  Section  5. 

Bills  of  sale  are  of  no  protection  against  a  distress  for  taxes,  poor 
or  parochial  rates.    Section  14. 

Remedies  of  the  Grantee. 

In  cases  of  absolute  bills  of  sale,  not  only  the  property  in  the  goods 
passes  but  also  the  right  of  possession,  but  in  conditional  bills  of  sale 
the  right  of  possession  remains  provisionally  in  the  grantor,  and  the 
grantee  in  only  entitled  to  seize  the  goods  for  the  causes  specified  in 
the  Amendment  Act,  Section  7,  viz.  : — 

(i)  If  the  grantor  makes  default  in  payment  of  any  money  secured 
at  the  time  provided  for  payment.  Re  Wood  (i  Q.B.  605), 
or  in  the  performance  of  any  of  the  covenants  contained  in 
the  bill  and  necessary  for  maintaining  the  security. 
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(2)  If  the  grantor  become  bankricpt  or  suffer  the  goods  or  any  of 
them  to  be  distrained  for  rent,  rates,  or  taxes. 

Bankrupt  means  adjudicated  so. 

(3)  If  the  grantor  fraudulently  either  removes  or  suffers  the  said 
goods  or  any  of  them  to  be  removed  from  the  premises. 

(4)  If  the  grantor  refuses  without  reasonable  cause  upon  demand 
in  writing  by  the  grantee  to  produce  to  him  his  last  receipts 
for  rent,  rates,  and  taxes. 

(5)  If  execution  shall  have  been  levied  against  the  goods  of  the 
grantor  under  any  judgment  at  law. 

Upon  seizure  the  grantor  has  the  same  power  of  sale  as  a  mortgagee 
of  land,  but  the  goods  must  remain  on  the  premises  where  so  seized 
or  taken  possession,  and  must  not  be  removed  or  used  until  after  the 
expiration  of  five  clear  days  from  the  day  they  were  so  seized  or  so 
taken  possession  of,  but  removal  may  take  place  with  the  grantor's 
consent. 

The  grantee  is  a  secured  creditor  and  superior  to  claims  by  any 
other  creditor  except  the  landlord,  and  priority  depends  upon  the  date 
of  registration. 

Remedy  of  the  Grantor. 

A  bill  of  sale  in  statutory  form  vests  the  chattels  assigned  in  the 
grantee,  leaving  the  right  of  possession  in  the  grantor  until  any  of  the 
above  specified  events  occur. 

If  the  grantor  has  any  ground  upon  which  he  can  impugn  the  trans- 
action either  that  the  bill  of  sale  is  void  or  that  the  seizure  is  irregular, 
his  remedy  is  to  apply  for  relief  to  the  High  Court,  or  Judge  in  Chambers 
within  five  days  of  the  seizure,  or,  after  that  time  has  elapsed,  to  take 
proceedings  for  redemption.  If  the  Judge  is  satisfied  that  the  grantor 
has  prima  facie  a  good  cause  of  complaint  and  that,  by  payment  of 
money  or  otherwise,  the  cause  of  seizure  no  longer  exists,  he  may 
restrain  the  grantee  from  removing  or  selling  the  goods  or  make  such 
other  order  as  he  thinks  just. 

If  the  grantor  makes  due  payment,  or  tenders  the  same  on  the 
day  appointed  for  payment,  the  grantee  will  be  responsible  for  damages 
in  case  he  seizes  the  goods. 

Stamps. 

A  bill  of  sale  is  not  to  be  registered  unless  the  original,  duly  stamped, 
is  produced. 

An  absolute  bill  of  sale  is  stamped  as  a  conveyance  with  an  ad 
valorem  duty  on  the  amount  of  the  consideration  for  the  sale. 

A  conditional  bill  of  sale  is  stamped  as  a  mortgage. 


243 


Books  of  the  Month. 


A  SHORT  VIEW  OF  THE  LAW  OF  BANKRUPTCY.  By  the  late 
Edward  Manson.  7^  x  5,  xl  +  374  pp.  Third  edition,  15s.  n.  Since 
the  last  edition  of  this  work  was  published,  ten  years  ago,  the  Bankruptcy 
Act,  19 1 4,  and  the  Deeds  of  Arrangement  Act,  1914,  have  been  passed, 
and  the  book  has  accordingly  been  revised  and  brought  up  to  date  by 
Mr.  A.  Manson.  It  is  a  useful  addition  to  the  library  of  both  the  student 
and  the  business  man. 

PARTNERSHIP  LAW  AND  ACCOUNTS.  By  R.  W.  Holland,  O.B.E., 
M.A.,  M.Sc,  LL.D.  7 J  x  4f,  118  pp.  6s.  n.  This  book  is  written  for 
students  of  law  and  accountancy,  and  the  law  relating  to  partnership  is 
carefully  explained  and  illustrated  with  pro  forma  examples. 

ACCOUNTING.  By  Sidney  S.  Dawson,  M.Com.,  F.C.A.,  and  R.  C.  de 
ZoucHE,  F.C.A.  8^  X  5^,  vii  +  283  pp.  los.  6d.  n.  This  work  is 
for  those  who  are  beyond  the  elementary  stage  and  is  intended  as  an 
introduction  to  the  practical  application  of  the  science  of  accounting 
in  general, 

PUBLIC  LIABILITY  INSURANCE.  By  J.  B.  Welson,  F.C.I.S.,  Barrister- 
at-law.  7^  X  4f,  118  pp.  5s.  n.  A  text-book  for  the  student  preparing 
for  the  accident  branch  of  the  examinations  of  the  Chartered  Insurance 
Institute. 

THE  ACCOUNTANTS'  MANUAL,  Vol.  XVII,  Part  IV,  being  the  questions 
set  at  the  examinations  of  the  Institute  of  Chartered  Accountants,  with 
answers  thereto.  Intermediate  and  Final,  May-June  1920.  2s.  6d.  Post 
free  2s.  9d. 

THE  INCORPORATED  STUDENTS'  TELEPHONE.  No.  21.  Being  the 
questions  and  answers  to  the  Intermediate  and  Final  Examinations  of 
the  Society  of  Incorporated  Accountants  and  Auditors.  June  1920. 
Answers  by  D.  F.  de  I'Hoste  Ranking,  M.A.,  LL.D.,  and  Spicer  Sc  Pegler, 
Chartered  Accountants.    10  x  8,  73  pp.    2s.  6d.,  post  free  2s.  8d. 
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Legal  Notes. 

By  Albert  Crew,  Barrister-at-Law. 

An  up-to-date  knowledge  of  recent  decisions  in  the  Courts 
is  of  the  greatest  value  to  accountants  and  business  men 
and  to  students  reading  for  their  examinations.  In  this 
column  are  noted  the  salient  features  of  the  leading  cases 
decided  during  the  preceding  month. 

Action  (Cause  of). 
Conservation  of  Prices,  and  Threat  to  -put  on  "  Sto-p  List.'''' 

The  plaintiffs;  who  were  dealers  in  motor  cars,  but  not  members  of  the 
defendant  association,  were  asked  by  a  customer  to  dispose  of  a  car  which 
he  had  ordered,  but  which  he  found  he  did  not  require.  They  accordingly 
advertised  the  car  for  sale  at  a  price  which  would  give  their>  and  their 
customer  a  profit.  The  defendant  association  threatened  unless  the  plain- 
tiffs undertook  to  advertise  cars  for  sale  at  a  price  different  from  the  price 
named  in  the  "  protected  list,"  and  paid  ^^"50  to  a  trade  benevolent  fund, 
their  name  would  be  put  on  a  "  stop  list,"  the  object  of  which  was  to  fix 
sale  prices,  and  to  prevent  persons  named  in  it  from  obtaining  the  articles 
in  the  protected  lists  of  the  association.  The  plaintiffs,  having  issued  a  writ 
for  an  injunction,  were  then  put  on  the  stop  list.  Held,  that  as  the 
defendants  had  committed  a  wrongful  .act  by  lattempting  to  prevent  the  plain- 
tiffs by  threats  from  making  a  lawful  disposition  of  their  customer's  pro- 
perty, the  plaintiffs  were  entitled  to  an  injunction,  but  in  the  circumstances 
only  against  the  individual  members  of  the  association  who  had  taken  part 
in  the  wrongful  act,  and  not  .against  the  association  itself.  Ware  dr'  de 
Freville  v.  Motor  Trades  Association  (1920,  36  T.L.R.  664). 

Bankruptcy. 

Deed-  of  Assignment  for  Benefit  of  Creditors. 

The  defendants  acted  as  bankers  of  a  firm  up  to  February  3rd  1914,  when 
the  firm,  being  insolvent,  assigned  by  deed  all  their  property  to  the  plain- 
tiff as  trustee  for  their  creditors.  The  deed  provided  that  payments  to  the 
creditors  should  be  made  upon  the  basis  of  a  bankruptcy  distribution  of  the 
property,  and  that  secured  creditors  should  have  the  same  rights  as  under 
a  bankruptcy.  At  the  date  of  the  deed  the  firm  had  ^{,2,934  to  the  credit  of 
their  current  account  in  the  defendant  bank,  and  the  bank  held  certain 
shares  as  security  for  an  advance  to  the  firm.  These  shares  were  subse- 
quently sold  by  the  bank,  and  realised  ^812  in  excess  of  the  amount  of  the 
advance  to  the  firm.  Before  February  3rd  1914  the  firm  had  discounted 
with  the  bank  a  number  of  bills  of  exchange  which  matured  after  date,  and 
in  respect  thereof  the  firm  became  debtors  of  the  bank  of  ;,<^i9,94i.  In  an 
action  by  the  plaintiff  to  recover  from  the  bank  ^2,934  and  ^{^812,  the  bank 
claimed  a  lien  on  those  sums,  and  also  to  set  off  a  sufficient  portion  of 
_3^i9,94i  against  those  sums.  It  was  held  that  the  bank's  claim  was  right  on 
both  points.    Baker  v.  Lloyds  Bank  (1920,  2  K.B.  322). 

Companies. 

Rede7nfiion  of  Debenture  Stock  at  a  Discount. 

The  defendant  company  was  a  Trust  Investment  Company,  and  one  of 
its  objects  was  the  borrowing  on  debenture  stock  and  redeeming  or  paying 
off  any  moneys  so  borrowed,  and  the  acquiring  and  holding  stocks,  shares 
and  securities,  and  changing  them  for  others  of  like  nature.  The  business 
and  accounts  of  the  company  were  conducted  and  kept  on  the  footing  that 
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profit  or  loss  on  a  change  of  investment  was  carried  to  Capital  Account,  and 
that  net  receipts  over  expenditure  were  carried  to  Revenue  Account,  and 
became  available  for  payment  of  dividends  without  regard  to  any  depre- 
ciation in  the  market  value  of  investments.  In  1910  the  company  issued 
at  par  a  sum  of  debenture  stock,  and  in  1918,  owing  to  the  general  fall  in 
the  value  of  securities,  the  directors  were  enabled  to  redeem  some  of 
the  debenture  stock  at  a  discount,  and  they  claimed  the  right  to  carry  the 
whole  amount  of  this  discount  to  Revenue  Account.  The  securities  of  the 
company  had  fallen  to  an  extent  approximately  equivalent  to  the  discount 
at  which  the  debenture  stock  had  been  redeemed.  It  was  held  that  the  dis- 
count was  not  a  profit  which  could  be  distributed  as  dividend.  Wall  v. 
London  dr*  Provincial  Trust  (1920,  36  T.L.R,  729). 

Substitution   of   Memorandum   and    Articles  jor    a    Deed  of    S^ettlement . 

Where  a  company  constituted  by  a  deed  of  settlement  has  passed  a 
special  resolution  to  alter  the  form  of  its  constitution  by  substituting  a 
memorandum  and  articles  for  the  deed  pursuant  to  Section  264  of  the  Com- 
panies Consolidation  Act,  1908,  the  special  resolution  requires  to  be  con- 
firmed by  the  Court  under  Section  264,  even  if  the  memorandum  does  not 
make  any  change  in  the  objects  of  the  company.  In  re  The  Braintree  dr* 
Booking    Gas  Co.  (1920,  2  Ch.  12). 

Contract. 

An  Agreement  to  Collect  Gaming  is  Void  and  Chamferious. 

The  plaintiff  carried  on  business,  of  which  he  was  the  sole  proprietor,  as 
the  "  Turf  Register,"  which  in  a  prospectus  issued  by  him  was  called  a 
"  society,"  and  in  consideration  of  a  subscription  he  undertook  to  collect 
for  subscribers  betting  debts  which,  under  the  Gaming  Acts,  were  not 
recoverable.  The  plaintiff  having  put  certain  moneys  in  the  "society" 
for  legal  and  other  expenses,  it  was  agreed  that  the  net  profits  of  the  said 
society  should  be  divided  between  the  claimant  and  the  society.  The  plain- 
tiff brought  an  action  to  recover  the  amount  of  debts  alleged  to  have  been 
collected  by  the  defendant.  It  was  held  that  the  agreement  was  illegal 
and  void,  being  contrary  to  public  policy  and  champertous,  as  there  was  no 
community  of  interest  between  the  parties,  except  such  as  was  created  by 
the  agreement  itself.    Ford  v.  Radford  (1920,  36  T.L.R.  658). 

Datnages  Payable  in  Foreign  Exchange  at  Rate  of  Exchange. 

In  the  case  of  breach  of  a  contract  under  which  payment  is  to  be  made 
in  foreign  currency,  the  damages  are  fixed  at  the  date  of  default,  and  amount 
to  such  a  sum  as  would  have  produced  the  required  sum  in  the  foreign 
currency  at  that  date,  and  not  at  the  date  of  the  judgment.  Barry  v.  Van 
den  Hurk  (1920,  36  T.L.R.  663). 

Sale  of  Goods.    Absence  of  Manufacturer' s  Label. 

When  goods  are  sold  as  being  of  a  particular  brand,  the  undertaking  is 
that  they  will  bear  the  label  of  the  manufacturer,  which  is  put  on  the  goods 
of  that  brand  in  the  ordinary  course  of  the  business,  and  there  is  no  obliga- 
tion on  the  purchaser  to  accept  goods  which  do  not  bear  the  label, 
although  the  goods  have  been  made  by  that  particular  manufacturer.  When 
goods  sold  have  gone  to  a  wrong  port,  the  buyer  is  not  deemed,  under  Section 
34  (i)  of  the  Sale  of  Goods  Act,  1893  (which  provides  that  where  goods  are 
delivered  to  the  buyer  which  he  has  not  previously  examined,  he  is  not 
deemed  to  have  accepted  them  unless  and  until  he  has  had  a  reasonable 
opportunity  of  examining  them),  to  have  accepted  them  merely  because  he 
has  not  made  arrangements  to  have  them  examined  as  soon  as  he  heard  of 
their  arrival  at  the  unexpected  port.  Scaliaris  v.  Ofverberg  (1920,  36  T.L.R. 
743)- 
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Gaming. 

Cheques  Given  for  Racing  Bets. 

The  Gaming  Act,  1835,  provides,  inter  alia,  that  bills  given  for  money 
lost  in  bets  on  horse  races  are  to  be  deemed  given  for  an  illegal  considera- 
tion, and  that  in  case  any  person  shall  give  to  any  holder,  the  amount  of  such 
bills  shall  be  deemed  and  taken  to  have  been  paid  for  and  on  account  of 
the  person  to  whom  such  bills  was  originally  given  upon  such  illegal  con- 
sideration, and  shall  be  deemed  and  taken  to  be  a  debt  due  and  owing  from 
such  last  named  person  to  the  person  who  shall  so  have  paid  such  money, 
and  shall  accordingly  be  recovered  by  action  at  law.  The  loser  of  bets  on 
horse  races  drew  in  favour  of  the  winner  cheques  crossed  "  account  payee,  not 
negotiable."  The  winner  endorsed  the  cheques  in  blank,  and  paid  them 
into  an  account  with  his  bankers,  which  was  his  own  account  though  in  his 
wife's  name.  The  bankers  credited  the  account  with  the  amount  of  the 
cheques,  and  then  presented  and  obtained  payment  of  them.  In  an  action 
by  the  loser  against  the  winner  under  the  iGaming  Act  to  recover  the  amount 
of  the  cheques  as  having  been  paid  to  a  holder,  it  was  held  that  the  word 
"  holder  "  includes  other  persons  in  lawful  possession  of  a  bill,  though  they 
be  not  holders  in  due  course,  and,  therefore,  includes  a  banker  who  receives 
the  bill  for  collection,  and  that  the  bankers  being  the  holders  of  the  cheques 
the  plaintiff  was  entitled  to  recover.    Dey  v.  Mayo  (1920,  2  K.B.  346). 

Registration   by    Bookmakers  as    "  Accountants ^ 

The  plaintiffs,  who  were  bookmakers,  in  their  application  under  the 
Registration  of  Business  Names  Act,  1916,  described  the  general  nature  of 
their  business  as  "  accountants,"  and  claimed  from  Ralston  ;^997  17s.  nd. 
of  cheques  drawn  by  him  payable  to  the  plaintiffs  and  delivered  by  him  to 
them  in  payment  of  betting  debts  which  he  had  lost  to  them,  and  which 
had  been  dishonoured  on  presentation,  and  a  further  sum  of  ^^13  i8s.  lod.. 
the  amount  of  a  cheque  sent  by  the  plaintiffs  to  defendant  in  payment  of 
bets  won  by  him  from  them  and  duly  paid  on  presentation  by  the  plain- 
tiffs' bankers  to  the  defendant's  ^bankers  under  Section  2  of  the  Gaming 
Act,  1835,  money  received  by  the  defendant  to  the  use  of  the  plaintiff  for 
an  illegal  consideration.  Inter  alia,  the  defendant  claimed  that  the  sums 
could  not  be  recovered  on  the  ground  that  they  had  not  complied  with  the 
provisions  of  the  Registration  of  Business  Names  Act,  1916.  In  giving 
judgment  for  the  defendant,  Darling,  J.,  held  upon  the  authority  of  Hyanis 
V.  Stuart  (1908,  2  K.B.  196),  that  the  plaintiffs,  being  an  association  for 
the  purpose  of  carrying  on  a  betting  business,  the  action  would  not  lie, 
and  as  to  the  ;^i3  i8s.  lod.,  the  plaintiffs'  claim  was  bad,  following 
Dey  V.  Mayo  {sufra),  because  it  was  a  paym.ent  made  to  the 
defendant's  bank,  which  was,  to  the  plaintiffs'  knowledge,  a  mere  agent  of 
the  defendant  to  collect  the  money.  As  to  the  Registration  of  Business 
Names  Act,  1916,  the  plaintiffs'  description  of  their  business  as  accountants 
was  not  sufficient  to  satisfy  Section  3,  Sub-section  i  {b),  of  the  Act  (i.e.  to 
state  the  general  nature  of  the  business),  but  without  deciding  the  -point, 
he  was  inclined  to  think  that  the  plaintiffs  had  not  made  "  default  "  within 
the  meaning  of  Section  8,  Sub-section  i,  of  the  Act  (which  provides, 
where  any  firm  or  person  required  by  this  Act  to  furnish  a  statement 
of  particulars  or  of  any  change  in  particulars,  shall  have  made  default  in 
so  doing,  then  the  rights  of  that  defaulter,  under  or  arising  out  of  a.ny 
contract  made  or  entered  into  by  or  on  behalf  of  such  defaulter  in  relation 
to  the  business  in  respect  to  the  carrying  on  of  which  particulars  were 
required  to  be  furnished  at  any  time  while  he  is  in  default,  shall  not  be 
enforceable  by  action  or  other  legal  proceeding,  either  in  the  business  name 
or  otherwise),  inasmuch  as  "  default  "  in  the  sub-section  means  not  furnish- 
ing a  statement  of  particulars  at  all,  as  distinguished  from  furnishing  in- 
sufficient particulars.    O'Connor  v.  Ralston  (1920,  W.N.  267). 
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Partnership. 

When  a  Partner  "-Retires  "  jrom  a  Firm. 

The  defendant  was  a  partner  of  a  firm,  and  agreed  by  a  deed  of  settle- 
ment to  pay  to  the  trustee  thereof  ;^io,ooo  within  six  months  from  his  retire- 
ment from  the  firm.  Subsequently  a  private  limited  company  was  formed, 
in  which  the  partners  became  directors,  the  princip«al  object  of  which  was 
to  acquire  the  business  of  the  defendant's  firm.  It  was  held  that  retirement 
connoted  something  like  a  voluntary  act,  and  here  all  the  partners  had 
acted  voluntarily.  If  all  the  members  of  a  commercial  but  not  a  legal 
entity  sold  the  business  of  the  firm  to  a  company,  it  could  not  be  said  that 
they  had  not  retired  from  the  firm.  Hence  the  defendant  was  liable  to 
pay  the  sum  of  ;^io,ooo  to  the  trustee  of  the  deed.  Earle  v.  Cow  (iq20,  ^6 
T.L.R.  712). 

Railways. 

Control  of  Passengers'*  Luggage. 

The  plaintiff  booked  two  berths  for  himself  and  his  wife  in  a  sleeping 
car  on  the  defendants'  railway,  and  having  arrived  at  the  station  more  than 
an  hour  before  the  train  was  due  to  start,  allowed  one  of  the  defendants' 
inspectors  to  have  the  luggage  put  in  the  sleeping  compartment  on  the  inspec- 
tor's assuring  him  that  it  would  be  perfectly  safe.  The  plaintiff  then  left 
the  station  to  have  a  meal,  and  on  his  return  found  that  the  luggage  had  been 
stolen.  It  was  held  that  the  defendants  had  taken  control  of  the  luggage 
down  to  the  time  of  its  loss,  and  the  plaintiff  was  entitled  to  recover  its 
value.    Steers  v.  Midland  Raihvay  Co.  (1920,  36  T.L.R.  703). 

Wills  and  Executors. 

Gijt  of  Life  Interest  Subject  to  Residence  on  Certain  Proferiy  every  Year. 

Where  trustees  are  directed  by  a  will  to  pay  the  income  of  the  residuary 
estate  to  the  tenant-for-life  of  certain  property  during  such  period  of  his 
life  as  he  should  reside  on  that  property  for  a  limited  period  in  every  year 
with  a  gift  over  of  such  income  in  the  event  of  the  tenant-for-life  ceasing  or 
declining  so  to  reside,  personal  residence  for  that  period  is  necessary  in 
order  to  entitle  the  tenant-for-life  to  the  income  and  the  maintenance  of  an 
establishment  is  not  sufficient.    In  re  Vivian  (1920,  36  T.L.R.  657). 

Gift  of  Annuity  Free  of  Income  Tax  and  of  all  other  Deductions. 

Testator,  by  a  codicil,  gave  to  his  wife  an  annuity  of  ;/,'2,5oo,  free  of 
income-tax  and  of  all  other  deductions,  and  directed  the  trustees  to  set 
aside  in  their  names  a  portion  of  the* securities  forming  his  residuary  estate 
lo  form  a  fund,  the  income  of  which  would  be  fully  sufficient  to  provide 
the  said  annuity  and  the  income-tax  payable  in  respect  of  the  same.  It  was 
held  that  the  widow  was  entitled  to  the  naked  amount  of  the  annuity  free 
from  both  income-tax  and  super-tax,  and  following  in  re  Bowring  (1918, 
W.N.  265),  the  income  of  the  residuary  estate  must  bear  such  proportion  of 
the  total  super-tax  payable  by  the  widow  as  the  annuity,  with  the  income- 
tax  thereon  added  thereto,  bore  to  the  total  amount  of  her  income  assessed 
for  the  purposes  of  super-tax.  Super-tax,  according  to  statute,  was  only 
additional  income-tax,  and  the  difference  between  the  two  was  in  the  mode 
of  collection,  and  apart  from  that  the  legal  positions  of  the  two  taxes  were 
substantially  the  same.  In  re  Doxat  (1920,  W.N.  262). 
Admissibility  of  Evidence  as  to  Nature  of  Legatee'' s  Work. 

A  testatrix  bequeathed  her  residuary  estate  for  missionary  purposes  to 
G.  J.  It  was  held  that  the  Court  could  admit  evidence  that  the  testatrix 
had  often  met  O.  J.  at  conferences  of  Christian  workers;  that  she  had  sent 
him  considerable  sums  of  money  to  aid  him  in  his  work  as  the  pastor  of  a 
church  devoted  to  Evangelistic  services;  and  that  having  regard  to  that 
evidence  the  gift  was  not  void  for  uncertainty  but  was  a  good  charitable 
gift.    In  re  Rees  (1920,  2  Ch.  59). 
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The  Chartered  Accountant  Students  Society  of  London. 

The  Thirty-seventh  Annual  General  Meeting  of  the  above  Society  was 
held  at  the  Institute  of  Chartered  Accountants,  Moorgate  Place,  E.G.,  on 
Wednesday,  June  30th,  Sir  William  Plender,  G.B.E.,  F.G.A,  the  President, 
in  the  chair. 

The  President  proposed  the  adoption  of  the  Report  and  Accounts,  which 
was  seconded  by  Mr.  E.  Furnival  Jones,  A.C.A.,  and  carried  unanimously. 

Mr.  F.  J.  B.  Gardner,  A.C.A.,  then  proposed  the  following  resolution  : 
"  That  Rules  8  and  9  be  cancelled,  and  the  following  substituted  therefor  "  : — 

Rule  8. — The  entrance  fee  to  the  Society  for  ordinary  members  shall  be 
los.,  and  shall  be  payable  together  with  the  first  subscription  on  application 
for  admission  to  the  Society. 

Rule  9. — The  subscriptions  to  the  Society  shall  be  payable  in  advance  on 
th3  first  day  of  January  in  each  year,  and  shall  be  as  follows  : — 

{a)  Honorary  members  who  have  been  in  practice  for  more  than  three 
years,   and    ordinary  members,    £\  is. 

{b)  Other  honorary  members  los.  6d. 
It  was  explained  that  these  increases  were  necessary  owing  to  the  growth 
in  the  expenses  of  the  Society,  and  the  fact  that  the  accounts  for  the  year 
ended  31st  December  1919  show  a  deficit  of  £\(iO  iis.  lod. 

Mr.  E.  Furnival  Jones  seconded  the  resolution,  which  was  duly  carried. 

The  following  officers  were  re-elected  for  the  ensuing  year  :— President, 
Sir  William  Plender,  G.B.E.,  F.G.A.  ;  Vice-Presidents,  Messrs.  Ernest 
Cooper,  F.C.A.,  John  G.  Griffiths,  C.V.O.,  E.G. A.,  F.  W.  Pixley,  F.C.A., 
and  G.  van  de  Linde,  F.G.A. ;  Hon.  Treasurer,  Mr  E.  Furnival  Jones, 
A.C.A. ;  Hon.  Auditors,  Messrs.  J.  W.  Woodthorpe,  F.G.A.,  and  A. 
Charlesworth,  F.G.A, 

Messrs.  N.  D.  Ashley,  B.A.,  H.  J.  Crane,  F.  J.  B.  Gardner,  M.G.,  A.C.A., 
and  R.  G.  Rawkins,  were  elected  to  serve  on  the  Committee. 

The  Society's  Coaching  Glasses  for  the  recent  Institute  Examinations  have 
proved  an  unqualified  success.  All  the  students  prepared  for  the  Final 
Examination  passed,  one  gaining  the  second  place  in  the  Honours  List. 
At  the  Intermediate  Examination,  80  per  cent,  of  the  candidates  prepared 
by  the  Society  were  successful,  the  third  place  in  the  Honours  List  being 
captured  by  a  Society  man.  These  figures  speak  for  themselves  of  the  high 
standard  of  efficiency  attained  by  the  methods  of  coaching  employed. 

The  Society's  Coaching  Classes  offer  to  the  student  a  class  restricted  in 
size,  ensuring  individual  tuition.  Each  candidate  is  provided  with  speci- 
men answers  and  references  to  text-books  in  the  case  of  all  written  work, 
Law  Notes  in  printed  form  can  be  obtained,  the  student  thus  having  notes 
on  the  legal  questions  of  the  Examinations  in  the  most  concise  form  always 
at  hand.  These  notes  save  a  considerable  amount  of  time  in  class,  which 
can  therefore  be  devoted  to  more  useful  instruction.  A  special  feature  is 
made  of  Costings,  Income-Tax,  and  Excess  Profits  Duty. 

The  prizes  offered  by  the  Society  in  connection  with  the  recent  Institute 
Examinations  have  been  awarded  as  follows  : — 
Final  Examination. 
Place. 

A.  R.  Sweet  ...  2nd  ..,  1st  prize  ...  £^  ^  o 
P.  V.  Roberts    ...       3rd       ...       2nd  ...  £220 
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Intermediate  Examination. 
Place. 

J.  W.  Park       ...       3rd       ...       ist  prize       ...  £220 
The  prizes  kindly  offered  by  Sir  William  Plender,  G.B.E.,   F.C.A.,  in 
connection  with  the  Coaching  Classes  were  awarded  as  under  : — 

Final  Examination. 
A.  R.  Sweet    ^lo  10  o 

Intermdiate  Examination. 

J-    W.    Park    ^5    5  o 

Full  particulars  of  the  Classes,  prizes  offered,  &c.,  will  be  sent  on  appli- 
cation to  the  Secretary.  It  is  urged  that  candidates  sitting  for  the  November 
Examination  should  enrol  forthwith. 

The  Elementary  and  Advanced  Classes  in  Bookkeeping,  Accounts  and 
Auditing,  and  in  Law,  will  commence  on  the  loth  September  and  9th 
September  respectively.  Ten  lectures  in  each  subject  will  be  held  as  usual. 
The  Elementary  Classes  are  free  to  all  members  of  the  Society,  and  a  fee 
of  £1  IS.  is  payable  in  respect  of  each  of  the  Advanced  Courses. 

At  the  Examinations  held  at  the  end  of  last  session  in  connection  with 
these  courses,  the  following  candidates  passed  with  Honours,  and  prizes 
were  awarded  as  stated  : — 

Free  Accounts  Class. 

1.  F.  A.  Pratley. 

2.  R.    Boniwell        ...       ist  prize       ...       ^^i    i  o 

3.  A.  E.    Balcombe  ...       2nd    ,,         ...  10  6 

4.  C.  H.  Fenner. 

52  per  cent,  of  the  candidates  passed. 

Free  Law  Class. 

1.  H.  J.  Jones  ...       ist  prize       ...       ^i    1  o 

2.  A.  V.  Adkins        ...       2nd    ,,         ...  10  6 

3.  J.  D.  Levy. 

4.  R.  O.  Boniwell. 

56  per  cent.  «>f  the  candidates  passed. 

Advanced  Accounts  Class. 

1.  F.  W.  Charles      ...       ist  prize       ...       £1    t  o 

(Awarded    by    Messrs.    de  Paula, 
Turner,  Lake  &  Co.) 

2.  E.  H.  Eastoe. 

3.  H.  W.  Sydenham. 

77  per  cent,  of  the  candidates  passed. 

Advanced  Law  Class. 

1.  A.  R.  Sweet         ...       ist  prize       ...       £1    i  o 

2.  F.  W.  Charles. 

All  the  candidates  passed. 

Full  particulars  of  these  classes  will  be  forwarded  on  application. 

The  Society  promises  an  extensive  programme  of  lectures,  &c.,  during  the 
ensuing  Autumn  Session,  commencing  at  the  latter  end  of  September. 
Among  the  lecturers  who  have  kindly  promised  to  render  their  services  are 
Sir  Basil  E.  Mayhew,  K.B.E.,  F.C.A.,  Mr.  F.  R.  M.  de  Paula,  O.B.E, 
F.C.A.,  and  Mr.  Herbert  Jacobs,  B.A.,  Barrister-at-Law.  Further  particu- 
lars will  be  announced  in  the  next  publication  of  the  Accountants''  Journal, 
and  will  be  posted  to  all  members  of  the  Society. 
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The  Leicester  Chartered  Accountants  Students'  Society. 

The  Annual  General  Meeting  of  the  above  was  held  on  June  17th  at  4 
New  Street,  Leicester.  In  the  absence  of  Mr.  R.  V.  Rodwell,  A.C.A.,  the 
chair  was  taken  by  Mr,  R.  Dunn.  The  business  was  principally  of  a  formal 
nature.  The  Committee's  Annual  Report  and  the  Treasurer's  Accounts 
were  placed  before  the  meeting  and  adopted.  The  Society  is  in  a  much 
better  financial  position  than  might  be  expected. 

Although  the  Accounts  show  a  deficit,  this  is  not  a  serious  matter, 
amounting  only  to  £g  17s.  3d. 

Coaching  Classes  were  not  held  during  the  past  session,  but  it  is  hoped 
to  be  able  to  hold  them  during  the  next.  The  only  reason  for  their  being 
discontinued  was  a  financial  one.  The  matter  is  "referred  to  in  the  Com- 
mittee's Report. 

The  meeting  resolved  that  the  Committee  investigate  the  subject  of  these 
classes,  and  estimate  the  probable  cost  of  holding  them.  The  Committee's 
finding  on  the  matter  will  be  circulated  to  members. 

In  accordance  with  the  Rules  all  the  ofiirers  retire,  and  new  officers  were 
elected  for  the  forthcoming  session  as  under  : — 

President.— Mr.  L.  V.  Wykes,  F.C.A. 

Vice-Presidents.— Mr.  W.  H.  Yates,  A.C.A.,  and  Mr.  A.  P.  Carryer.  A.C.A. 
Chaitman  of  Committee. — Mr.  R.  V.  Rodwell,  A.C.A. 

General  Committee. — Messrs.  E.  E.  Smith,  R.  Dunn,  W.  G.  Foreman,  and 
C.  E.  Breame. 

Hon.  Treasurer  and  Librarian. — Mr.  F.  W.  H.  Clarke,  A.C.A.,  A.S.A.A. 
Rei>resentative  on  the  Union  of  Students''  Societies. — Mr.  R.  V.  Rodwell, 
A.C.A. 

Hon.  Secretary. — Mr.  G.  G.  Cooke,  A.C.A. 

Hon.  Auditors. — Messrs.  E.  E,  Smith  and  J.  K.  Burton. 

At  the  close  of  the  meeting  a  number  of  new  members  were  enr:)lled. 

South  Wales  and  Monmouthshire  Chartered  Accountant  Students' 

Society. 

The  chief  event  to  record  this  month  is  our  first  and  long-wished-for  meet- 
ing with  our  neighbour,  the  Bristol  Students'  Society,  on  Wednesday,  7th 
June.  It  had  been  arranged  to  meet  at  Brown's  Cafe,  Weston-super-Mare, 
for  lunch,  and  afterwards  to  play  a  cricket  match  at  the  County  ground. 
Our  eleven,  with  about  20  supporters  (by  kind  permission  of  the  principals 
concerned),  made  the  cross-Channel  voyage  during  the  morning,  and  wickets 
were  pitched  at  2.30.  Bristol  batted  first,  and,  notwithstanding  a  sweeping 
drizzle,  hit  up  the  useful  score  of  104.  A  further  heavy  downpour  had  made 
th2  wicket  most  difficult,  and  our  batsmen  failed  utterly  to  rise  superior  to 
the  conditions,  being  all  out  for  a  paltry  28  !  We  longed  for  another  attempt, 
but  the  groundsman  was  adamant.  Meteorologically,  the  event  was  a 
failure;  sportingly  and  socially  it  v/as  a  tremendous  success,  and  we  shall 
look  forward  with  great  eagerness  to  further  pleasant  meetings  wi^h  our 
friends  at  Bristol. 

Rumour  has,  on  this  occasion,  proved  herself  to  be  truthful,  and  our 
hopes  of  a  "home  "  have  materialised.  It  has  been  arranged  for  the  Senior 
and  Students  Societies  to  share  with  the  local  Society  of  Architects  their 
rooms  at  5  High  Street,  Cardiff,  and  future  meetings  and  classes  will  be 
held  there. 

Our  congratulations  to  Messrs.  Wentworth  H.  Price,  F.C.A.,  and  Walter 
Meacock,  F.C.A.,  on  their  well-merited  election  as  President  and  Vice- 
President  respectively  of  the  Senior  Society. 

Also  congratulations  to  C.  E.  McLay  and  F.  R.  Lowther  on  their  recent 
examination  successes. 


A  Mock  Shareholders'  Meeting. 

A  very  lively  and  enjoyable  meeting  of  the  Sheffield  Chartered  Account- 
-ants  Students'  Society  was  held  on  Wednesday,  24th  ]SIarch,  the  occasion 
being  the  second  annual  general  meeting  of  the  Rubbem  and  Tearem 
Laundry,  Ltd. 

The  following  is  a  copy  of  the  notice  convening  the  meeting,  and  the  Direc- 
tors' Report  and  Accounts  : — 

To  the  Shareholders  of  "  The  Rubbem  and  'Tearem  Laundry,  Limited.-'' 
Notice  is  Hereby  Given  that  the  second  annual  general  meeting  of  the 
above  .company  will  be  held  at  the  Library,  Hoole's  Chambers,  Bank  Street, 
Sheffield,  on  Wednesday,  the  24th  day  of  March  1920,  at  6.45  p.m.  precisely. 

AGENDA. 

(1)  To  adopt  Report  and  Accounts  for  the  year  ending  31st  December  1919. 

(2)  To  elect  directors  and  auditor  for  the  ensuing  year. 

(3)  To  transact  other  business  capable  of  being  transacted  at  an  ordinary 

general  meeting. 

Worth  ABIT, 

22nd   March    1920.  Chair 7)1  an. 

REPORT  AND  ACCOUNTS. 
THE  RUBBEM  AND  TEAREM  LAUNDRY,  LTD. 
Directors  :  Lord  Worthabit,  R.l.P.  (:Mr.  S.  E.  Warburton),  Sir  A.  White-Cuff 
(Mr.  B.  E.  Brown),  Major-General  Worthington,  P.C.  (absent  from  meeting). 
Solicitors  :  High  Feese  &  Co.    Auditors  :  Hardup  tSr  Broke 
(Mr.  H.  C.  Nicholson). 
Bankers  :  Machon  Bank,  Ltd.,  Sheffield.    Secretary  :  Fred  Cheatham, 
R.S.V.P.  (Mr.  F.  Downing). 
Registered  Offices  :  Incinerator,  Westbar. 

Report  of  the  directors  to  be  presented  to  the  shareholders  at  the  annual 
general  meeting  to  be  held  on  ]\Iarch  24th  1920. 

Gentlemen, 

Your  directors  have  pleasure  in  submitting  the  Balance  Sheet  and  sum- 
marised Profit  and  Loss  Account  for  the  year  ended  31st  December  1919, 
showing  a  net  loss  of  ^120,000.  No  interim  accounts  were  prepared  at  June 
30th  1919,  but  it  was  thought  that  considerable  profit  had  been  made  sufficient 
to  warrant  the  declaration  of  an  interim  dividend  of  20  per  cent.  Owing, 
however,  to  numerous  stril^es  and  disputes  with  the  unruly  artisan  class,  this 
state  of  affairs  has  not  been  maintained,  in  spite  of  attractive  offers  of  co- 
partnership schemes,  and  it  is  with  great  regret  that  we  publish  the  final 
figures.  It  is  felt,  however,  that  the  resuUs  will  be  considered  highly  satis- 
factory when  all  these  matters  are  taken  into  c<msideration. 

By  agreement  with  the  preference  shareholders,  it  has  been  arranged  to 
pay  their  dividends  as  usual,  as  it  is  unfair  that  they  should  bear  the  brunt 
of  unforeseen  labour  troubles  and  high  prices. 

The  assets  of  the  company  have  been  maintained  in  an  efficient  state,  and 
the  directors  have  further  pursued  their  wise  and  far-seeing  policy  of  increas- 
ing the  company's  reserves  in  the  matter  of  provisions  for  all  ascertained 
and  unascertained  losses,  including  depreciation. 

Sir  A.  White-Cuff,  a  director  of  the  company,  and  manager  in  one  of  our 
numerous  country  branches,  retires,  and  offers  himself  for  re-election. 

A  Receiving  Order  in  Bankruptcy  having  been  made  against  the  auditors 
on  grounds  of  insolvency,  the  directors  have  decided  that  the  books  and 
accounts  shall  in  future  be  audited  by  the  company's  officials,  and  it  is 
hoped  that  no  objection  will  be  taken  to  this  policy. 

By  Order  of  the  Board, 

Fred  Cheatham,  R.S.V.P. 

Secretary. 
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The  Chairman,  addressing  the  meeting,  said  : — 

Gentlemen  :  I  am  very  pleased  to  see  such  a  large  attendance  at  this  general 
meeting  of  the  company  :  it  shows  what  a  keen  interest  you  are  taking  in 
the  welfare  of  the  company. 

As  every  shareholder  has  received  a  copy  of  the  Report  and  Accounts,  I 
propose  to  itake  them  as  read. 

I  am  of  opinion,  with  my  co-directors,  that  no  cause  for  complaint  can  arise 
regarding  the  financial  position  of  the  company  in  view  of  the  company 
having  paid  an  interim  dividend  of  20  per  cent.  The  question  of  paying  a 
final  dividend  rests  entirely  with  yourselves  but  my  co-directors  and  myself 
are  of  the  opinion  that  such  a  payment  would  undermine  the  present  doubted 
sound  position  of  the  company. 

You  will  no  doubt  have  observed  that  the  stock-in-trade  stands  at  the 
very  high  figure  of  ^235,000,  but  as  there  are  5,666  genuine  claims  against 
the  laundry  for  lost  articles,  such  as  shirts,  pants,  vests,  and  camisoles,  it 
is  thought  that  these  articles  have  inadventently  been  taken  into  stock  by  our 
exceedingly  capable  manageress.  Miss  lona  Ford.  This,  as  5''ou  will  see, 
accounts  for  the  large  increase  in  stock  on  hand,  and  I  regret  that  owing 
to  the  fact  that  the  claims  were  not  brought  to  the  notice  of  the  Board  until 
yesterday,  it  was  too  late  to  make  the  necessary  adjustments. 

The  fact  of  the  stock  having  been  valued  at  selling  price  is  quite 
legitimate  in  view  of  the  increased  cost  of  living. 

I  would  here  remark  that  the  directors  have  unanimously  agreed  to  waive 
their  right  to  any  further  remuneration,  having  already  received  ;,{,"io,ooo  in 
addition  to  their  many  and  varied  perquisites. 

We  very  much  regret  that  a  Receiving  Order  in  Bankruptcy  has  been  made 
against  the  company's  auditors,  and  we  take  this  opportunity  of  suggesting 
that  in  view  of  their  past  excellent  services  they  be  granted  an  annual  allow- 
ance out  of  the  funds  of  the  company  until  such  time  as  they  receive  their 
discharge. 

We  are  glad  to  be  able  to  report  that  the  working  of  the  current  year 
will  show  a  much  larger  balance  than  for  the  year  just  closed,  and  we  wish 
to  thank  all  the  shareholders  for  their  presence  here  to-night,  and  for  their 
loyal  support  during  the  past  year,  a  support  which  has  been  justified 
by  the  result  shown  by  the  accounts. 

I  have  now  much  pleasure  in  calling  upon  Mr.  K.  Paterson  to  move  that 
the  accounts,  as  presented,  be  approved. 

Mr.  K.  Paterson,  in  moving  the  adoption  of  the  Report  and  Accounts, 
asked  why  a  dividend  of  8  per  cent,  had  been  paid  on  7  per  cent,  prefer- 
ence shares,  and  stated  that  that  had  been  paid  out  of  capital. 

The  Chairman  :  The  i  per  cent,  increase  more  than  com]>ensates  for  the 
increased  cost  of  living. 

Mr.  Paterson  :  Why  has  this  increase  not  been  put  before  the  shareholders 
in  general  meeting? 

The  Chairman  :  Well,  as  a  matter  of  fact,  circulars  for  the  meeting  were 
ready  to  be  sent,  and  a  fire  broke  out  in  the  company's  offices. 

Mr.  'G.  R.  Simons  :  What  is  the  auditors'  opinion  regarding  the  small 
depreciation  allowed  on  the  company's  land  and  buildings? 

Mr.  A.  Hardup  (auditor)  replied  that  there  was  not  statutory  requirement 
to  comply  with  in  this  matter,  and  referred  to  the  case  of  The  Ammonia 
Soda  Co.,  Ltd.  V.  Chamberlain  and  Others  to  confirm  this  view. 

Mr.  Simons  :  Even  if  it  were  not  legally  necessary  to  write  off  a  proper 
sum  under  this  head,  should  it  not  be  done  on  the  ground  of  prudence? 

The  Chairman  replied  that  he  considered  the  company's  loss  was  quite 
heavy  enough  without  burdening  it  with  depreciation  which  did  not  exist. 

Mr.  A.  E.  Richards  :  I  should  like  to  know  why  and  how  the  sundry 
debtors  have  got  "lost  in  washing"?  (Laughter.) 
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The  Chairman  :  Several  assets  were  aggregated  under  this  head  for 
convenience. 

Mr.  E,  H.  H.  Holroyd  :  The  Balance  Sheet  states  that  an  interim  divi- 
dend of  20  per  cent,  was  paid  during  the  year.  Should  not  this  have  been 
40  per  cent,  per  annum? 

The  Chairman  :  This  is  a  clerical  error,  it  should  have  been  40  per  cent, 
per  annum. 

Mr.  Paterson  commented  on  the  splendid  surplus  of  the  collateral  security 
over  the  loan  from  the  Machon  Bank,  and  proposed  that  this  security  should 
be  very  considerably  increased,  and  the  surplus  used  to  wipe  off  the  Profit 
and  Loss  balance.  (Laughter.) 

Sir  A.  White-CufiE  and  the  Secretary  concurred  in  this  opinion,  and 
explained  that  such  a  proceeding  would  put  the  company  on  a  sound  finan- 
cial basis,  and  the  Secretary  was  instructed  to  issue  further  debentures  as 
collateral  security  in  this  way. 

Mr.  R.  M.  F.  Gill,  A.C.A.  :  In  view  of  the  very  unsatisfactory  replies  given 
by  the  Board  and  their  farcical  conduct  at  this  meeting,  I  should  like  to 
remind  the  Chairman  that  his  position  in  a  few  minutes  will  not  be  as 
comfortable  as  at  present,  and  urge  all  the  shareholders  to  vote  against  the 
Report  and  turn  down  the  directors.  I  should  like  to  ask  him  a  few  ques- 
tions that  may  disturb  his  calm  air,  firstly,  who  has  run  away  with  the 
;!^ioo,ooo  subscribed  for  in  deferred  shares  ?  I  took  20,000  of  those  shares, 
and  the  Chairman's  statement  a  short  time  ago  that  the  proceeds  were  not 
to  hand  is  absolutely  untrue,  as  I  hold  the  certificate  for  the  shares  duly 
signed  by  the  Chairman  and  a  director.  I  should  also  like  to  know  why 
the  directors  voted  themselves  a  grant  of  ^10,000  without  disclosing  the 
same  to  the  shareholders,  and  remind  them  of  their  liability  under  the  Com- 
panies Acts  of  ;^ioo  per  day  for  nine  months.  Perhaps  that  will  make  them 
sit  up.  Also,  would  someone  kindly  inform  the  meeting  under  what  article 
preference  shares  could  be  issued  at  a  discount?  Finally,  why  do  not  our 
ingenious  Board  take  advantage  of  purchasing  the  company's  debentures 
in  the  open  market,  and  with  the  profit  write  off  the  leasehold  land  and 
buildings.  I  ask  that  a  valuer  be  called  in  to  make  a  proper  estimate  of 
this  asset. 

The  Chairman  replied  that  he  treated  the  bulk  of  Mr.  Gill's  argument  with 
contempt.  In  reply  to  his  questions,  the  directors  held  a  special  meeting, 
empowered  under  the  articles,  to  vote  themselves  a  grant.  As  to  the 
deferred  shares,  the  Board  were  out  of  town  at  the  time,  and  the  company 
being  badly  in  need  of  money,  he  personally  lent  the  company  ^100,000,  and 
took  deferred  shares  as  his  security. 

Mr.  Paterson  :  What  clause  in  the  articles  empowers  directors  to  do  this? 
I  presume  the  company  acts  under  Table  "  A,"  not  having  articles  of  its 
own? 

The  Chairman  :  May  I  remind  you  that  the  company  is  registered  under 
the  Married  Women's  Property  Act,  1882,  and  Table  "  A"  does  not  there- 
fore apply.  (Laughter.) 

Mr.  Gill  :  You  have  not  yet  answered  my  question  regarding  the  20,000 
deferred  shares  which  I  myself  hold. 

The  Chairman  :  This  is  a  personal  question,  which  I  cannot  answer  in  a 
general  meeting. 

A  Shareholder  :  Why  is  the  Profit  and  Loss  balance  placed  at  the  head 
of  the  Balance  Sheet? 

Reply  :  This  is  a  fixed  asset,  and  in  the  opinion  of  the  Board  likely  to 
remain  fixed.  (Laughter.) 

A  Shareholder  :  It  appears  clearly  that  the  interim  dividend  has  been 
paid  out  of  capital,  and  proceedings  should  be  taken  at  once. 

The  Chairman  :  Very  well.  If  all  of  you  have  received  the  same  kindly 
refund  it  to  me,  I  will  see  that  the  company  receives  the  money.  (Laughter.) 
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In  reply  to  further  questions  it  was  stated  that  the  "adjustments"  on 
Goodwill  Account  were  credits  for  the  sale  of  soap,  &c.,  which  had  been 
capitalised  to  avoid  payment  of  Excess  Profits  Duty.  (Laughter.)  There 
were  no  minutes  of  the  previous  meeting  owing  to  a  fire ;  this  also  destroyed 
the  accounts,  and  great  difficulty  had  been  encountered  in  making  up  the 
figures  at  all.  He  was  sorry  to  say  that  Major-General  Worthington,  one 
of  the  directors,  was  in  the  City  inspecting  the  Boy  Scouts.  (Laughter.) 

A  Shareholder  :  Is  the  lOU  mentioned  in  the  auditors'  report  included  in 
the  petty  cash? 

Reply  :  No,  it  is  included  in  Suspense  Account,  with  difference  in  balanc- 
ing and  sundry  other  matters.  If  the  company  is  not  satisfied  with  the 
lOU  it  can  do  the  other  thing.  (Laughter.) 

Mr.  Slaney  :  I  notice  no  interim  accounts  were  prepared,  and  yet  the 
Board  felt  justified  in  declaring  a  dividend  of  20  per  cent.    How  is  this? 

The  Chairman  :  The  auditors  prepared  interim  accounts  for  directors' 
■use  only. 

Mr.  D.  W.  Trickett  :  What  is  the  reason  for  the  very  large  petty  cash 
balance  ? 

Reply  :  The  office  boy  keeps  this  amount,  and  has  very  often  to  "  sub" 
girls  in  the  laundry  to  the  end  of  the  week. 

Mr.  Paterson  :  Are  the  auditors  satisfied  with  the  valuation  of  the  .assets, 
and  have  they  verified  their  existence  in  a  proper  manner? — Perfectly. 

Mr.  W.  W,  Ward  :  Of  what  does  the  stock-in-trade  of  the  laundry  consist? 

The  Secretary  :  All  articles  of  washing,  clothing,  household  linen,  &c., 
and  ladies'  and  gentlemen's  underwear,  upon  which  the  company  have  a  lien 
for  unpaid  washing  bills,  are  included  in  this  figure.  May  I  remind  Mr. 
Ward  also  that  if  the  company  were  an  individual  in  bankruptcy,  the 
trustee  might  take  these  under  the  "  Order  and  Disposition  "  Clause,  and  in 
the  circumstances  the  Board  felt  justified  in  taking  them  in  as  an  asset. 

Mr.  Holroyd :  Has  the  auditor  verified  the  existence  of  the  mortgage,  as 
I  am  the  solicitor  of  the  first  mortgagee,  and  have  never  left  possession  of 
the  title  deeds  and  mortgage  deed. 

Mr.  Hardup  :  My  clerk  must  have  gone  to  the  wrong  office.  (Laughter.) 

Mr.  Gill  :  Well,  we  have  had  many  more  unsatisfactory  replies  from  the 
Board,  who  appear  to  be  very  ignorant  of  their  duties.  We  appear  to  have 
no  working  capital,  and  the  assets  would  not  fetch  a  penny  in  the  £.  The 
auditor's  information  is  very  scanty,  and  being  ipso  facto  a  bankrupt,  he 
is  gladly  relieved  from  office.  I  propose  again  that  the  Report  and  Accounts 
be  rejected,  and  a  Committee  of  Inspection  be  appointed  under  Section  110 
of  the  Companies  (Consolidation)  Act,  iqo8,  and  that  the  company  be  wound 
up  and  the  directors  prosecuted  under  Section  215. 

Mr.  Hardup  :  I  beg  to  state  that  the  office  of  auditor  of  a  public  company 
is  not  a  public  office,  and  I  am  not  yet  relieved  of  my  duties  owing  to  not 
being  discharged.  The  Chairman  confirmed  this  view  by  stating  that  the 
position  of  an  auditor  and  turf  accountant  was  only  public  so  far  as  bets 
were  received. 

Mr.  Slaney  proposed  that  the  meeting  be  adjourned  and  professional 
auditors  appointed. 

The  Secretary  called  attention  to  the  expense  that  would  be  involved,  and 
urged  an  audit  by  the  company's  officials. 

A  vote  of  thanks  to  the  Chairman  was  proposed  by  Mr.  Ward,  and 
seconded  by  Mr.  Holroyd,  the  Chairman,  in  reply,  saying  that  he  had 
done  exceedingly  well  out  of  the  company. 

A  vote  of  thanks  to  the  persons  responsible  for  the  preliminaries  and 
procedure  attending  the  meeting  was  dulv  proposed  and  seconded  and 
carried  unanimously. 

This  concluded  the  meeting. 
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A  Company   Secretary's   Duties— IV. 

By  W.  H.  Fox. 

(Author  of  "The  Company  Secretary.") 

The  Secretary's  duties  in  connection  with  dividends, 
debentures  and  the  registration  of  mortgages  are  dealt 
with  in  the  following  article. 

Dividends,  Debenture  Register  and  Transfer,  Register  of 
Mortgages,  Debenture  Interest. 

The  question  of  dividends  would,  but  for  the  length  of  the  previous 
article,  have  been  dealt  with  last  month,  and  it  will  be,  therefore, 
necessary  to  refer  to  it  in  the  present  article. 

Sections  95-102  of  Table  A  provide  that : — (i)  Dividends  can  only  be 
paid  out  of  profits  earned.  (2)  Directors  may  from  time  to  time  pay 
to  the  members  such  interim  dividends  as  appear  to  be  justified. 
(3)  The  company  in  general  meeting  may  declare  dividends,  but  the 
rate  shall  not  exceed  that  recommended  by  the  directors.  (4)  All 
dividends  are  to  be  declared  and  paid  according  to  the  amounts  paid 
up  on  the  shares.  (5)  The  directors  may,  before  recommending  any 
dividends,  set  aside  such  sums  as  they  think  proper  for  reserves. 
(6)  Any  one  dividend  holder,  holding  shares  jointly,  may  give  receipts 
for  dividends.  (7)  Notice  of  dividends  payable  should  be  given  in 
accordance  with  the  articles.  (8)  No  dividends  shall  bear  interest 
as  against  the  company. 

When  the  board  decide  to  pay  either  an  interim  dividend  on  account 
of  profits  or  a  final  dividend  for  the  year,  it  will  be  necessary  for  a  list 
of  shareholders  to  be  prepared  from  the  register  of  members,  with  the 
number  of  shares  held  by  each,  in  a  separate  column,  and  agreed 
with  the  total  Capital  Account  in  the  Private  Ledger. 

The  gross  amount  of  the  dividend  will  then  be  calculated  and  inserted 
in  the  fifth  column,  then  the  amount  of  the  income-tax  (assuming 
that  the  dividend  is  not  paid  duty  free),  and  then  the  net  amount  for 
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which  the  dividend  warrant  will  be  prepared.  The  columns  in  this 
list  will,  therefore,  be  as  follows  : — 

1.  Serial  number. 

2.  Reference  to  folio  of  share  register. 

3.  Name  and  address  of  shareholder. 

4.  Number  of  shares  held. 

5.  Gross  amount  of  dividend. 

6.  Amount  of  income-tax, 

7.  Net  amount  payable. 

8.  Remarks  column. 

In  this  last-named  column  are  entered  the  names  of  banks  to  which, 
according  to  any  authority  given  by  the  shareholder,  the  dividend 
should  be  made  payable,  together  with  any  other  necessary  notes. 

Attached  to  the  dividend  warrant  is  a  form  addressed  to  the  share- 
holders showing  how  the  income-tax  is  made  up,  and  this  form  is 
detached  before  the  dividend  is  paid  in  by  the  shareholder  to  the  bank 
and  can  be  utilised  as  a  voucher  in  the  event  of  a  member  desiring  to 
claim  repayment  of  income-tax. 

As  frequently  trustees  holding  stocks  give  authority  to  banks  to 
receive  the  dividends  for  the  credit  of  the  beneficiaries  it  will  be 
necessary  for  the  company  to  issue,  in  separate  batches,  all  dividends 
payable  at  the  same  bank. 

In  such  cases  the  actual  dividend,  warrant  will  be  payable  to  the 
order  of  the  receiving  banker,  whilst  the  attached  notice  will  be 
addressed  to  the  names  appearing  on  the  register  of  members.  The 
holders  of  the  stock  will  have  to  give  the  necessary  written  notice  to 
the  company  when  dividends  are  desired  to  be  paid  to  a  banker  direct. 
This  form,  signed  by  all  the  holders,  will  be  handed  to  the  "  receiving  " 
banker,  who  will  take  note  of  the  names  of  the  registered  holders  and 
the  name  of  the  beneficiary  whose  account  is  to  be  credited.  The 
form  will  then  be  forwarded  to  the  company. 

Debentures. 

The  amount  of  debentures  which  a  company  may  issue  can  be  fixed 
if  special  articles  of  association  are  registered,  but  if  Table  A  is  adopted 
Section  73  provides  that  a  company  may  not  borrow  or  raise  money 
on  debentures  beyond  the  amount  of  the  issued  share  capital  without 
the  sanction  of  the  company  in  general  meeting. 

The  amount  of  authorised  issue  and  the  terms  upon  which  debentures 
may  be  issued  can  also  be  fixed  by  the  terms  of  the  memorandum  of 
association,  and  the  following  may  be  taken  as  a  comprehensive  section 
to  be  included  in  the  memorandum,  namely,  "  to  borrow  or  raise  or 
"  secure  the  payment  of  money  and  for  these  or  other  purposes  to 
"  mortgage  or  charge  the  undertaking  and  all  or  any  part  of  the  pro- 
' '  perty  and  rights  of  the  company  present  or  after  acquired,  including 
"  uncalled  capital,  and  to  create,  issue,  make,  draw,  accept,  and 
"  negotiate  perpetual  or  redeemable  debentures  or  debenture  stock, 
"  bonds  or  other  obligations."  The  Courts  have  held  that  a  company 
cannot  create  a  charge  on  its  uncalled  capital  unless  specific  power  is 
given  for  this  purpose  in  the  memorandum  of  association. 
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FORM  OF  DIVIDEND  WARRANT. 

 — ;        "MERRIE    ENGLAND,"  LTD. 

Dividend  | 
No.  22  Dividend  Notice. 


No.  456. 


To  Richard  Cross,  Esq.,  O.B.E., 
333  Park  Lane,  London,  W. 

£    s  d 

Dividend  at  the  rate  of  17  per  cent,  for  the  year  ending 
the  31st  December  19 19  on  1,000  7  per  cent.  Preference 
and  Participating  "A"  Shares  of  £1  each    ..        ..170    o  o 
Less  Income  Tax  at  6s.  in  the  £        . .        .  .  ..5100 

,^119    o  o 


Note. — In  the  event  of  an  appUcation  being  made  for  repayment 
of  Income  Tax,  this  Dividend  Notice  will  be  accepted  as  evidence  of 
the  amount  of  tax  paid,  as  the  undersigned  will  duly  account  for  the 
same  to  the  Inland  Revenue  Authorities. 

A.  Browne, 

Secretary. 

Note. — Any  change  of  address  should  be  notified  to  the  Secretary. 


Dividend 
*No.  22 


"MERRIE  ENGLAND,"  LTD. 

Preference  "A"  Shares  Dividend 
Warrant. 


To  the  Securities  Bank,  Ltd., 

Lombard  Street,  London,  E.G. 

Pay  to  Richard  Cross  

sum  of  One  Hundred  and  Ninete 

For  "  M 


Payee  to  sign  here. 


No.  456. 

Impressed 
2d.  Stamp 


1 6th  March  1920. 


 or  Order  the 

EN  Pounds. 

errie  England,"  Ltd., 

Thos.  Barlow,  Director. 
S.  Merton,  Secretary. 


The  company  should  advise  its  bankers  when  dividends  are  about 
to  be  paid,  at  the  same  time  sending  them  a  copy  of  the  special  form 
oi  Dividend  Warrant. 
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It  must  be  borne  in  mind  that  the  terms  "  debenture  "  and  "  bond  " 
when  used  do  not  necessarily  imply  a  mortgage  or  charge  on  the 
company's  assets.  It  is  necessary  to  use  the  word  "  mortgage  "  if  it 
is  the  intention  of  the  company  to  create  a  specific  charge  on  the  assets, 
and  the  debenture  must  in  this  case  include  some  phrase  to  the  following 
effect : — 

"  The  company  doth  hereby  charge  with  such  payment  (namely, 
the  amount  of  the  debenture  and  interest)  its  undertaking  and 
assets  whatsoever  and  wheresoever  both  present  and  future, 
including  its  uncalled  capital  for  the  time  being." 
It  is  usual  to  keep  the  actual  wording  of  the  debenture  as  short 
as  possible  and  to  specify  in  a  separate  schedule  attached  the  conditions 
of  the  issue.    These  conditions,  which  are  to  be  deemed  part  of  the 
debenture,  refer  to  the  amount  of  the  issue,  the  occasions  on  which 
the  principle  may  become  due  owing  to  the  interest  being  in  arrear,  &c., 
as  to  the  drawing  for  payment  of  a  certain  number  of  the  debentures 
every  year,  as  to  the  appointment  of  a  receiver  and  manager  in  case 
of  default,  &c. 

When  mortgage  debentures  are  issued  in  a  series  one  of  the  documents 
must  be  submitted  to  the  Registrar  of  Joint  Stock  Companies  at 
Somerset  House,  who  will  give  the  company  a  certificate  of  registration 
pursuant  to  Section  93  of  the  Companies  Act  of  1908.  A  copy  of  this 
certificate  must  be  endorsed  on  all  debentures  issued  in  accordance 
therewith. 

Under  Section  92  of  the  1908  Act,  within  two  months  of  the  allot- 
ment of  any  debentures  or  debenture  stock  or  within  two  months  after 
the  registration  of  any  transfer  of  the  same,  the  company  must  complete 
and  have  ready  for  delivery  the  bond  or  certificate  relating  thereto. 
If  default  is  made  in  complying  with  the  requirements  of  this  section 
there  is  a  liability  of  £s  per  day  for  every  director  and  officer  who  is 
a  party  to  the  default. 

Debentures  may  be  either  registered  or  to  bearer,  and  in  the  latter 
case  the  ownership  passes  by  delivery  from  hand  to  hand  without  the 
necessity  of  any  transfer  deed  being  executed.  Bearer  debentures 
require  an  ad  valorem  stamp  of  i  per  cent.,  whereas  the  registered 
debenture  where  the  names  of  the  holders  appear  in  the  register  and 
can  only  be  transferred  by  transfer  deed,  half  a  crown  per  cent,  is 
payable  on  the  deed  by  way  of  impressed  stamps. 

The  form  of  debenture  register  may  be  prepared  on  the  same  lines 
as  the  share  register  given  in  the  previous  article,  subject  to  the  remark 
that  the  headings  would  be  slightly  altered  in  accordance  with  the 
fact  that  debentures  are  being  dealt  with  instead  of  shares.  Assuming 
that  the  principle  of  entering  the  sales  effected  by  debenture  holders 
in  red  ink,  and  deducting  them  from  the  total  of  the  debentures  held, 
the  following  headings  (after  entering  the  full  name,  address,  and 
description  of  the  holder)  would  be  as  follows  : — 

(i)  Date  of  entry  as  a  debenture  holder  and  date  of  ceasing  to  be  a 
debenture  holder.  (2)  Allotment  or  transfer  deed  number.  (3)  Amount 
of  debentures  acquired  or  debentures  transferred.    (4)  Cash  book  folio. 

(5)  Amounts  paid  on  debentures  acquired  or  debentures  transferred. 

(6)  Debenture  register  folio  of  debentures  acquired  or  debentures 
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transferred.  (7)  Distinctive  numbers  inclusive  of  debentures  acquired 
or  debentures  transferred.  (8)  Certificate  number  of  debentures  acquired 
or  debentures  transferred.    (9)  Remarks. 

In  the  same  manner  the  Share  Transfer  Register  may  be  adopted 
with  sUght  modifications  for  the  Debenture  Transfer  Register,  with 
the  result  that  the  headings  would  be  as  follows  : — (i)  Serial  number  of 
transfer.  (2)  Date  of  transfer.  (3)  Transferor's  name  and  address. 
(4)  Old  debenture  certificate  number.  (5)  Transferor's  folio  in  Debenture 
Register.  (6)  Amount  of  debentures  transferred.  (7)  Transferee's 
folio  in  Register.  (8)  Date  of  entry  in  Debenture  Register.  (9) 
Transferee's  name,  address,  and  description.  (10)  Distinctive  numbers 
of  Debenture  Certificates  transferred.  (11)  New  certificate  number. 
(12)  Remarks. 

In  the  foregoing  forms  the  descriptive  matter  in  italics  would  be 
entered  in  red  ink. 

In  the  case  of  the  death  of  a  debenture  holder  the  probate  produced 
must  be  entered  on  a  form  provided  for  the  purpose  and  signed  by 
the  executors,  such  document  being  kept  amongst  the  transfer  deeds. 

When  debentures  are  issued  it  is  usual  to  call  up  the  whole  amount 
within  a  short  period,  and  in  any  case  the  directors  should  not  permit 
a  transfer  of  any  debentures  until  they  have  been  fully  paid  up. 

The  following  is  a  form  of  Debenture  Scrip  Certificate  : — 

No.  65.  "  MERRIE  ENGLAND,"  LTD. 

Debenture  Scrip  Certificate  for  ;^i,5oo. 

Offices  : — 

333  Austin  Friars,  London,  E.C. 

Issue  of  ;^5oo,ooo  io  per  cent.  Redeemable  Debenture  Stock. 

THIS  IS  TO  CERTIFY  that  of 
is  the  registered  proprietor  of  ^1,500  of  the  above  debenture  stock, 
carrying  interest  at  the  rate  of  10  per  cent,  per  annum,  payable 
quarterly  on  the  31st  March,  30th  June,  30th  September,  and  31st 
December  in  each  year,  issued  subject  to  the  provisions  of  a  trust  deed 
dated  the  ist  January  1920,  made  between  the  company  and  the 
Right  Honourable  David  Lloyd  George,  of  Downing  Street,  Whitehall, 
London,  S.W. 

Given  under  the  Common  Seal  of  the 

Company  this  ist  day  of  April  1920. 

Seal  of  "  Merrie 
England,"  Ltd. 

A.  B.,  Director. 

G.  H.,  Secretary. 

Note. — The  company  will  not  transfer  any  of  the  above  debenture 
stock  without  the  production  of  a  certificate  relating  to  such  stock, 
which  certificate  must  be  surrendered  before  any  transfer,  whether  for 
the  whole  or  a  part  thereof,  can  be  registered  or  a  new  certificate  issued 
in  exchange.' 
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These  Debenture  Scrip  Certificates  should  be  contained  in  book& 
with  a  counterfoil  and  form  of  receipt  similar  to  that  provided  for  the 
issue  of  the  company's  shares,  as  previously  explained. 

In  addition  to  the  foregoing  Debenture  Register,  every  limited 
company  under  Section  loo  of  the  1908  Act  shall  keep  a  Register  of 
INIortgages  and  enter  therein  all  mortgages  and  charges  specifically 
affecting  the  property  of  the  company,  giving  in  each  case  a  short  descrip- 
tion of  the  property  mortgaged  or  charged,  the  amount  of  the  mortgage 
or  charge,  and — except  in  the  case  of  securities  to  bearer — the  names 
of  the  mortgagees  or  persons  entitled  thereto.  There  is  a  fine  of  £50 
incurred  by  any  director  or  officer  of  the  company  wilfully  permitting 
the  omission  of  any  entry  required  to  be  made  under  this  section. 

Debenhtre  Interest.  As  at  the  beginning  of  this  article,  the  question 
of  dividends  on  shares  has  been  dealt  with,  the  same  forms,  with  very 
little  alteration,  may  be  made  applicable  for  dealing  with  the  prepara- 
tion of  the  debenture  interest  list  and  the  payment  of  the  same  by 
w^arrant  on  the  company's  bankers  with  the  relative  income-tax 
certificate  attached. 

On  the  general  subject  of  Debenture  Bonds,  especially  in  the  case 
of  ^Mortgage  Debentures,  the  secretary  should  in  no  wise  endeavour 
to  adopt  the  form  of,  or  settle  the  wording  of,  any  such  document  with- 
out the  careful  supervision  of  the  company's  legal  advisers. 


Books  of  the  Month. 

DEPRECIATIOX  RESERVES  AXD  RESERVE  FUNDS.  By  Lawrence 
R.  DiCKSEE,  M.Com.,  F.C.A.  8^x5^,  xii+80  pp.  6s.  n.  Vol.  XXVI  of 
"  The  Accountants'  Library  Series."  [The  fourth  edition  of  this  useful  work 
has  been  carefully  revised  and  brought  up  to  date.] 

INXOME-TAX  Ur-TO-DATE.  Rules  and  Regulations  for  the  current 
income-tax  year  1920-21.  By  H.  J.  Glllv,  F.C.A.  8g  x  5^,  20  pp.  (Paper 
cover),  gd.  [Includes  an  explanation  of  the  Excess  Profits  Duty,  as 
revised,  and  the  new  QDrporation  Profits  Tax.] 

TOLLEV'S  COMPLETE  INCOME  TAX  CHART.  5th  Edition,  1920-21. 
With  enlarged  supplement  containing  full  synopses  of  Excess  Profits  Duty 
and  Corporation  Profits  Tax  Statutes.  Compiled  by  C.  H.  Tolley, 
A.C.I.S.  2s.  6d.  n.  Post  free  2s.  8d.  (or  separately,  chart  2s.,  post  free 
2S.  2d.  ;  supplement  is,  3d.,  post  free  is.  4d.).  [The  fifth  edition  of  this 
useful  chart  incorporates  the  new  Finance  Act,  and  has  been  thoroughly 
revised  to  date.  The  supplement  gives  a  very  full  synopsis  of  both  the 
Excess  Profits  Duty  and  the  Corporation  Profits  Tax,  and  exact  refer- 
ences to  the  Acts  are  given  throughout.] 
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Operations  affected  by  prevailing  Rates  of  Interest. 

By  J.  H.  McCall,  F.S.A.A. 

In  his  previous  articles  Mr.  McCall  has  shown  that  the 
Bank  Rate  sets  the  standard  of  the  price  at  which  money  can 
be  borrowed ;  he  now  goes  on  to  consider  briefly  some  of  the 
groups  of  borrowers  who  are  seriously  affected  thereby. 

(i)  The  Stock  Exchange. — Before  the  war  the  Bank  Rate  had  a  direct 
relationship  to  Contango,  i.e.  the  interest  payable  by  a  buyer  for 
a  fortnight's  postponement  of  payment.  Owing  to  the  war,  however, 
certain  restrictions  were  placed  upon  the  operations  of  the  market 
in  order  to  eliminate  speculation.  It  was  provided  by  the  Government 
that  all  dealings  should  be  for  cash.  This  restriction  is  still  supposed 
to  be  in  operation,  but  in  view  of  the  possibility  of  its  removal  a  short 
explanation  may  be  advisable. 

The  Stock  Exchange  is  an  association  of  men  who  negotiate  for 
other  parties  the  buying  and  selling  of  stocks  and  shares  according 
to  the  rules  of  the  House.  There  are  two  classes  of  members  :  Brokers 
who  negotiate  for  the  public,  charging  them  commission,  and  Jobbers 
or  Dealers,  who  buy  and  sell  at  the  market  prices,  acting  as  intermediary 
between  the  broker  who  buys  and  the  broker  who  sells. 

Assuming  that  a  private  person  wished  to  buy  i,ooo  shares,  he 
would  go  to  a  broker  and  place  the  order  with  him.  This  broker 
would  make  his  bargain  with  the  jobber.  Then  a  contract  is  prepared 
and  sent  to  the  buyer  of  the  shares,  stating  the  number  of  shares 
bought,  the  price  to  be  paid,  the  commission  charged  by  the  broker, 
and  the  date  w^hen  the  bargain  has  to  be  settled. 

Certain  days  are  fixed  by  the  Committee  of  the  Stock  Exchange 
for  settlement.  The  settlement  in  the  ordinary  way  would  occupy 
three  days  :  the  Carrying-over  day,  when  it  has  to  be  decided  if  the 
bargain  is  to  be  completed  or  postponed  ;  the  Ticket  or  Name  day, 
which  is  devoted  to  finding  out  who  is  going  ultimately  to  take  up 
or  deliver  the  securities  dealt  in  ;  and  the  Pay  day,  when  all  differences 
are  paid  by  crossed  cheques.  As  before  mentioned,  the  buyer  would 
enclose  with  his  order  a  cheque  for  the  payment  of  the  shares,  conse- 
quently there  would  be  no  carrying-over  day,  but  before  the  war 
carrying-over  played  a  very  important  part  in  the  operations  of  the 
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Stock  Exchange.  The  speculator  might  buy  in  the  hope  that  the  value 
of  the  securities  would  rise,  in  which  case  he  would  sell  and  never  take 
actual  delivery  of  the  goods.  If  the  price  did  not  rise  before  the  carry- 
ing over  or  contango  day,  he  could  postpone  the  payment  for  the  securi- 
ties, but  interest  would  be  charged  him  for  the  postponement,  and  this 
is  called  Contango.  A  member  of  the  House,  to  carry  on  his  business, 
usually  borrows  from  the  bank  at  the  day  to  day  rate.  Consequently, 
the  rates  charged  by  the  banker  have  an  immediate  effect  upon  the 
contango  rate,  which,  perhaps,  in  the  old  days  was  the  most  important 
of  all. 

Apart  from  the  ordinary  business  of  buying  and  selling  for  the 
public,  certain  Stock  Exchange  firms  are  concerned  with  the  flotation 
of  stocks,  and  may  in  this  connection  underwrite  for  a  commission. 
This  business  is  conducted  in  conjunction  with  the  banks  and  is 
influenced  very  largely  by  the  amount  of  money  available  which  the 
banks  can  advance  to  the  underwriters. 

(2)  Industrial  Borrowers. — The  importance  of  the  effect  of  the 
Bank  Rate  upon  persons  who  carry  on  their  businesses  largely  by  the 
aid  they  receive  from  the  banks  has  been  prominently  discussed  of 
late  in  the  papers.  There  is  one  section  who  strongly  advocate  dear 
money  and  who  would  raise  the  Bank  Rate  to  its  highest  possible 
point.  It  is  hoped  by  this  means  that  traders  who  are  carrying  large 
stocks  will,  in  view  of  the  heavy  rate  of  interest  payable  to  the  Bank 
for  borrowed  money,  release  those  stocks,  and  so,  by  bringing  goods 
on  to  the  market,  compel  prices  for  commodities  to  fall.  Whether 
this  theory  is  correct  or  not  is  immaterial  from  our  standpoint,  but  it 
is  sufficient  to  show  that  the  Bank  Rate  has  an  enormous  influence 
upon  the  industrial  trade  of  the  country. 

Not  only  are  industrial  concerns  compelled  to  borrow  money  to 
carry  on  their  businesses,  but  they  must  from  time  to  time  come  upon 
the  market  to  raise  the  necessary  capital  for  new  businesses  or  exten- 
sions of  old  businesses.  A  glance  at  the  daily  papers  will  show  that 
the  high  interest  offered  on  debentures  and  preference  shares  has 
been  affected  by  the  high  Bank  Rate,  and  in  addition  a  considerable 
amount  of  ingenuity  is  manifested  in  the  prospectuses  in  order  to 
show  to  the  investing  public  what  large  prospective  dividends  may 
be  anticipated. 

(3)  Municipal  Stocks. — Owing  to  the  exceptional  duties  thrown 
upon  the  local  authorities  in  connection  with  the  housing  and  other 
reconstructive  expenditure,  perhaps  this  particular  class  of  borrowers 
may  be  worthy  of  being  grouped  by  themselves. 
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Local  authorities  borrow  for  their  requirements  in  two  or  three 
ways  :  by  mortgage  loans  obtained  from  banking  houses,  assurance 
companies,  and  the  like  ;  by  short  term  loans  obtained  in  small 
amounts  from  the  public  ;  or  by  the  issue  of  stock  upon  the  market. 
Before  the  war  per  cent,  was  considered  to  be  a  good  inducement 
as  interest  upon  corporation  stock,  and  4  per  cent,  for  a  mortgage. 
To-day  the  ^deld  of  the  corporation  stock  is  about  6^  per  cent.,  and 
small  authorities  are  offering  as  much  as  7  per  cent,  for  money  on 
mortgage.  This  high  rate  of  interest  is  due  to  the  competitive  efforts 
of  the  Government,  and  the  disinclination  of  the  banking  houses  and 
assurance  companies  to  advance  money  at  all  to  local  authorities  ; 
and  from  a  municipal  standpoint  a  high  Bank  Rate  is  bad,  affecting, 
as  it  does,  the  charges  falling  upon  the  local  rates. 

The  issue  of  Treasury  Bills  giving  a  yield  of  6^  per  cent,  has  the 
effect  of  scooping  up  all  the  available  money  there  is  in  the  market. 
Consequently,  we  see  again  not  only  are  the  Government  requirements 
antagonistic  to  the  industrial  interests  of  the  nation,  but  antagonistic 
also  to  the  local  authorities,  who,  in  the  matter  of  raising  capital  for 
housing  expenditure,  are  merely  acting  as  agents  for  the  Government. 

(4)  The  Investing  Public. — As  the  result  of  the  higher  rates  offered, 
the  multitude  of  small  investors  have  seen  the  value  of  their  holdings 
in  marketable  securities  rapidly  depreciate.  The  majority  do  not 
read  the  money  article  in  the  daily  paper  and  have  an  objection  to 
dealing.  The  result  is  that  if  they  have  no  new  money  to  invest  they 
cannot  equalise  the  yield  of  their  holdings,  and  when  the  time  for 
selling  arrives  they  feel  that  somehow  in  some  indefinite  way  they  have 
been  done.  Mention  is  made  of  this  with  the  object  of  pointing  out 
that  an  increasing  rate  of  interest  has  the  effect  of  depreciating  the 
market  value  of  the  older  securities  which  are  at  a  lower  rate  of 
interest. 

(5)  Bill  Brokers. — By  far  the  most  important  effect  of  the  Bank 
Rate  is  upon  those  banking  and  other  houses  who  issue  and  discount 
bills,  whose  business  is  to  meet  the  requirements  of  international 
trade,  and  whose  operations  are  specifically  affected  by  the  foreign 
exchanges.  The  money  required  for  this  business  is  borrowed  from 
the  banks,  and  at  times,  when  the  sums  available  are  not  sufficient, 
from  the  Bank  of  England  itself. 

It  should  be  remembered  that  a  great  portion  of  our  imports  are 
paid  for  by  the  method  of  accepting  bills  to  which  are  attached  the 
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Bills  of  Lading.  For  instance,  take  a  shipment  of  meat  from  Australia. 
The  shipper  in  that  country  will  accept  a  bill  for  the  value  of  the 
cargo  and  receive  from  the  banking  agent,  say,  80  per  cent,  of  its 
value  on  handing  over  the  documents  of  title.  The  goods,  on  arrival 
at  London,  will  be  released  when  the  bill  is  met  by  the  consignees. 
Payments  for  goods  are  sometimes  made  by  cable  transfer,  a  method 
Avhich  has  the  advantage  of  avoiding  the  uncertainties  of  a  fluctuating 
discount  rate  and  of  saving  the  cost  of  bill  stamps. 

Where  goods  are  paid  for  by  the  method  of  buying  bills  payable 
in  any  particular  country,  the  question  of  discounting  -arises.  The 
two  factors  which  afEect  the  buyer  of  a  bill  are  the  rate  of  exchange 
between  the  currency  of  two  countries  (for  instance,  how  many  dollars 
can  be  bought  for  £1),  and  the  rate  of  interest  prevailing  which  decides 
the  present  value  of  a  bill  due  at  some  future  date. 

Bills  are  usually  discounted  through  a  bill  broker,  whose  business 
is  to  buy  from  merchants  and  to  re-sell  to  bankers.  The  broker 
carries  on  his  business  with  the  aid  of  the  floating  money  borrowed 
from  the  banks  at  a  rate  of  interest  which  fluctuates  according  to  the 
amounts  available.  This  borrowed  money  is  liable  to  be  called  in  at 
short  notice,  and  in  that  event  the  broker  may  be  compelled  to  seek 
assistance  at  the  Bank  of  England.  It  is  this  particular  fact  which 
enables  the  Bank  to  fix  a  rate  which  really  affects  other  rates  obtaining 
in  the  market.  The  financing  of  bill  brokers  is  a  means  of  employing 
money  which  would  otherwise  remain  idle  in  the  banks,  and  it  is  in 
this  connection  that  loanable  money  is  spoken  of  as  being  obtainable 
or  otherwise. 

We  have  endeavoured  to  show  how  the  Bank  Rate  affects  all  other 
rates  in  the  market,  and  how  the  various  groups  of  borrowers  are  affected ; 
how  the  fixing  of  the  Bank  Rate  is  in  the  discretion  of  the  Governors 
of  the  Bank  of  England  ;  and  how  far  the  requirements  of  the  Govern- 
ment— which  the  Bank,  as  its  agent,  is  asked  to  meet — have  been  a 
deciding  factor  in  relation  to  the  raising  of  the  Rate.  These  are  the 
chief  facts  upon  which  it  is  stated  that  the  Government  financial 
requirements  dominate  the  market.  It  must  not  be  thought,  however, 
that  there  are  not  other  influences  which  may  at  times  affect  the 
operations  on  the  market,  and  in  this  connection  it  will  be  well  to 
examine  the  relationship  of  the  other  banks  thereto. 
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By  Andrew  Binnie,  F.C.A.,  C.A. 

Air.  Binnie  continues  this  month  his  enumeration  of 
the  duties  of  an  Auditor  as  regards  the  Checking  and 
Verification  of  various  items. 

Bank  Charges. 

The  comparison  and  agreement  of  the  Cash  Book  and  Bank  Book 
ensures  that  all  bank  charges  appearing  in  the  Pass  Book  are  duly 
entered  up  and  taken  into  account.  Where  accounts  are  made  up 
at  irregular  or  intermediate  dates,  see  that  a  reserve  is  made  for  such 
charges  as  may  be  outstanding. 

Telephone,  Lighting,  Heating,  Stationery  and  Printing, 
Cables  and  Telegrams,  Postages,  &c. 

These  expenses  having  been  duly  vouched  and  checked  with  the  books, 
it  is  only  necessary  to  see  by  a  reference  to  the  invoice  files  that  all 
outstanding  amounts  have  been  brought  in.  As  to  the  telephone, 
also  lighting  and  heating,  where  supplied  from  outside  sources,  a 
reference  to  the  demand  notes  or  receipts  will  enable  any  necessary 
apportionments  or  reserves  for  outstanding  amounts  to  be  made 
or  checked. 

Repairs  and  Renewals. 

As  already  mentioned,  where  the  rates  of  depreciation  written  off 
justify  it,  repairs  and  renewals  are  sometimes  charged  to  Capital, 
but  where,  this  has  been  done  the  auditor  should  satisfy  himself  that 
the  circumstances  justify  it. 

Salaries. 

The  salaries  having  been  duly  vouched,  see  that  proper  apportion- 
ments have  been  made  where  necessary,  as  well  as  due  provision  for 
amounts  accrued  or  accrued  due.  Where  any  of  the  salaries  are 
paid  under  agreements,  see  that  the  payments  are  in  accordance  with 
the  agreements  as  signed  and  sealed  by  the  proper  parties.  A  sub- 
division of  salaries  under  Management,  Accountancy,  Office,  and 
Production  is  usual,  and  is  useful  for  the  purpose  of  comparison  from 
year  to  year. 

Commissions. 

A  schedule  should  be  made  of  those  persons  who  are  entitled  to 
commission,  and  of  the  rate  and  conditions,  for  which  purpose  all 
commission  agreements  or  minutes  relating  to  commissions  should 
be  examined.  The  agreements  may  stipulate  that  the  commission 
is  to  be  calculated  on  net  sales  or  on  net  cash  received  in  respect  of 
sales  (thus  excluding  bad  debts),  or  on  profits,  or  on  profits  distributed 
by  way  of  dividend.    Owing  to  the  obscure  wording  of  many  commission 


267 


The  Accountants*  Journal, 


agreements  the  manner  of  computing  profits  for  the  purpose  of 
arriving  at  commission  is  frequently  rather  a  contentious  matter.  If 
the  commission  is  to  be  calculated  on  profits  distributed,  a  claim  may 
arise  in  respect  of  reserved  profits  distributed  in  the  shape  of  bonus 
shares,  even  though  (but  subject  to  an  appeal  to  the  House  of  Lords) 
these  distributions  have,  for  income-tax  purposes,  been  held  to  be  a 
division  of  capital.  It  is  frequently  left  to  the  auditor  to  determine 
the  profits  upon  which  the  commission  is  to  be  calculated.  In  the 
absence  of  any  agreement  to  the  contrary,  the  commission  should 
be  calculated  on  the  profits  before  charging  income-tax,  but  as  a 
rule  after  charging  excess  profits  duty.  As  the  commission  is  charge- 
able to  profits  before  computing  excess  profits  duty,  the  calculations 
must  be  made  accordingly^  As  regards  companies,  it  is  usually  claimed 
that  the  writing  off  of  prehminary  expenses  and  of  any  other  capital 
items  should  be  added  back  to  profits  before  calculating  the  commis 
sion.  If,  however,  the  commission  be  a  percentage  on  dividends 
distributed  (excluding  dividends  in  the  shape  of  bonus  shares),  all 
contentious  questions  are  avoided. 

Discounts . 

See  that  the  usual  Trade  Discounts  on  the  outstanding  balances  of 
debtors  and  creditors  are  duly  brought  into  account.  Cash  Discounts 
may  be  ignored  until  the  debts  are  received  or  paid,  as  the  case  may 
be.  Careful  inquiries  should  be  made  as  to  any  exceptional  discounts 
allowed. 

Royalties. 

All  Royalty  Agreements  should  be  examined  and  care  taken  that 
all  royalties  payable  have  been  brought  into  account  and  all  royalties 
receivable  either  received  or  accounted  for  and  the  figures  duly  checked 
and  agreed  by  a  responsible  person.  In  the  case  of  Mining  Royalties 
Income  Tax  should  be  deducted  when  payment  is  made. 

Bad  Debts. 

See  that  the  reserves  for  bad  debts  are  sufficient.  [See  also  June 
issue,  page  84.) 

Depreciation. 

Plant,  Machinery,  Engines,  Furniture,  and  Fittings.  {See  page 
158,  July  issue.) 

Loose  Tools,  Drawings,  Patterns,  &c.    {See  page  159,  July  issue.) 

Stock.    {See  page  160,  July  issue.) 

Stocks  and  Shares.    {See  page  213,  August  issue.) 

Leases.    {See  page  213,  August  issue.) 

Subscriptions  to  Trade  Societies  and  Charities. 

These  two  classes  of  subscriptions  should  be  kept  distinct.  In 
the  case  of  companies  see  that  the  subscriptions  are  duly  authorised 
by  the  board,  and  as  regards  charities,  failing  power  in  the  memo- 
randum of  association  to  make  such  contributions,  and  authority  in 
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the  articles  to  the  directors  to  exercise  the  power,  these  contributions, 
strictly  speaking,  should  be  authorised  or  confirmed  by  the  share-^ 
holders  at  the  general  meeting. 

Law  Costs  and  Accountants'  Charges. 

See  that  the  respective  bills  of  costs  or  charges  have  been  passed 
by  the  board  for  payment.  If  any  part  of  the  costs  or  charges  be 
allocated  to  Capital,  see  that  the  allocation  is  justified  by  the  facts. 
See  also  that  all  costs  and  charges  incurred  are  in  connection  with 
matters  within  the  powers  of  the  company  and  properly  chargeable 
to  the  company,  or,  if  not,  that  the  outlays  are  authorised  or  confirmed 
by  the  shareholders. 

Excess  Profits  Duty,  Income  Tax,  and  Corporation  Tax. 

These  taxes  are  now  a  serious  factor  in  every  successful 
business  undertaking,  and  as  regards  Excess  Profits  Duty  may  even 
be  an  important  factor  in  a  business  which  has  paid  duty  but  ceased 
to  be  successful.  The  taxes  are  not  only  abnormally  heavy,  but  in 
many  cases  so  involved  and  so  uncertain  in  their  incidence  as  to  require 
expert  consideration  and  calculation.  A  knowledge  of  the  accounts 
of  an  undertaking  from  its  inception,  as  well  as  of  the  practice  and 
principles  in  matters  of  taxation,  has  become  essential.  It  is  desir- 
able that  the  auditor  have  a  complete  mastery  of  the  intricacies  of 
taxation  and  so  be  able  either  to  settle  the  liability  to  tax  himself 
or  satisfy  himself  that  it  has  been  computed  in  an  expert  way.  The 
auditor  should  see  that  due  provision  has  been  made  for  such  taxa- 
tion as  is  agreed  to  be  payable,  or  that  a  suitable  foot-note  is 
appended  to  the  accounts  where,  as  is  often  the  case,  it  has  proved 
impossible  to  arrive  at  the  liability  in  time  to  include  it  in  the  accounts. 

Income  from  Investments. 

(See  August  issue,  page  213.) 

Trading  and  Profit  and  Loss  Accounts. 

If  the  balances  have  been  scrutinised  and  tested  and  found  satis- 
factory, and  the  Balance  Sheet  therefore  raised  on  sound  principles, 
it  follows  that  the  Trading  and  Profit  and  Loss  Accounts  must 
also  be  sound,  since  they  are  subsidiary  to,  and,  in  fact,  only 
an  amplification  of  the  Profit  and  Loss  Account  balance  in 
the  Balance  Sheet.  The  facts  having  been  established,  the 
auditor  is  only  concerned  at  this  point  with  the  presentment  of 
the  figures  and  the  inferences  to  be  drawn  from  them.  Where  a 
business  includes  manufacture  as  well  as  selling,  the  cost  of  production 
is  either  set  out  in  a  separate  account,  from  which  the  cost  is  carried 
into  the  Trading  Account,  or  the  cost  of  production  may  be  shown 
as  a  distinct  heading  in  the  Trading  Account.  For  example,  a  brewery 
undertaking  would  raise  a  Brewing  Account  showing  the  cost  of  the 
beer,  a  Beer  Account  showing  the  gross  profit  on  sales,  and  a  Profit 
and  Loss  Account,  showing  the  net  profit,  including  Rents  Received 
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and  Paid.  The  various  items  in  the  Production,  Trading,  and  Profit 
and  Loss  Accounts  should  be  classilied,  grouped  together,  and  arranged 
in  a  methodical  way,  and  the  same  arrangement  followed  from  year 
to  year  so  as  to  facilitate  comparison.  In  a  normal  case  the  Trading 
Account  usually  includes  stock  at  the  beginning  of  the  period.  Pur- 
chases less  Discount,  and  \\'ages  (other  than  manufacturing  wages 
chargeable  to  Production)  on  the  debit  side,  and  Sales  less  Discount 
and  Stock  at  the  end  of  the  period  on  the  credit  side  (it  may  be  with 
various  departmental  subdivisions),  the  difference  being  the  gross 
profit  or  net  loss  on  Manufacture  or  Trading,  as  the  case  may  be.  It 
is  advisable  to  work  out  the  percentage  of  each  item  of  cost  to  output, 
also  the  percentage  of  gross  profit  on  Sales ;  to  compare  the  percentages 
from  year  to  3^ear,  and  inquire  as  to  any  considerable  divergence  one 
year  from  another.  The  ratio  of  wages  to  output  may  also  be  worked 
out  and  compared  as  a  matter  of  interest.  The  Profit  and  Loss  Account 
may  be  advantageously  subdivided  into  sections  showing  the  profits 
from  point  to  point.  The  percentage  of  various  expenses  and  of  net 
profits  to  sales  should  be  worked  out  and  compared  from  year  to 
year,  and  in  the  case  of  any  striking  variation  inquiries  should  be 
made.  ^lany  auditors  prepare  and  keep  before  them  a  comparative 
summary  in  columnar  form  of  the  figures  for  five  years,  including  the 
figures  of  the  year  under  audit. 

Patents. 

Patents  have  a  limited  life,  which  may,  however,  under  certain 
circumstances  be  extended  by  order  of  the  Court. 

The  outlay  on  patents  is  not  therefore  an  asset  of  a  permanent 
character,  and  although  the  wastage  may  be  a  loss  of  a  capital  nature, 
as  a  matter  of  sound  finance  it  is  usually  better  to  provide  for 
depreciation. 

Share  Capital. 

At  the  first  audit  the  issue  of  the  capital  should  be  checked  by  refer- 
ence to  the  Application  and  Allotment  Sheets  initialled  or  signed  for 
identification  by  the  chairman  of  the  Board  of  Directors,  and  the  minute 
of  the  board  authorising  the  allotment  should  be  seen.  If  thought 
necessary,  the  Application  and  Allotment  Sheets  may  be  compared 
with  the  Application  Letters  and  counterfoils  of  the  Allotment  Letters, 
or  wdth  the  Allotment  Letters  themselves  if  they  have  been  surrendered 
in  exchange  for  Share  Certificates.  The  moneys  received  in  respect 
of  the  shares  should  be  traced  to  the  company's  Banking  Account,  and 
if  there  be  calls  in  arrear  the  amount  should  appear  as  a  deduction 
from  the  Share  Capital  on  the  face  of  the  Balance  Sheet.  A  list  of 
the  arrears  as  per  the  Share  Ledgers  should  be  made  and  the  list  agreed 
with  the  Ledger  balance  "  Calls  in  Arrear."  The  attention  of  the 
directors  should  be  drawn  to  the  arrears,  and  correspondence  with 
the  shareholders  who  are  in  arrear  inspected.  As  regards  calls  on 
shares,  see  the  minute  making  the  call,  agree  the  amount  received 
with  the  amount  due  on  the  shares  as  per  the  Share  Register,  trace 
the  moneys  received  to  the  bank,  and  report  as  to  arrears  as  before. 
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A  separate  Banking  Account  should  be  opened  in  respect  of  Applica- 
tion and  Allotment  and  for  each  call.  Any  subsequent  issues  of 
shares  should  be  checked  in  the  same  way.  See  that  the  total  number 
of  shares  on  the  register  agrees  with  the  Share  Capital  Account,  and 
that  the  total  capital  issued  does  not  exceed  the  authorised  capital 
as  originally  fixed  by  the  memorandum  of  association  or  subsequently 
increased.  Each  class  of  shares  should  have  a  separate  account  in 
the  Ledger,  and  the  balances  be  agreed  with  the  aggregate  of  the 
balances  appearing  in  the  respective  Share  Registers.  The  auditor 
should  see  what  conditions  or  rights  attach  to  the  various  classes  of 
shares,  and  that  these  conditions  or  rights  have  been  duly  complied 
with.  The  transfer  of  shares  may  be  compared  with  the  Transfer 
Register,  the  register  called  to  the  Share  Register,  the  counterfoils 
of  certificates  issued  examined,  and  the  ordinary  and  cancelled 
certificates  produced.  This,  however,  is  not  a  question  of  account 
and  is  rapidly  becoming  a  matter  of  special  arrangement,  the  checking 
being  done  by  the  auditors  prior  to  each  board  meeting.  In  the 
case  of  forfeited  shares,  see  that  the  provisions  of  the  articles  as  to 
forfeiture  have  been  complied  with.  Until  re-issued,  the  share  capital 
should  be  reduced  accordingly,  the  amount  paid  up  on  the  forfeited 
shares  appearing  as  a  separate  item  in  the  Balance  Sheet. 


Monthly  Calendar. 

September  i6th,  Thursday. — School  of  Accountancy,  id  Essex  Street, 
Strand.  Lecture  :  "  Efficient  Administration,  a  Prime  Essential 
to  Britain's  Economic  Recovery,"  by  Professor  L.  R.  Dicksee, 
M.Com.,  F.C.A.,  7  p.m. 

September  2Qth,  Wednesday. — London  Chartered  Accountants 
Students'  Society. — Discussion  on  Questions  set  at  the  May 
Examinations.  Final  :  Opener,  Mr.  A.  R.  Sweet ;  Intermediate  : 
Opener,  Mr.  J.  W.  Park,  6  p.m.,  at  the  Institute  of  Chartered 
Accountants. 


271 


The  Fundamentals  of  Accountancy.— V. 


By  Lawrence  R.  Dicksee,  M.Com.,  F.C.A. 

(Sir  Ernest  Cassel  Professor  of  Accountancy  and  Business  Methods  in 
the  University  of  London). 

Receipts  and  Payments  are  divided  into  two  broad  classes, 
Capital  and  Revenue,  and  these,  with  the  transactions  falling 
under  each  heading,  form  the  subject  of  the  following  article. 

XVIII. — Capital  and  Revenue. 

Sooner  or  later  all  business  transactions  materialise  into  receipts 
or  payments  of  money.  In  course  of  time,  therefore,  the  genuineness 
of  every  supposed  transaction  can  be  tested  by  this  means.  But  this 
does  not  at  all  mean  that  every  receipt  is  a  profit  and  every  payment 
a  working  expense  or  loss.  Both  receipts  and  payments  fall  into  two 
broad  classes,  (a)  Capital,  {h)  Revenue.  The  term  "  Capital  "  is  here 
used  in  an  entirely  different  sense  from  that  in  which  it  is  used  in 
connection  with  the  Capital  Account  (or  Accounts)  of  a  business. 
Capital  Accounts  are  accounts  kept  by  a  business  recording  its  liability 
to  account  to  proprietors  for  capital  placed  by  them  in  the  business. 
The  actual  capital  of  the  business  is  that  which  it  has  received  from  its 
proprietors — or,  in  the  case  of  borrowed  capital,  from  its  cash  creditors. 
In  the  nature  of  things  the  precise  form  of  this  capital  is  liable  to 
constant  variations,  and  the  various  accounts  kept  by  the  business 
with  its  agents  will  show  the  amount  of  capital  for  the  time  being  sunk 
in  different  kinds  of  possessions. 

Speaking  generall}^  before  any  new  business  undertaking  can  be 
started  with  a  reasonable  prospect  of  success,  suitable  equipment — 
premises,  furniture,  plant  and  machinery,  &c. — has  to  be  acquired. 
The  acquisition  of  such  equipment  sooner  or  later  involves  expenditure 
of  money  to  pay  for  it.  This  expenditure  does  not  represent  a  loss, 
but  merely  a  re-arrangement  of  the  assets  of  the  undertaking  in  a 
more  desirable  form.  The  amount  of  equipment  that  can  be  acquired 
by  any  given  undertaking  depends  in  the  main  upon  the  amount  of 
capital  at  its  disposal  ;  but  if  the  undertaking  is  to  be  given  a  reason- 
able chance  of  success,  the  expenditure  upon  equipment  (or  Capital 
Expenditure  as  it  is  sometimes  called)  must  be  less  than  the  Capital 
Receipts  of  the  undertaking.  There  must  remain  a  margin  of  unex- 
pended capital  (usunlly  called  Working  Capital)  to  finance  the  business, 
for  although  in  the  long  run  the  earnings  of  a  business  should  be 
sufficient  to  cover  its  working  expenses,  almost  invariably  the  payments 
have  to  precede  the  receipts  ;  that  is  to  say,  goods  have  to  be  purchased 
and  to  be  paid  for  before  they  can  be  sold  and  the  proceeds  collected, 
and  where  labour  is  employed,  labour  has  to  be  paid  before  the  fruits 
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of  that  labour  can  be  turned  into  money.  A  margin  of  Working 
Capital  is  accordingly  required,  and  although  this  maybe  supplemented 
by  the  ability  of  the  undertaking  to  purchase  goods  upon  credit,  a 
reasonable  amount  of  Working  Capital  is  necessary  to  obtain  the 
credit  itself. 

Capital  has  been  described  as  the  fund  adventured  in  a  business 
at  its  inception  ;  Revenue  (or  earnings)  as  the  flow  from  that  fund. 
Accordingly,  the  essential  difference  between  Capital  Receipts  and 
Revenue  Receipts  is  that  the  former  occur  once  and  once  for  all,  whereas 
the  latter  in  the  nature  of  things  are  continually  recurring.  In  practice, 
however,  this  general  statement  requires  some  modification,  in  that 
a  successful  business  is  almost  invariably  a  growing  business,  and, 
accordingly,  one  which  from  time  to  time  has  occasion  to  raise  the 
further  capital  necessary  to  enable  it  to  enlarge  its  equipment  in 
order  to  cope  with  its  expanding  operations. 

XIX.  — Capital  Receipts  and  Expenditure. 

Under  this  broad  heading  may  be  grouped  all  those  transactions 
connected  with  the  equipment  of  an  undertaking.  All  expenditure 
necessary  up  to  the  time  that  a  new  undertaking  is  in  a  position  to 
commence  operations  is  Capital  Expenditure  ;  and,  as  already  stated, 
if  the  undertaking  is  to  be  given  a  reasonable  chance  of  success,  the 
Capital  Receipts  must  exceed  Capital  Expenditure  by  a  sum  sufficient 
to  leave  a  reasonable  margin  of  Working  Capital.  When  once  a  new 
undertaking  has  commenced  operations,  only  such  further  expenditure 
should  be  deemed  to  be  Capital  Expenditure  as  may  reasonably  be 
expected  to  lead  directly  to  an  increased  production  of  Revenue  or 
to  increased  economy  in  the  production  of  Revenue.  Expenditure 
which  has  neither  of  these  effects  is  not  Capital  Expenditure.  In  the 
accounts  of  the  undertaking.  Capital  Expenditure  will  be  debited  to 
suitable  accounts  indicating  the  nature  of  such  expenditure,  or  of  the 
equipment  acquired  as  a  result  of  expenditure,  and  the  debit  balances 
on  these  accounts  will  (subject  to  what  is  said  hereafter  in  Section  VII) 
appear  in  the  Balance  Sheet  as  assets  of  the  undertaking. 

By  reason  of  the  fact  that,  in  the  nature  of  things,  they  are  liable 
to  recur  in  successive  Balance  Sheets  year  after  year,  the  assets  acquired 
as  a  result  of  Capital  Expenditure  are  often  spoken  of  as  Fixed  Assets, 
inasmuch  as  the  intention  is  to  retain  these  assets  in  their  existing 
form,  and  to  continue  to  use  them  as  profit-earners,  and  not  to  realise 
them  as  soon  as  may  be  in  the  ordinary  course  of  business. 

XX.  — Revenue  Receipts  and  Expenditure. 

The  Revenue  Receipts  of  an  undertaking  are  its  earnings,  th 
Revenue  Expenses  are  those  necessarily  incurred  in  connection  with 
the  obtaining  of  the  Revenue  Receipts.    In  the  nature  of  things,  both 
are  liable  to  recur  as  long  as  the  business  continues. 
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In  a  cash  business,  Earnings  would  be  immediately  represented 
by  receipts  of  money,  and  Revenue  (or  Working)  Expenses  by  payments 
of  money.  In  practice,  however,  the  actual  transaction  involving  a 
profit  or  a  loss  generally  precedes  the  actual  movement  of  money. 
Commonly,  the  cycle  of  operations  is  upon  some  such  lines  as  the 
following  : — 

(a)  Goods  are  purchased,  which  ultimately  (but  not  necessarily 
immediately)  involves  the  payment  of  money.  As  a  result, 
goods,  i.e.  stock  or  materials,  are  received.  These  being  goods 
in  which  the  undertaking  actually  operates,  they  are  not 
regarded  as  fixed  assets,  but  as  floating  assets — i.e.  assets  which 
in  the  ordinary  course  of  business  are  continually  changing 
their  form  and  tending  ultimately  to  crystallise  into  receipts 
of  money. 

(fe)J^Labour  is  commonly  (not  always)  put  into  the  goods  pur- 
chased, with  a  view  to  changing  their  form  before  they  are 
subsequently  sold.  This  involves  the  payment  of  money  almost 
immediately,  and  the  immediate  result  is  (or  should  be)  that 
the  value  of  the  goods  is  increased  by  the  value  of  the  labour 
expended  upon  them. 

{c)  The  goods  are  sold,  which  involves  merely  an  exchange  of 
one  asset  for  another.  The  agent  responsible  for  the  custody 
of  the  goods  issues  them  to  the  customer.  Accordingly,  it 
becomes  necessary  to  credit  the  custodian  and  to  debit  the 
customer  with  the  selling  price  of  the  goods.  It  is  at  this 
stage  that  the  profit  on  the  sale  takes  place  and  is  brought 
to  account. 

{d)  The  amount  due  by  the  customer  is  collected.  This  again 
merely  involves  a  re-arrangement  of  assets.  The  customer 
is  credited  with  the  value  of  the  money  that  he  pays,  and  the 
Cash  Account  is  debited.  It  is  not  until  this  stage  has  been 
reached  that  the  cycle  of  operations  is  completed. 

In  connection  with  the  carrying  on  of  every  business,  a  number  of 
expenses  (sometimes  called  "  establishment  "  or  "  standing  "  expenses, 
sometimes  "  overhead  "),  e.g.  rent,  rates,  taxes,  salaries,  &c.,  have 
to  be  incurred.  All  these  are  properly  chargeable  against  earnings, 
and  are  all  of  a  recurring  character,  although  not  necessarily  absolutely 
uniform.  They  must  accordingly  all  be  treated  as  Revenue  Expendi- 
ture. In  some  cases  an  actual  payment  of  money  will  take  place  the 
moment  the  expenditure  is  incurred  ;  in  other  cases  the  movement 
of  money  may  precede,  or  follow  after,  the  date  of  the  actual  trans- 
action. For  purposes  of  account,  the  accountant  aims  at  building  up 
a  Revenue  (or  Profit  and  Loss)  Account  comprising  all  the  earnings 
and  all  the  expenses  relating  to  a  specified  period  of  time,  irres- 
pective of  the  precise  date  when  each  materialised  into  a  movement 
of  money,  so  that  the  balance  of  this  account  may  show  the  actual 
result  of  the  working  of  the  business  during  a  given  period. 
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As  a  question  of  account,  this  is  done  by  collecting  into  one  account — 
whether  called  Revenue  Account  or  Profit  and  Loss  Account — all 
those  debit  balances  which  upon  examination  do  not  appear  to  repre- 
sent actual  Capital  Expenditure,  and  all  those  credit  balances  that  do 
not  appear  to  represent  actual  Capital  Receipts.  Then,  to  be  quite 
sure,  the  Accountant  looks  at  the  matter  from  the  other  viewpoint, 
and  satisfies  himself  that  nothing  has  been  credited  which  does  not 
represent  actual  earnings  of  the  business  during  the  period  under 
review  (and  in  particular  includes  no  outstanding  liabilities)  and 
that  everything  has  been  debited  to  the  account  that  represents  either 
directly  or  indirectly  an  expenditure  or  loss  necessarily  connected  with 
the  acquisition  of  the  earnings.  If  the  account  shows  a  credit  balance, 
it  may  then  reasonably  be  regarded  as  the  Net  Profit  for  the  period. 
If  on  the  other  hand  the  account  shows  a  debit  balance,  it  represents 
the  actual  Loss  for  the  period. 
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By  A.  Cathles.  O.B.E.,  C.A. 

"  There  is  120  doubt  that  the  allocation  of  oncost  is  the 
hardest  problem  in  Costing/'  says  Mr.  Cathles,  and  in 
the  following  article  he  deals  fully  with  the  whole  vexed 
question,  beginning  with  the  means  of  ascertaining  depart- 
mental Oncost  and  ending  with  a  review  of  the  methods 
of  allocation  most  generally  in  nse. 

Oncost. 

One  of  the  difficulties  that  the  student  taking  up  the  study  of  Costing 
is  met  with  is  the  considerable  number  of  terms  used  by  different 
authors  to  indicate  the  same  form  or  the  same  element  of  expense. 
Thus  it  will  be  found  that  this,  the  third  element  of  cost,  is  variously 
described  as  "  Oncost,"  "  Overhead  Expenses,"  "  Establishment 
Charges,  '  "  Indirect  Expenses,"  and  "  Expense  Burden."  Costing 
is  part  of  an  efficiency  system,  and  efficiency  means  the  elimination 
of  \Naste.  It  is  a  waste  of  effort  to  use  a  double-barrelled  term  where 
a  single  short  word  will  do,  and  it  is  therefore  up  to  the  accountant 
who  is  showing  the  way  to  practise  what  he  preaches,  and  be  consistent 
by  using  the  shortest  possible  description  always.  The  tendency  in 
factories  is  that  way,  for  it  is  common  to  find  theWorks'  Order  referred 
to  as  W.O.,  the  Goods  Received  Sheet  as  G.R.S.,  and  the  Purcliase 
Order  and  Standing  Order  as  P.O.  and  S.O.  respectively. 

In  the  early  days  of  Costing  it  was  the  rule,  rather  than  the  exception, 
to  find  that  when  manufacturers  had  ascertained  the  expenditure  on 
the  wages  and  materials  entering  into  their  products  they  considered 
that  they  had  ascertained  the  cost,  and  so  when  it  was  brought  honie 
to  them  that  there  was  still  something  to  go  on  the  term  "  Oncost  " 
was  coined. 

So  far,  in  dealing  with  the  two  elements  of  wages  and  material,  only 
a  small  percentage  of  the  items  of  expenditure  connected  with  a  manu- 
facturing business  has  been  touched  upon,  and  there  yet  remains  to 
be  provided  for  all  those  other  expenditures  which  one  finds  in  the 
detailed  Manufacturing,  Trading,  and  Profit  and  Loss  Accounts  of 
the  business.  These  expenditures  are  the  oncost.  As  will  be  explained 
later  no  costing  system  is  worthy  of  the  name  which  does  not  finish 
up  properly  with  a  reconciliation  of  a  summary  of  the  expenditure 
allocated  to  the  Cost  Accounts  with  the  expenditure  shown  in  half- 
yearly  or  yearly  accounts.  Costs  to  be  of  most  use  to  a  manufacturer 
in  the  running  of  his  business  must  be  total  costs,  and  as  near  true  costs 
as  it  is  humanly  possible  to  get.  In  most  businesses  it  is  a  comparatively 
simple  matter  to  ascertain  the  exact  cost  of  wages  and  materials 
(though,  in  some  lines  of  manufacture,  where  a  bye-product  results  which 
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is  not  readil)^  saleable,  but  is  used  as*Vaw  material  in  some  other  line, 
there  does  arise  a  difficulty  in  fixing  tlie  proper  credit  to  the  material 
cost),  but  in  no  business,  except  that  in  which  there  is  only  a  single 
line,  is  it  possible  to  arrive  at  the  exact  charge  for  oncost  to  any  article 
that  is  made.  Whatever  method  may  be  adopted  in  oncosting  a  job, 
process,  or  operation  the  result  must  of  necessity  be  an  estimate,  but 
there  are  estimates  and  estimates,  and  it  must  ever  be  the  endeavour 
of  the  cost  accountant  to  get  the  best  estimate  possible,  to  get  as  near 
to  fact  as  he  can.  When  the  question  arises  as  to  which  is  the  best 
way  to  ascertain  the  true  oncost  loading  in  a  factory,  the  answer  must 
be  governed  by  the  consideration  of  what  actually  takes  place — which 
most  nearly  reflects  the  facts  of  the  case. 

There  is  no  doubt  that  the  allocation  of  oncost  is  the  hardest  problem 
in  costing,  and  it  is  the  problem  that  is  most  often  avoided,  possibly 
because  the  manufacturer,  realising  that  there  is  no  exact  method, 
concludes  therefore  that  any  method  will  do  and  adopts  the  easiest, 
the  line  of  least  resistance.  How  otherwise  can  one  account  for  the 
fact  that  in  many  large  businesses  to-day  one  finds  the  same  out-of- 
date  methods,  and  often  the  same  oncost  percentages  being  used,  as 
were  in  use  years  and  years  ago  ? 

There  is  no  difficulty  in  ascertaining  the  actual  oncost  expenditure 
for  any  given  period.  It  comprises  all  the  expenditure  (using  the 
word  in  its  widest  sense  to  cover  reserves  for  depreciation,  bad  debts, 
&c.)  of  the  business  with  the  exception  of  that  on  direct  wages  and 
direct  material,  and  excluding  also  such  items  as  are  in  fact  appropria- 
tions of  profit,  e.g.  interest,  income-tax,  dividends.  All  the  charges 
for  oncost  can  be  readily  extracted  from  the  General  Ledger,  but  it 
is  impossible  to  spread  the  amount  so  ascertained  over  the  work  that 
has  been  performed  during  the  period, except  perhaps  in  process  costing, 
and  even  there  the  cost  figures  will  be  unduly  delayed  by  doing  so. 
In  job  costing  it  is  quite  impossible,  for  some  jobs  will  probably  finish 
every  day,  and  it  is  impracticable  to  ascertain  the  oncost  expenditure 
daily. 

Cost  data  to  be  useful  to  the  manufacturer  must  also  be  forthcoming 
promptly,  i.e.  within  a  reasonably  short  time  after  the  work  itself  is 
completed,  for  it  is  not  very  helpful  for  the  manager  to  know  the  cost 
of  a  job  even  one  month  after  it  is  finished  if  in  the  interim  he  has 
started  on  repeat  orders  at  a  price  which  the  cost  now  shows  him  to 
be  unremunerative.  Nor  is  it  much  use  for  the  foreman  to  take  his 
men  to  task  about  the  time  or  material  they  wasted  on  a  job  they  were 
working  on  four  weeks  before.  No  difficulty  should  be  experienced 
in  a  works'  office  in  getting  out  the  wage  and  material  cost  within  a 
week  of  the  finish  of  a  job  or  of  the  close  of  a  period,  and  the  method 
of  oncosting  should  be  so  devised  that  the  total  cost  is  then  available 
right  away. 

Departmental  Oncost. 

The  oncost  expenditure  of  any  one  shop  or  department  in  a  factory 
is  never  the  same  as  the  expenditure  of  any  other.  During  one  period 
the  total  expenditure  of  one  might  by  chance  be  equal  to  that  of 
another,  but  the  details  are  bound  to  vary.    It  is  therefore  clearly 
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indicated  that  the  first  step  towards  charging  a  proper  share  of  oncost 
to  a  job  is  to  see  that  the  department  in  which  it  is  undertaken  has 
received  its  proper  charge.  For  this  purpose  it  is  necessary  to  create 
Departmental  Oncost  Accounts  and  just  how  the  factory  is  to  be 
departmentahsed  must  be  decided  upon  the  facts  of  each  individual 
business.  In  one  factor^?^  the  whole  of  the  operations  on  a  standard 
product  might  be  performed  in  one  building  in  which  case  that  building 
would  become  a  department.  Or  two  or  more  buildings  might  be  used 
solely  for  the  production  of  one  class  of  article  which  would  pass 
through  all  of  them,  and  in  that  case  the  whole  might  be  considered 
as  one  department. 

General  Service  Departments. 

Then  besides  the  departments  that  are  directly  engaged  upon  produc- 
tion there  are  the  other  departments,  such  as  the  power  plant,  the 
staff  engaged  upon  repair  work,  garage  and  stables,  stores,  &c.,  the 
expense  of  which  is  in  itself  an  oncost  charge,  they  all  have  to  have 
their  departmental  Oncost  Accounts.  In  fact,  in  connection  with 
these  latter  (they  are  called  "  general  service  departments")  it  is  really 
a  matter  of  oncosting  oncost.  The  necessity  for  this  arises  from  the 
fact  that  the  cost  of  these  departments  has  to  be  spread  over  the 
production  of  the  factory,  and  unless  it  is  the  total  cost  that  is  so  spread 
some  of  the  productive  departments  wdll  receive  too  much  of  it  and 
others  too  little,  for  the  allocation  has  to  be  made  in  varying  proportions 
to  the  different  productive  departments.  In  the  case  of  the  stores, 
for  instance,  if  one  takes  only  the  amount  of  the  wages  paid  to  the 
storekeepers  and  allocates  that  to  the  departments  in  the  proportions 
of  the  weights  of  material  issued  to  them,  and  leaves  out  of  account 
the  indirect  stores  expenditure  on  lighting  and  heating,  depreciation, 
repairs,  &c.,  spreading  the  whole  factory  expense  in  these  items  on, 
say,  the  arbitrary  basis  of  wages  in  the  productive  departments,  it 
will  be  appreciated  that  the  result  will  be,  as  has  been  said,  to  overload 
some  departments  and  let  others  off  too  lightly.  The  whole  of  the 
expense  of  any  general  service  department  must  be  spread  on  a  uniform 
basis.  Again,  it  is  only  by  closely  watching  the  cost  of  running  these 
general  service  departments  that  the}^  can  be  properly  controlled. 

There  will  already  appear  at  the  debit  of  the  various  general  service 
accounts  in  the  General  Ledger  the  amounts  that  have  been  charged 
up  to  their  respective  Standing  Order  numbers  for  wages  and  materials, 
and  these  will  form  the  first  debits  to  their  departmental  Oncost 
Accounts. 

Machinery  Charges. 

Then  in  all  factories  where  machinery  is  used  to  an  appreciable 
extent  certain  expenditure  is  incurred,  which  is  due  solely  to  the 
machinery,  and  it  is  essential  that  care  be  taken  to  ensure  that  such 
expenditure  is  charged  in  the  Cost  Accounts  only  to  jobs  upon  which 
the  machinery  is  used.    Such  expenditure  may  be  said  to  consist  of  : — 

(i)  Rent  and  rates  applicable  to  the  space  occupied  by  the  machines 
and  to  sufficient  space  around  the  machines  to  permit  of  their 
being  worked. 
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(2)  Power  consumed  by  the  machines. 

(3)  Repairs  to  and  maintenance  of  the  machines  and  the  belting, 
pulleys,  and  shafting  necessary  for  their  running. 

(4)  Depreciation  of  the  machines,  belting,  pulleys,  and  shafting. 

These  charges  must  therefore  be  segregated  in  Machine  Rate  Accounts, 
one  account  for  each  machine  or  for  each  group  of  similar  machines, 
for  it  will  be  appreciated  that  the  cost  of  different  types  of  machines 
in  these  items  will  vary. 

General  Oncost. 

There  is  then  left  only  the  general  oncost  expenditure,  which  must 
be  spread  over  all  the  departmental  Oncost  Accounts  in  the  propor- 
tions that  will  most  nearly  reflect  the  facts.  Depreciation  of  buildings, 
for  instance,  if  a  flat  rate  of  depreciation  is  appUed  to  all  buildings, 
will  be  allocated  over  the  departments  in  proportion  to  the  capital 
value  of  the  buildings  in  each  department.  National  and  workmen's 
compensation  insurance  might  be  spread  on  the  basis  of  the  wages 
expenditure,  and  fire  insurance  in  accordance  with  the  risk.  And  so 
on,  each  item  of  expense  being  taken  separately  and  allocated  on  its 
truest  basis.  When  this  distribution  has  been  made,  new  oncost  figures 
will  have  been  obtained  for  the  general  service  departments,  and  any 
proportions  of  them  that  are  applicable  to  the  machines  or  to  capital 
expenditure  will  be  allocated  accordingly,  the  balance  being  spread 
over  the  productive  departments  in  proportion  to  the  known  consump- 
tion of  the  services  by  same,  e.g.  Stores  Departmental  Oncost  will  be 
allocated,  say,  on  the  weight  of  material  issued,  and  heating  and 
lighting  either  as  metered  to  the  departments  or  in  accordance  with 
the  engineer's  certificate. 

The  reshuffle  has  left  oncost  split  in  two  main  divisions  in  the 
Departmental  Oncost  Accounts  and  in  the  Machine  Rate  Accounts. 

Man-hour  Rates. 

The  departmental  oncosts  are  now  ready  for  allocation  to  the  jobs 
that  have  been  performed  in  the  respective  departments,  and  it  is 
necessary  once  more  to  decide  upon  the  truest  basis  for  this  purpose. 
It  may  be  safely  said  that  the  best  basis  is  in  proportion  to  the  number 
of  man-hours  that  have  been  worked,  and  by  dividing  each  depart- 
mental oncost  total  by  the  hours  worked  in  the  department  a  man-hour 
rate  is  obtained.  The  analysis  of  the  men's  time  sheets  will  have 
provided  not  only  the  total  hours  worked  in  each  department  but  also 
the  total  worked  on  each  job  in  each  department,  and,  therefore,  the 
oncost  charge  for  any  Work's  Order  is  easily  determined. 

Machine -hour  Rates. 

The  only  reasonable  basis  upon  which  the  machinery  charges  can 
be  allocated  is  in  proportion  to  the  number  of  hours  each  machine 
has  run  upon  each  Work's  Order.  Here  again  the  analysis  of  the  men's 
Time  Sheets  will  come  in  useful,  for  it  will  be  remembered  that  these 
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sheets  specify  the  machines  used  and  the  hours  they  are  run  on  each 
job.  The  total  expenditure  for  the  period  on  each  machine  or  each 
group  of  similar  machines  has  been  ascertained,  and  it  only  rsmains 
to  divide  same  by  the  number  of  hours  run  in  order  to  obtain  the 
machine-hour  rate  which,  multiplied  by  the  number  of  hours  the 
machine  has  run  on  a  job,  will  give  the  machine  charge  to  that  job. 

That  is  the  ideal  method  of  charging  oncost  to  jobs,  but  it  is 
impracticable,  because  the  man-hour  and  machine-hour  rates  could 
be  practicably  obtained  only,  say,  once  a  month,  and  it  would  be 
probably  three  weeks  after  the  end  of  the  month  before  the  figures 
were  available,  so  that  the  final  cost  of  a  job  which  finished  during 
the  first  week  of  a  month  would  not  be  available  for  six  weeks,  and 
that  would  be  just  about  hve  weeks  too  late. 

Oncost  Budget. 

How,  then,  can  this  ideal  method  be  adapted  so  that  the  getting  out 
of  the  oncost  charges  to  the  jobs  will  not  delay  the  costs  ?  It  can  be 
made  practicable  by  the  use  of  past  experience  of  the  oncost  expense 
of  the  business.  At  the  beginning  of  each  fiscal  year  the  Chancellor 
of  the  Exchequer  prepares  his  Budget — that  is  to  say  he  looks  back 
on  the  year  that  is  gone  and  compares  the  expenditure  therein  with 
what  he  considers  he  will  have  to  meet  during  the  coming  year.  He 
knows  what  the  various  taxes  have  produced  by  way  of  revenue,  and 
he  increases  or  adjusts  those  taxes  so  that  they  may  produce  w^hat  is 
required  during  the  next  twelve  months.  The  oncost  expenditure  of 
a  business  is  capable  of  very  similar  treatment.  At  the  beginning  of 
the  year  the  expense  items  should  be  listed  in  detail  and  the  amounts 
lilled  in  after  due  consideration  of  the  past  year's  experience  and  the 
coming  year's  prospects.  Each  item  should  then  be  given  the  treat- 
ment that  has  been  described  above,  that  is  it  should  be  divided  among 
the  Departmental  Oncost  Accounts,  the  Machine  Rate  Accounts,  and 
General  Oncost,  and  so  on  until  the  whole  expense  finally  rests  in 
Departmental  Oncost  and  Machine  Rate  Accounts.  The  next  step 
is  to  obtain  the  number  of  hours  by  which  these  amounts  must  be 
divided  in  order  to  arrive  at  the  departmental  man-hour  rates  and  the 
machine-hour  rates.  Again,  it  is  a  question  of  budgetting  in  the  same 
way  as  has  been  done  with  the  expenditure,  namely,  by  reviewing  the 
past  year's  experience  and  adjusting  the  results  to  meet  known  altered 
circumstances  and  anticipated  changes  in  conditions. 

The  Oncost  Budget  has  this  advantage  over  the  budget  of  the 
Chancellor  of  the  Exchequer,  that  its  provisions  can  be  reviewed  and 
adjustments  made  as  often  during  the  year  as  circumstances  may 
require.  In  fact,  it  must  essentially  be  always  under  review,  but  the 
rates  should  not  be  adjusted  without  due  consideration  of  all  the  factors. 
It  should  be  the  aim  in  a  business  to  have  oncost  rates  that  do  not  need 
adjustment,  but  this  is  rarely  attainable.  It  must  be  remembered, 
however,  that  certain  expenditures  fluctuate  with  the  season  of  the 
year,  such  as  lighting  and  heating,  cost  of  raising  steam,  &c.,  and  this 
must  be  borne  in  mind  when  adjustments  seem  to  be  called  for. 
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Oncost  Control. 

Considerable  trouble  will  be  experienced  in  ascertaining  the  first 
year's  man-hour  and  machine-hour  rates — in  fact,  in  new  businesses 
or  in  factories  where  statistics  of  hours  worked  by  men  and  machines 
are  not  available,  the  first  rates  may  have  to  be  fixed  purely  on  estimates. 
If,  however,  proper  records  are  thereafter  kept  the  fixing  of  succeeding 
rates  will  prove  a  comparatively  simple  matter,  for  the  statistics  will 
then  be  available  to  show  what  adjustments  on  existing  rates  are 
necessary.  The  control  on  oncost  may  be  conveniently  maintained 
by  the  preparation  monthly  of  statements  showing  the  estimated 
expenditure  for  the  period  in  comparison  yAth  the  actual  expenditure 
and  with  the  amounts  that  have  been  recovered  by  means  of  charge 
to  Works'  Orders,  i.e.  to  production.  Provided  that  the  numbers  of 
hours  (man  and  machine)  in  the  work  in  progress  do  not  fluctuate 
violently  at  the  end  of  one  month  as  compared  with  another  month, 
the  oncost  on  the  incomplete  Works'  Orders  may  be  ignored  for  the 
purposes  of  this  control.  If,  however,  there  is  material  fluctuation, 
the  oncost  on  work  in  progress  will  have  to  be  taken  into  account. 
In  order  that  the  true  cost  of  work  in  progress  may  be  ascertained  it 
will  have  to  be  oncosted  at  the  times  that  the  half-yearly  or  yearly 
accounts  are  prepared. 

Other  Methods  of  Allocation. 

Greater  controversy  has  raged  around  the  allocation  of  oncost  than 
around  any  other  part  of  costing,  and  some  writers  have  not  hesitated 
to  condemn  in  no  uncertain  language  the  methods  advocated  by  others. 
One  has  even  referred  to  another's  method  as  belonging  to  the  "  Silurian 
epoch  of  shop  accounting  "  and  as  being  "  the  ichthyosaurus  of  expense 
systems."  These  terms  were  applied  to  a  system  whereby  the  whole 
of  the  departmental  oncosts  were  allocated  over  the  jobs  done  in  the 
respective  departments  on  the  basis  of  the  hours  run  by  the  machines 
therein.  Such  a  system  would  be  applicable  where  the  whole  of  the 
work  was  done  on  the  machines  and  none  at  all  by  hand.  Where  hand- 
work is  done  it  would,  of  course,  not  be  suitable,  for  there  would  then  be 
no  means  of  charging  such  work  with  oncost  at  all. 

The  most  common  method,  and  at  the  same  time  one  of  the  most 
inaccurate,  is  to  allocate  on  the  basis  of  the  productive  wages  earned 
on  the  jobs.  Often  one  will  find  that  this  is  done  without  any  depart- 
mentalisation, the  whole  of  the  factory  being  treated  as  one  department 
as  it  were.  If  all  the  work  in  a  shop  is  handwork  (and  that  is  rarely 
found  nowadays)  this  method  of  allocating  departmental  oncost  is 
not  so  inaccurate  as  where  handwork  and  machine  work  are  mixed. 
In  this  latter  case,  however,  the  result  would  be  disastrous  to  any 
costing  system,  for  the  handwork  would  thereby  be  made  to  bear  a 
proportion  of  the  admittedly  heavy  charges  attributable  to  machinery 
which  was  not  used  in  its  performance. 

Another  method,  and  one  which  is  not  very  much  better  than  the 
wage  basis  method,  is  to  distribute  the  oncost  on  the  basis  of  the  number 
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of  hours  worked  by  the  men  on  each  job.  This  method  is  open  to  the 
same  objection  as  the  last  mentioned  in  that  it  leaves  out  of  account 
also  any  special  consideration  of  the  heavy  machinery  charges.  Where, 
however,  there  is  no  machine  work,  it  is  a  more  accurate  basis  to  employ 
than  the  wages  basis,  as  it  does  not  entail  the  penalising  of  the  work 
that  is  done  by  the  skilled,  and,  therefore,  more  highly  paid  workers. 

The  fourth  method  involves  the  apportionment  on  the  basis  of 
prime  cost — i.e.  wages  plus  material.  It  would  surely  be  the  height 
of  folly  to  allocate  oncost  in  proportion  to  the  value  of  materials  used 
in  the  various  jobs,  for  it  is  ridiculous  to  suggest  that  the  cost  of  driving 
the  machinery,  of  depreciating  the  buildings,  or  of  heating,  lighting, 
and  cleaning  the  premises,  fluctuated  according  to  whether  a  precious 
or  a  base  metal  (to  use  one  illustration)  was  being  worked  upon. 
Similarly,  the  folly  would  be  only  slightly  less  to  use  a  method  which 
combined  one  inaccurate  basis  with  another  also  inaccurate.  Two 
wrongs  do  not  make  a  right  in  costing  au}-  more  than  in  anything  else. 

More  money  can  be  saved  in  most  businesses  by  an  efficient  control 
on  oncost  expenditure  than  by  control  of  wages  and  materials  together, 
and  control  can  be  obtained  only  by  proper  departmentalisation  of 
the  expenditure  and  by  comparison  of  same  with  the  amount  which 
experience  has  taught  ought  to  be  expended.  On  the  accuracy  of  the 
allocation  of  this  element  of  expense  depends  largely  the  trueness  of 
the  costs  that  are  obtained. 
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Stock  Exchange  Transactions. 

We  think  that  to  many  of  our  readers  the  methods  of  procedure 
in  relation  to  Stock  Exchange  transactions,  between  client  and 
broker,  and  broker  and  jobber  respectively,  are  somewhat  obscure, 
and  we  hope,  therefore,  that  this  article  may  prove  useful  in  throw- 
ing some  light  on  the  matter. 

Before  discussing  the  modus  operandi  in  detail,  it  is  interesting  to 
note  that  the  Stock  Exchange  came  into  existence  about  the  year 
1773,  although  business  relating  to  Stocks  and  Shares  was  pre- 
viously carried  on  in  the  Rotunda  of  the  Bank  of  England,  which 
was  specially  appropriated  for  the  purpose.  Business  w^as  also 
transacted  in  a  house  in  Threadneedle  Street,  called  the  Stock 
Exchange  Coffee  House,  to  which  any  person  was  admitted  upon 
payment  of  6d.,  and  a  Committee  for  General  Purposes  was  in  exist- 
ence to  administer  the  rules  of  business,  settle  disputed  bargains,  and 
adjust  the  liquidation  of  defaulters'  accounts.  In  the  year  1801, 
however,  a  number  of  gentlemen  acquired  a  site  in  Capel  Court, 
Threadneedle  Street,  and  raised  a  capital  of  ;£2o,ooo  in  400  shares 
of  ;£5o  each,  in  order  to  erect  a  building  that  would  adequately  fulfil 
the  needs  of  increasing  business.  The  members  were  elected  by 
ballot  at  an  annual  subscription  of  ten  guineas  each,  and  the  new 
Exchange  was  opened  in  March  1802,  with  roughly  500  members. 
The  Stock  Exchange  administration  is  vested  in  two  distinct  bodies, 
viz.  {a)  the  Managers,  i.e.  the  proprietors  or  shareholders,  and  {b) 
the  Committee  for  General  Purposes.  The  shareholders  elect  nine  of 
their  number  to  represent  them  as  Managers,  who  have  control  of 
subscriptions,  fix  the  annual  charge  for  admission,  and  superintend 
all  matters  relating  to  the  building,  but  they  have  no  control  over 
the  business  transacted  in  the  Exchange.  The  Committee,  30  in 
number,  on  the  other  hand,  consists  of  members  of  the  Stock 
Exchange,  who  control  the  business  of  the  House,  and  make  the  rules 
and  conditions  under  which  it  is  carried  on. 

Only  members  and  "  admitted  "or  "  authorised"  clerks  have  the 
right  to  enter  the  House,  the  former  paying  a  fee  of  500  guineas, 
unless  having  previously  served  as  clerks,  when  the  fee  is  reduced ;  an 
annual  subscription  is  also  payable. 
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Members  are  divided  into  two  classes,  viz.  Dealers  or  Jobbers,  as 
they  are  usually  called,  and  Brokers,  and  whilst  there  is  no  formal 
distinction  between  them  they  are  not  permitted  to  act  in  a  dual 
capacity,  neither  may  brokers  and  jobbers  be  in  partnership 
together.  The  jobbers  usually  take  up  some  definite  position  or 
stand  in  the  House,  and  as  they  usually  confine  their  dealings  to  a 
particular  class  of  security,  a  number  of  separate  markets  are 
practically  created,  and  definitely  allocated,  so  that  when  a  Broker 
desires  to  deal  for  a  client  he  knows  exactly  where  to  find  the  man 
who  buys  and  sells  the  particular  class  of  security. 

Brokers,  however,  make  their  ofilices  their  place  of  business,  and 
are,  in  effect,  the  link  between  the  outside  public  and  the  Jobbers  or 
dealers.  It  should  be  observed  that  members  of  the  Stock  Exchange 
are  not  allowed  to  advertise,  so  that  advertisements  appearing  in 
financial  papers  as  to  purchase  or  sale  of  securities  emanate  from 
people  who  are  not  members,  but  are  called  outside  brokers. 

Next  let  us  see  exactly  h<:>w  a  transaction  takes  place.  A  would- 
be  purchaser  instructs  his  broker  to  buy  certain  shares,  the  broker 
enters  the  House,  and  finds  a  jobber  who  deals  in  the  particular 
sl:iares,  and  asks  him  ''to  make  a  price  in  the  shares,^^  not  stating 
whether  he  is  a  buyer  or  a  seller.  The  jobber  thereupon  mentions  two 
prices,  one  at  which  he  will  buy,  and  the  other  at  which  he  will  sell, 
the  difl-erence  between  the  two  being  called  "  the  turn  of  the  tnarket,^^ 
whicli  enables  the  jobber  to  secure  in  the  long  run  the  profit  for  which 
he  works,  although  market  fluctuations  may  deprive  him  of  it  in  any 
individual  transaction.  The  jobber  is  not  hound  to  make  a  price,  but 
having  made  it,  he  is  bound  to  do  business  if  the  broker  states  either 
that  he  buys  or  sells,  l)Ut  only  within  certain  limits  fixed  by  the  rules 
of  the  Stock  Exchange. 

A  broker  is  not  bound  to  disclose  the  full  amount  of  the  stock  in 
which  he  desires  to  deal,  although  he  7nust ,  as  it  were,  show  his 
hand,  by  saying  whether  he  is  a  buyer  or  a  seller,  and  the  broker  can 
buy  part  of  his  shares  from  another  jobber  if  he  wishes.  This 
method  applies  to  all  stcurities  having  current  quotations,  but  where 
shares  are  not  commonly  dealt  in,  all  dealings  are,  more  or  less,  by 
negotiation. 

Upon  a  purchase  or  sale  being  concluded  between  broker  and 
jobber   either  party  to  the  bargain  may     mark  the  price,'"  which  is 
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effected  by  a  member  placing  in  a  box  in  tlie  House  a  slip  contain- 
ing details  of  the  transaction,  and  the  official  clerk  then  marks  the 
price  upon  the  board,  which  is  an  official  record  of  business  done. 

The  broker  then  enters  the  "bargaht"  in  his  own  books,  sends 
a  contract  note,  giving  price,  commission  charged,  transfer  fees,  and 
contract  stamps  to  his  customer,  and  also  stating  when  the  same  must 
be  paid  for.  Since  the  war,  the  basis  of  business  is  cash,  whilst 
before  the  war  settlements  usually  took  place  every  14  days.  The 
following  day  the  respective  clerks  of  broker  and  jobber  meet  in  the 
"  checking'^  room  and  check  the  bargain  as  shown  by  their  books. 

Before  the  war  it  was  possible  to  postpone  settlement  of  a  bargain 
from  one  account  to  another,  which  was  called  continuation,''^  or 
^'carrying  over  and  for  this  privilege  a  rate  of  interest  was 
charged  called  "  contango,""  if  on  the  other  hand  a  person  who  had 
sold  stock  desired  to  postpone  delivery  of  the  same,  this  was  termed 

backwardation." 

The  carry  over  "  day,  which  was  the  first  day  of  the  fortnightly 
settlement,  was  called  "  making-up  "  day,  and  the  prices  at  which 
the  stock  was  made  up  were  fixed  on  that  day.  The  second  day  was 
called  ''name"  day  or  ''ticket"  day,  because  on  that  day  it  was 
necessary  for  the  brokers  to  furnish  the  names  of  the  purchaser  or 
seller  of  the  stock  on  a  ticket  to  the  broker,  who  ultimately  delivered 
the  stock. 

Then  the  third  and  last  day  was  known  as  "  settlement "  day  (also 
called  Account  day),  as  it  was  necessary  to  either  pay  for  the  stock 
purchased  or  to  settle  differences  where  stock  had  been  carried  over, 
or  not  delivered. 

This  article  will  be  continued  and  concluded  in  our  next  issue,. 
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A  Novel  Claim  by  Preference  Shareholders. 

An  interesting  case  was  decided  in  the  House  of  Lords  recently 
with  regard  to  a  claim  for  a  rebate  in  respect  of  Colonial  Income  Tax, 
The  Scottish  Union  and  National  Insurance  Company,  who  held 
;^io,ooo  preference  stock  in  the  New  Zealand  and  Australian  Land 
Co.,  Ltd.,  claimed  that  the  preference  stockholders  and  not  the  company 
as  a  whole  were  entitled  to  the  benefit  of  a  rebate  which  was  allowed 
to  the  Land  Co.  by  the  Inland  Revenue,  who  had  satisfied  the  Com- 
missioners that  Colonial  Income  Tax  had  been  paid  at  the  rate  of  at 
least  IS.  6d.  in  the  £  in  respect  of  income  earned  in  New  Zealand. 

The  House  of  Lords,  however,  held  that  the  Colonial  Income  Tax 
stood  exactly  on  the  same  footing  with  any  expenses  necessarily 
incurred  in  the  business  of  the  company  in  the  Colonies.  The  company 
had  paid  the  Colonial  taxes  and  the  United  Kingdom  tax,  and,  there- 
fore, the  conipan}'  was  the  only  person  entitled  to  claim  and  receive 
repayment  from  the  Commissioners.  They  therefore  dismissed  the 
claim  of  the  preference  shareholders. 

Value  of  Studies. 

The  Home  Secretary,  speaking  recently  at  the  presentation  of 
prizes  to  successful  students  in  the  London  Chamber  of  Commerce 
examinations,  laid  great  stress  on  the  value  of  study.  He  said  that 
we  had  arrived  at  a  time,  not  only  in  our  national  history  but  in  the 
history  of  the  world,  when  specialisaiion  had  become  essential,  and 
he  pointed  out  that  there  were  great  openings  for  anyone  who  was  a 
specialist  in  any  form  of  industry  and  commerce,  and  it  was  upon  this 
speciahsation  that  our  future  as  an  empire  would  largely  depend. 
It  was  necessary  for  us  to  capture  foreign  trade,  and  to  do  this  we 
must  study  not  only  the  languages  of  other  countries  but  also  the 
history  and  antecedents  of  those  countries.  We  draw  particular 
attention  to  this  speech,  as  it  bears  so  closely  upon  our  remarks  last 
month  in  relation  to  the  new  degrees  in  Commerce  that  are  now  open 
to  those  desiring  to  specialise  in  any  particular  branch  of  commerce. 

American  Exchange. 

Professor  Cannan  has  stated  that  the  relative  value  of  the  pound 
sterling  and  the  American  dollar  is  determined  by  their  respective 
purchasing  powers,  but  a  correspondent  in  one  of  our  contemporaries 
points  out  what  appears  to  be  a  fallacy  in  this  statement. 

If  true,  the  pound  sterling  must  have  depreciated  about  lo  per 
cent,  in  the  last  few  days,  whereas  during  the  previous  six  months 
the  exchange  rose  from  $3.20  to  .'$3.94,  that  is,  about  24  per  cent.  So 
that  the  pound  also  increased  in  value  to  a  like  extent. 
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Apparently,  however,  the  purchasing  power  was  reduced  in  that 
period  if  judged  by  the  cost  of  commodities  in  general,  which  certainly 
appears  in  conflict  with  the  professor's  argument. 

It  is  generally  accepted  that  the  recent  fall  in  the  American  exchange 
is  owing  to  the  fact  that  there  are  more  sellers  than  buyers  of  sterling 
cheques  on  London,  which  in  its  turn  is  influenced  by  the  V;alance  of 
trade  between  ourselves  and  America. 

Bank  Rate. 

It  is  often  argued  that  a  high  bank  rate  or  dear  money  acts  as  a  cure 
for  inflation  of  prices  and  a  check  upon  credit  business.  There  is  no 
doubt  that  an  increase  in  the  bank  rate  tends  to  stop  speculation  on 
the  part  of  borrowers,  but  it  has  not  apparently  done  much  to  reduce 
the  price  of  commodities  generally — as  we  know  to  our  cost. 

Subjects  for  Competitions. 
The  subjects  for  Competitions  for  September  are : — 

Intermediate. — The  best  description  of  a  good  system  of  Branch 
Accounts — {a)  English,  {b)  Foreign. 

Final. — The  best  essay  on  "  Advice  to  an  Intermediate  Student." 
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The  basis  of  the  Excess  Profits  Duty — the  pre-war 
standard  of  profits — is  considered  in  the  following  article^ 
the  fifth  of  the  series  on  Income-tax  Practice,  specially 
•written  for  The  Accountants'  Journal''  by  the  Income-tax 
Expert  of    The  Accountant." 

Excess  Profits  Duty. 

Before  proceeding  further  with  income-tax  it  will  be  well  to  look 
at  the  main  principles  of  the  Excess  Profits  Duty,  which  Duty  is  the 
heaviest  impost  ever  levied  on  profits. 

The  basis  of  the  Duty  is  an  appropriation  by  the  State  of  a  percentage 
of  the  excess  of  the  war  profits  over  the  pre-war  standard  of  profits, 
and  the  period  for  which  the  accounts  are  prepared  is  broadly  the 
period  for  which  an  assessment  is  made. 

Pre-War  Standard. 

The  pre-war  standard  is  either  • — 

(a)  the  average  profits  of  any  two  of  the  three  trading  years 
next  before  4th  August  1914  ;  or 

{b)  a  percentage  on  the  capital  of  the  business  at  the  end  of  the 
last  pre-war  trading  year  ;  or 

(c)  the  average  profits  of  any  four  of  the  six  last  pre-war  years, 
when  the  average  profits  of  the  three  last  pre-war  trading 
years  were  at  ea  t  25  per  cent,  less  than  the  average 
profits  of  the  first  three  of  the  six  pre-war  years. 

Assume  that  the  trading  year  ends  at  31st  December  and  that 
accounts  are  made  up  annually  and  that  the  pre-war  profits  were  : — 

£ 

Year  ended  31st  December,  191 1        ..  2,800 
„         „         ,         „      1912        . .  3,600 

,p  M  H  „         I913  ..  1,200 

The  pre-war  standard  under  {a)  would  then  be  : — 

£ 

Year  ended  31st  December,  1911        ..  2,800 
www//      1912        ..  3,600 

2)6,400 

;C3,200 

If  the  capital  of  the  above  business  at  31st  December  1913  (as 
adjusted  on  the  principles  shown  later)  was  ;/^8o,ooo,  and  the  business 
was  carried  on  by  a  limited  company,  the  pre-war  standard  would 
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be  ;^8o,ooo  at  6  per  cent.  =  ;^4,8oo.  The  percentages  for  capital 
standards  are  : — 

(a)  For  accounting  periods  (i.e.  periods  for  which  accounts  have 
been  made  up)  ending  before  ist  January  1917  : — 

Limited  Companies,  6  per  cent. 
Other  Businesses,  7  per  cent. 

(b)  For  accounting  periods  ending  after  {a)  the  7  per  cent,  becomes 
8  per  cent. 

As  regards  {c)  the  following  example  shows  the  effect : — 


The  ordinary  standard  {a)  would  be 


£ 

r, 1908  . 

.  8,400 

1909  . 

.  10,900 

1910  . 

.  3,800 

1911  . 

.  5,600 

1912  . 

.  1,400 

1913  . 

.  4,200 

£ 

I9II 

I9I3 


5,600 

4,200 

2)9,800 

£4,900 


The  substituted  standard  would  depend  upon  the  existence  of  the 
25  per  cent,  difference  between  (c)  and  {d). 


(c) 

£ 

5,600 
1,400 
4,200 


id) 

£ 
8,400 
10,900 
3,800 


The  difference  thus  exceeds  the  25  per  cent.,  so  that  the  substituted 
standard  would  be  : — 


1908 
1909 
1911 
1913 


£ 

8,400 
10,900 
5,600 
4,200 

4)29,100 

£7,275 


This  substituted  standard  requires,  legally,  an  a.  uormai  depression 
in  trade,  but  in  practice  this  restriction  is  ignored  so  jong  as  the  figures 
give  the  25  per  cent,  reduction. 

An  addition  is  made  to  the  standard  of  £200,  and  this  ;^2oo  is  increased 
as  follows  : — 

{a)  For  accounting  periods  ending  after  31st  December  191 6  and 
before  ist  January  1920,  where  the  profits  do  not  exceed  ;^2,ooo,  an 
allowance  is  made  of  one-fifth  of  the  excess  ^2,000  over  the  profits, 
less  the  excess  of  the  pre-war  standard  over  ;^5oo.    The  following 
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example  shows  this  allowance,  the  profits  being  assumed  as  ;^i,2oo 
and  the  pre-war  standard  as  £560.    The  extra  allowance  would  be  : — 

£ 
2,000 

Less  profits   1,200 

5)800 
160 

Less  excess  of  standard  over  ;f  500      . .  60 


£100 


The  assessment  would  thus  be  : — 


£  £ 

Profits   1,200 

LmP.W.S.  ..560 
Allowance  200 
Extra    „        100  860 

40%)340 

£136 

For  accounting  periods  ending  after  31st  December  1919  the 
allowance  becomes  one-fifth  of  the  excess  of  ;^4,ooo  over  the  profits, 
less  the  excess  of  the  pre-war  standard  over  ;^2,ooo. 

Rates  of  Duty. 

The  rates  of  the  Excess  Profits  Duty  are  as  follow  : — 

50%— ist  12  months  of  Accounting  Periods 
60% — Accounting  Periods  up  to  31st  Dec,  1916 
80%—         „  „  „  „  1918 

40%—         „  „  »  „  1919 

60%—         „  „  „  „  1920 

If  an  accounting  period  does  not  end  on  31st  December  it  is  split 
for  the  rate. 

Deficiencies. 

Although  the  assessment  is  on  the  accounting  period,  the  whole 
period  during  which  the  Duty  exists  is  taken  as  one  period,  so  that 
if  one  period  shows  a  deficiency  below  the  pre-war  standard  and 
allowances,  Duty  on  that  deficiency,  calculated  at  the  rate  in  force 
during  the  accounting  period  in  which  the  deficiency  arises,  is  repayable 
against  Duty  paid  on  other  accounting  periods.  Assume  that  the 
profits  of  the  year  to  30th  September  1920  are  ;^8oo  and  the  pre-war 
standard  1,500. 

Allowance  is  one-fifth  (;^4,ooo  —  i^oo)  =  £640.    The  deficiency  is  : 

£  £ 

Profits    800 

Less  P.W.S.  . .  1,500 
Allowance  200 
Extra  „   . .  640 

  2,340 

55%)  1, 540 


£847 

A  repayment  of  £84y  is  then  made  against  Duty  previously  paid. 
The  rate  of  55  per  cent,  is  : — 

1  of  40%  +  3  of  60%  -  55% 


290 


Income  Tax  Practice. 


Increased  Capital. 

The  Excess  Profits  Duty  not  only  proceeds  on  a  basis  of  comparison 
of  profits  but  also  of  capital,  and  a  deduction  is  made  from  the  profits 
when  the  capital  at  the  commencement  of  the  accounting  period 
exceeds  the  average  capital  of  the  pre-war  years  selected  for  the  pre- 
war standard.  The  allowance  is  at  the  following  rates  on  the  increased 
capital  : — 

Companies — 

Accounting  Periods,  ending  before  ist  January, 


Other  Concerns- 


1917 
1920 
1921 

1917 
1920 


6% 
9% 
11% 

7% 
11% 


1921  13% 

Assume  that  the  pre-war  profits  standard  of  a  partnership  was 
based  on  the  years  to  31st  December  191 1  and  1913,  and  that  the 
adjusted  capitals  were  : — 


At  31st  December,  1910 
«         H         191 I 
„         „  1912 
1913 
1919 


The  pre-war  average  capital  would  be  : — 


At  31st  December,  1910 
n         I,  1912 


£ 

18,500 
24.000 
32,000 
40,000 
65,000 


18,500 
32,000 


For  the  year  to  31st  December  1920  the  capital  would  be  ;i^65,ooo, 
giving  an  increase  of  £Z9>75^>  which  at  13  per  cent,  would  give  £5,i6j 
allowance. 

Decreased  Capital. 

When  the  capital  has  decreased  an  addition  is  made  to  the  profits 
but  only  at  the  rates  of — 


Companies. . 
Other  Concerns 


6% 
7% 
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In  this  column  Income-tax  recent  alterations  of  law  and  practice  are 
discussed  and  explained  and  readers' queries  are  answered.]  Arrangements 
have  been  made  to  reply  to  these  queries  by  post,  the  replies  being  pub- 
lished subsequently  in  the  "  Journal  "  under  noms  de  plume.  A  stamped 
addressed  envelope  should  be  enclosed  with  the  queries  and  the  service  is 
limited  to  subscribers  to  the  "Journal." 

Manager's  Remuneration. 

Section  49  (2)  of  the  19 16  Act  allows  a  trader  to  recover  from  a 
manager,  director,  &c.,  any  Excess  Profits  Duty  paid  by  the  trader 
on  increased  remuneration  disallowed  in  arriving  at  the  trader's 
liability,  but  the  section  does  not  provide  that  the  recovery  must  be 
made.  When,  however,  the  recovery  is  effected  the  Excess  Profits 
Duty  recovered  is  treated,  for  income-tax  purposes,  as  paid  by  the 
manager  not  by  the  trader,  but  this  does  not  apply  if  the  trader  waives 
his  right  of  recovery.  Assume  that  a  manager's  remuneration  was 
;/^i,ooo  per  annum  in  1913  and  that  this  was  increased  to  1,800  for  the 
year  1919.  The  company's  pre-war  standard  is  taken  to  be  0,000 
and  the  1919  profits  ;/^3o,ooo  after  charging  the  remuneration  of  ;^i,8oo. 
The  liability  would  be  :— 

Profits    30,000 

^■/d  Excess  remuneration     ..       ..  800 

30,800 

Less  Pre  War  Standard         . .       . .  10,000 

40%)20,800 

The  company  would  then  recover  from  the  manager  the  Duty  on 
the  ;^8oo,  i.e.  ^320.  The  manager  would  then  be  assessed  on  ;^i,8oo 
—  ;^320  under  Schedule  E  for  1919-20.  The  company  would  deduct 
from  its  1919  income-tax  profits  /8,320-;£32o  =  ;^8,ooo,  and  this 
allowance  wou  d  be  effective  in  three  averages  as  follows,  assuming  the 
profits,  before  charging  Excess  Profits  Duty,  to  be  : — 

£ 

Year  to  31st  December,  1917     . .       . .  24,000 
„         ,         „  1918     . .       . .  26,000 

„         1/         »  1919     • .       .  •  30,000 

and  the  Excess  Profits  Duty  borne  in  19 17  and  19 18  to  be  11,000 
and  ;^i2,5oo  respectively  : — 


1920/21  £         £  £ 

1917  ..  ..  24,000  -  11,000  —  13,000 

1918  ..  ..  26,000  -  12,500  ^  13,500 

1919  . .  . .  30,000  -  8,000  =  22,000 


3)48,500 

£i6,i65 

1921/2 

1918 
19x9 
1920 


£ 

  13.500 

  22,000 

say  £35,000  -  £'15,000  =  20,000 


3)55,500 


£18,500 


292 


Income  Tax  Notes  and  Comments. 

1982/23 

1919 
1920 
192 1 


The  Duty  borne  for  19 19  is  thus  allowed  in  the  averages  of  the 
above  years.  A  repayment  of  Excess  Profits  Duty  owing  to  a  deficiency 
is  treated  differently,  as  it  is  made  a  profit  of  the  year  in  which  the 
repayment  is  made;  thus,  if  19 19  had  given  a  deficiency  and  the  Duty 
on  that  deficiency  was  repaid  in  1920,  that  Duty  would  be  added  to 
the  1920  profits  and  thus  be  charged  in  the  averages  for  1921-22,  1922-23, 
and  1923-24. 

Food  Control. 

A  correspondent,  "  Perplexed,"  states  that  an  association  was 
formed,  on  the  recommendation  of  the  local  Food  Control  Committee, 
for  the  purchase  and  distribution  of  meat  under  the  Rationing  Order. 
Each  member  paid  a  deposit  into  the  association  to  cover  approximately 
one  week's  supply.  The  association  has  now  ceased  to  exist,  and  the 
profit  made  by  the  association  during  the  2|  years  will  be  distributed 
amongst  the  members  per  ratio  to  the  amount  of  meat  purchased.  It 
is  asked  if  the  profits  are  liable  under  Schedule  D. 

The  profits  are  liable  under  Schedule  D  on  the  members,  as  the 
position  is  that  the  members  have  purchased  collectively  and  have 
paid  too  much  for  the  meat.  The  elimination  of  the  profits  would 
give  the  actual  cost,  and  the  credits  of  the  sums  distributed — allocated 
to  the  years  affected — would  give  the  same  result  as  by  amending  the 
debits  for  purchases.  The  sums  distributed  are  clearly  part  of  the 
trading  profits  of  the  member. 

Schedule  A. 

A  company  purchased  a  portion  of  the  business  premises  two  years 
ago  and,  prior  to  the  purchase,  the  rent  was  charged  for  Excess  Profits 
Duty.  It  is  claimed  by  "  H.  P."  that  the  net  Schedule  A  should  now 
be  allowed  for  Excess  Profits  Duty. 

The  Schedule  A  cannot  be  allowed,  but  the  premises  form  increased 
capital,  giving  an  allowance  which  should  exceed  the  net  Schedule  A. 

War  Loan  Interest. 

(i)  A  man  holds  ;^io,ooo  5  per  cent.  War  Bonds,  and  interest  of  ;^5oo 
was  paid  in  the  year  to  5th  April  19 19  without  deduction.  The  holder 
died  on  5th  January  1920  and  "  Interested  "  inquires  as  to  the  basis 
of  assessment. 

The  1919-20  assessment  is  properly  made  on  the  income  of  the  year 
to  5th  April  19 19,  but  it  should  be  reduced  to  three-fourths,  i.e.  the 
proportion  to  date  of  death.  Brown  v.  National  Provident  laid  down 
that  assessment  cannot  continue  after  the  source  has  ceased  to  be 
held.  If  the  bonds  were  not  realised  before  6th  April  1920  the  full 
assessment  would  be  correct,  as  the  executors  would  be  liable  on  the 
one-fourth.    There  will  only  be  liability  for  1920-21  if  the  bonds  are 


£ 

  22,000 

  20,000 

say  £38,000  -  £16,000  =»  22,000 


3)64,000 


£21,333 
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held  by  the  executors  in  1920-21,  and  then  only  on  the  proportion  of 
the  year  during  which  they  are  held. 

(2)  A.  receives  £500  interest  on  ;^io,ooo  War  Bonds  in  the  year 
1919-20  and  sells  the  bonds  on  5th  April  1920  and  invests  the  proceeds 
in  property. 

There  will  be  no  liability  in  1920-21  on  the  interest  {Broivn  v.  National 
Provident),  but  on  the  property  under  Schedule  A. 

Reopening  of  Assessments. 

(1)  A  firm's  Schedule  D  assessments  have  been  agreed  with  the 
Revenue  for  several  years,  but  it  now  transpires  that  several  conces- 
sions could  have  been  claimed.  "  D.  H."  asks  if  the  assessments 
can  be  reopened. 

Legally,  there  is  no  claim  to  a  reopening,  but  if  the  concessions 
referred  to  are  obviously  allowable  items  that  have  been  missed,  a 
claim  should  be  made  for  the  three  preceding  years.  The  Revenue 
has  recognised  a  reopening  when  the  item  was  an  obviously  allowable 
one. 

(2)  A  tenant  pays  a  rent  of  £2^  and  is  entitled  to  deduct  tax  at 
6s,,  which  equals  £y  los.,  whereas  the  March  quarter's  rent  is  only 
£6  5s.  and  it  is  asked  how  the  tax  of  £1  5s.  can  be  recovered  in  view  of 
the  decision,  referred  to  on  page  175  of  the  Journal,  that  tax  can 
only  be  recovered  from  the  next  payment  of  rent  made  after  payment 
of  the  tax. 

In  the  first  place,  the  Schedule  A  tax  is  charged  in  two  instalments — 
January  and  July — so  that  the  deduction  can  obviously  be  made. 
Even  if  it  were  charged  in  one  sum  the  £1  5s.  could  be  deducted  from 
the  June  rent,  as  that  would  be  the  next  payment  of  rent. 

Demobilised  Soldiers. 

(1)  A  correspondent,  "Studio.  ,"  asks  if  a  demobilised  soldier  who 
started  a  new  business  can  claim  tv  •  be  assessed  on  a  three  years'  average 
of  his  first  year's  profits  and  his  two  years'  army  pay. 

The  assessment  cannot  be  made  on  the  three  years'  average.  The 
concession  only  applies  to  employments. 

(2)  It  is  also  asked  to  what  extent  a  surveyor,  auctioneer,  and  estate 
^gent  is  liable  to  Excess  Profits  Duty. 

The  liability  is  on  the  commissions  less  the  proportion  of  the  expenses. 

Travelling  Expenses. 

A  man  living  at  Aberystwyth  lodges  at  Treherbert  and  is  employed 
at  a  distance  of  seven  or  eight  miles  from  the  latter  place.  It  is  asked 
by  "  Doubtful  "  if  any  allowance  can  be  claimed  for  the  cost  of  living 
away  from  home  and  for  travelling  expenses  to  and  from  wage. 

If  the  man  is  a  manual  wage  earner  the  allowances  can  be  claimea 
in  practice,  but  not  otherwise. 

Life  Assurance. 

{a)  A  correspondent,  "J.  W.,"  asks  if  allowance  can  be  made  a^sa-inst 
a  firm's  profits  for  life  assurance  premiums  paid  on  a  joint  life  assurance, 
and  {b)  if  repayment  on  account  of  interest  from  a  Building  Society 
can  be  claimed. 
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The  law  only  allows  a  deduction  for  a  premium  paid  on  the  life  of 
the  person  claiming  the  allowance,  so  that  legally  no  allowance  can 
be  claimed,  as  the  individual  pays  the  premium  on  the  life  of  his  partner. 
If  the  policy  provides  for  a  payment  to  both  on  the  death  of  one  or 
both  it  is  an  assurance  on  the  life  of  each  and  the  portion  of  the  premium 
is  then  paid  by  each  on  the  life  of  himself.  If  the  policy  is  surrendered 
and  single  policies  taken  up  the  difficulty  will  disappear. 

{b)  No  allowance  can  be  claimed.  The  arrangement  B  under  which 
the  society  pays  tax  is  a  compromise  by  which  the  assessment  is  made 
on  half  of  the  dividends,  &c.,  at  3s.,  on  the  assumption  that  the  other 
half  covers  exempt  shareholders.  The  rate  of  3s.  is  the  lowest  unearned 
rate.  This  basis  is  extremely  favourable  to  the  society,  and  the 
Revenue  makes  a  condition  that  no  repayment  shall  be  allowable  even 
though  the  shareholder  is  absolutely  exempt- 

■ 

The  New^Finance  Act 

The  new  Finance^Act  makes  several  important  amendments,  which 
are  enumerated Jbelow  : — 

Income  Tax. 

Allowances^ 

The  allowances Jare  now  as  follows  in  substitution  for  the  abate- 
ments, rates  in  the  £,  and  personal  allowances  existing  for  1919-20  : — 

(1)  £225  for  a  married  man. 
£iS5  for  an  unmarried  man. 

(2)  The  earned  income  is  reduced  by  10  per  cent,  up  to  a  maximum 
reduction  of  ;^2oo,  in  place  of  the  prior  difference  between  the  earned 
and  unearned  rates. 

(3)  The  first  ;^225  of  the  taxable  income  (i.e.  after  deducting  allow- 
ances except  life  insurance  premiums)  is  charged  at  3s.  in  the  £  and 
the  balance  at  6s. 

(4)  Maintenance  of  a  female  relative  by  a  widower  for  the  purpose 
of  caring  for  his  child — £^^5. 

(5)  Maintenance  of  a  widowed  mother  or  female  relative  for  the 
purpose  of  caring  for  a  brother  or  sister  under  sixteen — ^^45. 

(6)  Children  under  16  or  over  that  age,  if  at  school  full  time — ^36 
for  first  and  £27  for  subsequent  children.  If  the  child  has  an  annual 
income  of  ;^40  in  his  own  right  (exclusive  of  scholarship  income)  the 
allowance  does  not  apply. 

(7)  Dependent  relatives — £25.  This  allowance  is  to  be  divided 
between  two  or  more  persons  who  support  the  same  person. 

Residence  Abroad. 

No  allowances  or  relief  are  to  be  given  to  a  person  not  resident  in 
the  United  Kingdom  except  in  the  following  cases  : — 

(i)  British  subjects. 
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(2)  Crown  servant  or  missionary  or  servant  of  a  native  state  under 
British  protection. 

(3)  Resident  in  Isle  of  Man  or  Channel  Islands. 

(4)  A  previous  resident  in  the  United  Kingdom  who  is  now  resident 
abroad  on  account  of  ill-health  of  himself  or  of  any  member  of  his 
family. 

(5)  Widow  of  late  servant  of  the  Crown. 

In  these  excepted  cases,  the  tax  on  the  total  income,  including  that 
not  taxable  in  England,  has  to  be  calculated,  and  the  proportion  of  this 
that  the  English  income  bears  to  the  total  income  is  the  amount  of 
the  charge. 

Life  Assurance  Premiums. 

The  limits  of  the  previous  Acts  are  retained,  but  the  allowance  is 
to  be  made  at  the  following  rates  : —  '.  ' 

(fl)  One-half  rate  when  income  does  not  exceed  ;^i,ooo. 

[bi  Three-fourths  rate  when  income  exceeds  £1,000  but  does  not 
exceed  ;^2,ooo. 

(c)  Full  rate  when  income  exceeds  ^2,000. 

Colonial  Income  Tax. 

Where  colonial  income-tax  has  been  borne  on  income  assessable 
in  England  au  allowance  is  made  for  the  full  colonial  rate  of  tax  when 
that  rate  does  not  exceed  half  of  the  English  income-tax  and  super- 
tax rates  actually  borne.  Where  the  colonial  rate  exceeds  the  half, 
the  allowance  is  restricted  to  the  half. 


Excess  Profits  Duty. 

The  rate  is  60  per  cent,  for  all  parts  of  accounting  periods  after 
31st  December  19 19. 

Pre-War  Standard. 

An  increased  pre-war  standard  is  allowed  by  substituting  the  capital 
percentage  standard  plus  ^500  for  each  working  proprietor,  but  subject 
to  a  maximum  of  £730  for  each  such  proprietor.  The  addition  to  the 
;^20o  allowance  when  the  profits  do  not  exceed  /2,ooo  is  not  then  made. 

The  above  also  applies  to  private  limited  companies,  and  "  working 
proprietor  "  is  defined  as  meaning  a  proprietor  (including  a  director 
of  a  private  company  who  owns  not  less  than  20  per  cent,  of  the  share 
capital)  who,  during  at  least  half  of  the  accounting  period,  has  worked 
full  time  in  the  management  of  the  business. 

Where  a  business  is  being  carried  on  by  a  widow  whose  husband  had 
war  service  and,  prior  to  joining  the  forces,  was  working  full  time  in 
the  management  of  the  business,  the  substituted  standard  applies. 

Where  the  directors  of  a  company  have  a  controlling  interest  the 
statutory  percentage  of  an  individual  attaches. 
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Capital. 

The  percentage  for  increased  capital  is  increased  by  two. 

The  addition  to  the  ^200  allowance  when  the  profits  do  not  exceed 
;^2,ooo  is  increased  by  becoming  one-fifth  of  (^4,000— the  profits)  — 
excess  of  standard  over  ^2,000. 

Charitable  Subscriptions. 

Allowance  is  permitted  for  contributions,  made  after  i6th  July 
1920,  to  any  trust,  Sec,  for  relief  of  the  poor  or  sick,  advancement  of 
religion,  education,  or  scientific  research.  The  deduction  shall  not 
exceed  5  per  cent,  of  the  profits  and  20  per  cent,  of  the  contributions. 

Corporation  Profits  Tax. 

This  tax,  which  applies  to  British  companies  and  to  other  com- 
panies in  respect  of  English  profits,  is  5  per  cent.,  but  the  first  ;^5oo  is 
not  taxed. 

The  profits  are  based  on  income-tax  principles  and  the  tax  is  not  to 
exceed  10  per  cent,  of  the  profits  after  deducting  debenture  interest, 
preference  dividends  where  fixed  and  permanent  loan  interest  Income 
from  investments  is  liable. 

The  deduction  for  remuneration  of  a  director  or  manager  who  has 
a  controlling  interest  shall  not  exceed    1,000  per  annum. 

Co-operative  societies  are  liable  in  respect  of  surplus  arising  from 
transactions  with  members,  and  any  sums  paid  by  way  of  bonus, 
discount,  or  dividend  on  purchases  shall  be  deducted. 

Excess  Profits  Duty  is  a  deductible  expense,  but  not  income-tax. 
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By  Albert  Crew,  Barrister-at-Law. 

An  up-to-date  knowledge  of  recent  decisions  in  the  Courts 
is  of  the  greatest  value  to  accountants  and  business  men 
and  to  students  reading  for  their  examinations.  In  this 
column  are  noted  the  salient  features  of  the  leading  cases 
decided  during  the  preceding  month . 

Bankruptcy. 

Motion  to  Rescind  Receiving  Order  U-pon  Offer  to  Pa>y  Debts  in  Full. 

Where  a  motion  comes  before  the  Registrar  in  Bankruptcy  to  rescind  a 
Receiving  Order,  the  debtor  offering  to  pay  his  debts  in  full,  the  Registrar 
may  be  guided  by  the  opinion  of  the  Official  Receiver,  that  the  debtor  should 
submit  to  a  public  examination,  but  he  is  not  bound  by  it.  A  discretion  is 
vested  in  the  Registrar  under  Section  io8  of  the  Bankruptcy  Act,  1914,  and 
that  discretion  he  must  exercise.    In  re  a  Debtor  {1920,  B  &  C.R.  31). 

Death  of  Legatee  in  Testator^s  Lijetime. 

A  testator  bequeathed  property  to  his  son,  who  died  in  the  lifetime  of  the 
testator  intestate,  leaving  issue  who  survived  the  testator.  At  the  time 
of  his  death  the  son  was  an  undischarged  bankrupt.  It  was  held  that  by 
Section  33  of  the  Wills  Act,  1837,  the  property  so  bequeathed  was,  in  the 
events  which  happened,  property  which  devolved  on  the  bankrupt  before  his 
discharge,  and  consequently  that  by  virtue  of  Section  38  of  the  Bank- 
ruptcy Act,  1914,  it  vested  in  his  trustee  in  bankruptcy,  and  not  in  his  legal 
personal  representatives.    In  re  Pearson  (1920,  B  &  C.R.  38). 

Bills  of  Exchange. 

Cheque  Drawn  in  Francs. 

A  cheque  for  7,680  francs  (Paris)  is  a  bill  of  exchange,  being  a  sum  of 
money  certain,  or  which  can  be  made  certain  within  Section  9  (i)  {d)  of  the 
Bills  of  Exchange  Act,  1882,  which  provides  that  "  the  sum  payable  by  a  bill 
"is  a  sum  certain  within  the  meaning  of  this  Act,  although  it  is  required 
"to  be  paid  .  .  .  according  to  an  indicated  rate  of  exchange,  or  accord- 
"  ing  to  a  rate  of  exchange  to  be  ascertained  as  directed  by  the  bill."  The 
drawer  cannot,  as  between  himself  and  an  endorsee  of  the  cheque,  set  up  an 
oral  agreement  between  himself  and  the  original  payee  that  the  rate  of 
exchajige  shall  be  that  ruling  at  the  date  of  the  cheque.  In  an  action  on 
such  a  cheque,  the  rate  of  exchange  at  which  the  amount  of  the  judgment 
is  to  be  calculated  is  that  ruling  at  the  day  of  trial.  Cohn  v.  Boulken 
(1920,  36  T.L.R.  767). 

Companies . 

Quorum  consisting  of  One  Member  arid  a  Representative  Affointed  under 
Section  68  oj  the  Cenifanies  [Consolidation]  Act,  1908. 

This  was  a  petition  for  reduction  of  capital  on  which  the  only  question 
was  whether  the  special  resolution  to  reduce  the  capital  of  the  company 
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had  been  duly  passed.  The  articles  of  the  company  provided  that  Iwo  mem. 
bers  personally  shall  be  a  quorum.  There  were  present  at  the  confirmatory 
meeting  one  7nember  of  the  company  and  one  refresentaiive  to  represent  the 
Eastern  Development  Corporation,  Ltd.,  a  shareholder  of  the  company 
appointed  under  Section  68  of  the  Companies  Consolidation  Act,  1908,  which 
provides  that  a  company,  which  is  a  member  of  another  company,  may,  by 
resolution  of  the  directors,  authorise  any  of  its  officials  or  any  other  person 
to  act  as  its  representative  at  any  meeting  of  that  other  company,  and  the 
person"  so  authorised  shall  be  entitled  to  exercise  the  same  powers  on  behalf 
of  the  company  which  he  represents  as  if  he  were  an  individual  shareholder 
of  that  other  company.  Astbury,  J.,  held  that  the  meeting  was  duly  consti- 
tuted, and  confirmed  the  reduction  of  capital  in  Re  Kelantan  Coco  Nut 
Estates  Limited  and  Reduced  (1920,  W.N.  274). 

Contract. 

Restraint  of  Trade. 

Where  a  commercial  traveller  is  engaged  on  a  specified  "  beat"  assigned  to 
him,  a  covenant  not  to  trade  within  a  radius  of  five  miles  from  any  railway 
station  or  port  where  the  employer's  trade  is  too  wide  if  it  includes  districts 
within  which  the  covenantor  has  had  no  connection  during  the  employment. 
Even  though  the  traveller  attains  a  more  responsible  position,  which  brings 
him  in  contact  with  the  employers'  customers  over  a  large  part  of  itheir 
sphere  of  operations,  the  covenant  will  still  be  too  wide  if  it  covers  depart- 
ments in  which  he  has  had  no  concern,  and  if  it  is  not  severable.  Clarke, 
Sharf  6^  Co.,  Ltd.,  v.  Solomon  (1920,  36  T.L.R.  759). 

Refusal  of  Admission  to  a  Ticket-holder  at  a  First  Night  Performance. 

The  plaintiff,  having  been  engaged  in  the  production  of  an  opera  at  the 
Palace  Theatre,  made  charges  against  the  box-office  officials.  The  manage- 
ment then  discontinued  the  piece  and  substituted  another.  The  plaintiff 
obtained  tickets  for  the  first  night  of  the  new  piece  in  the  name  of  a  friend, 
but  was  refused  admission  by  the  manager  on  the  orders  of  the  managing 
director  of  the  company  which  owned  the  theatre.  In  an  action  against  the 
managing  director  for  procuring  a  breach  of  the  plaintiff's  contract  with  the 
company,  it  was  held  that  a  first  night  performance  was  on  a  special  footing, 
and  the  personal  element  entered  into  the  sale  of  seats,  that  the  management 
would  not  knowingly  have  sold  seats  to  the  plaintiff  on  this  occasion,  and, 
therefore,  he  could  not  make  himself  a  contracting  party  by  using  a  third 
person's  name,  and,  therefore,  there  was  no  contract  enforceable  by  the  plain- 
tiff, and  that  in  refusing  admission  the  defendant  was  acting  within  the  scope 
of  his  authority  as  managing  director,  and,  therefore,  as  the  agent  of  the 
company,  so  that  if  there  had  been  a  contract,  the  proper  remedy  would 
have  been  in  contract  against  the  principals,  and  not  in  tort  against  him  for 
procuring  a  breach  of  the  contract.    Said  v.  Butt  (1920,  36  T.L.R.  762). 

Contract  with  the  Crown. 

A  private  soldier,  on  enlistment,  was  given  a  pay-book,  which  showed  his 
rate  of  pay  to  be  6s.  per  day,  which  rate  of  pay  he  received  for  nearly  two 
years.  Subsequently,  it  was  discovered  that  he  had,  in  fact,  been  enlisted 
at  the  then  current  rate  of  is.  2d.  per  day,  and  that  the  previous  payments 
had  been  made  in  error.  He  was  paid  at  the  rate  of  is.  2d.  for  the  following 
four  years.  On  discharge,  he  claimed  payment  at  the  higher  rate  of  6s.  for 
the  last  four  years.  It  was  held  that  the  well-known  and  often  stated  rule 
that  all  engagements  between  those  in  the  military  service  of  the  Crown  and 
the  Crown  are  voluntary  only  on  the  part  of  the  Crown,  and  give  no  occa- 
sion for  an  action  in  respect  of  an  alleged  contract,  applies  as  well  to  private 
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soldiers  as  to  officers ;  and  that  if  there  is  a  species  of  contract  between  a 
private  soldier  and  the  Crown  upon  enlistment,  as  certain  expressions  in  the 
Army  Act,  1881,  would  seem  to  suggest,  it  is  a  unilateral  contract  only,  and 
not  one  which  is  legally  enforceable  at  the  instance  of  the  soldier  by  peti- 
tion of  right  or  at  all.    Leanian  v.  The  King  (1920,  W.N.  298). 

Scope  of  Ewployment. 

The  defendants'  servant,  in  breach  of  an  agreement  by  them,  brought 
benzol  on  to  the  plaintiff's  premises,  and  while  drawing  off  some  of  the 
benzol,  he  negligently  lit  a  cigarette  and  dropped  the  match  into  the  benzol, 
with  the  result  that  the  premises  and  their  contents  were  burned  down.  It 
was  held  that,  though  lighting  the  cigarette  was  not  within  the  scope  of  the 
servant's  employment,  yet  the  bringing  of  the  benzol  on  to  the  premises  was 
within  the  scope  of  his  authority,  and  the  damages  naturally  flowed  from 
it,  and  the  defendants  were  liable  for  breach  of  contract.  Jefferies  v. 
Derbyshire  Farmers,  Ltd.  (1920,  36  T.L.R.  825). 

S-pecipc  Performance  :  Agreed  Terms  subject  to  "  Title  and  Contract.'''' 

Where  all  the  terms  of  an  agreement  for  sale  had  been  settled  between  the 
parties  and  embodied  in  one  document,  "subject  to  title  and  contract," 
it  was  held  that  it  was  the  intention  of  the  parties  not  to  enter 
into  an}^  concluded  agreement,  except  in  the  form  of  a  written  and 
concluded  contract,  and  as  there  was  no  such  document,  there  was  no 
enforceable  contract.    Coofe  v.  Rid  out  (1920,  64  S.J.  684). 

Possession  Taken  by  Third  Party  and  Part  Performance. 

Where  A.  was  in  negotiation  for  the  lease  of  -a  house,  and  told  B.,  who  said 
she  would  like  to  rent  the  house,  but  afterwards  informed  A.  that  she  had 
decided  to  buy  it,  and  then,  in  the  presence  of  A.,  told  C,  her  nephew,  that 
she  had  decided  to  give  him  the  house,  and  C.  thereupon  gave  up  his  old 
house,  and  with  the  knowledge  of  A.,  B.  went  into  this  house  and  incurred 
expense  in  so  doing,  and  meanwhile  A.  had  entered  into  a  binding  contract 
to  take  the  lease  of  this  house,  but  before  the  assignment  thereof  B.  died, 
it  was  held  that  the  Statute  of  Frauds  was  no  defence  by  B.'s  executors  to  an 
action  for  specific  performance  of  this  contract  instituted  by  A.  and  C. 
Jiohler  V.   Aston  (1920.  64  S.J.  684). 

Negligence . 

Railway  Company  is  not  Liable  where  Child  is  Injured  by  a  Moving 
Staircase  when  ineffective  attempts  had  been  made  to  keep  Children 
away. 

The  plaintiff,  a  child  of  six  years  of  age,  was,  with  other  children,  play- 
ing on  the  moving  staircase  at  Liverpool  Street  Station,  when  he  placed  his 
hand  in  such  a  position  that  it  was  caught  by  the  moving  strap  which 
formed  the  handrail  to  the  staircase,  and  it  was  so  severely  crushed  that  it 
had  to  be  amputated.  It  was  held,  on  the  evidence,  that  the  Railway  Com- 
pany was  not  guilty  of  negligence,  and  had  done  what  they  could  to  stop 
children  playing  on  the  staircase,  and  that  the  child  was,  therefore,  a  tres- 
passer, and  that  the  company  was  not  liable.  Hardy  v.  Central  London 
Railway  (1920,  64  S.J.  683). 

Rate  of  Exchange. 

In  an  action  of  negligence,  causing  collision  and  damage  to  a  ship,  and 
consequential  loss  of  use  of  the  ship  during  repairs,  the  damages  must  be 
assessed  with  reference  to  the  actual  period  of  detention.  It  was  at  that 
time  that  the  owner  suffered  damage  by  loss  of  use.  If  they  are  proved  in  a 
foreign  currency,  the  tribunal  must  convert  them  into  English  currency  at 
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the  rate  of  exchange  prevailing  at  such  period,  following  the  principles 
that  an  English  judgment  for  damages  must  be  for  a  sum  of  English  money, 
and  that  where  the  damages  were  assessed  in  a  foreign  currency,  they  must 
be  converted  into  English  money  at  the  rate  of  exchange  ruling  at  the 
date,  with  reference  to  which  the  damages  in  the  foreign  currency  had  in 
law  to  be  assessed,  and  not  at  the  rate  of  exchange  ruling  at  the  date  when  the 
tribunal  was  called  upon  to  convert  into  English  money  the  damages  so 
ascertained.    7'/ie  Voltumo  (1920,  W.N.  301). 

Wills  and  Executors. 

Construction  of  Life  Estate  to  Husband,  "  knoiving  he  will  carry  out  my 
wishes.'''' 

A  testatrix  bequeathed  all  her  real  and  personal  estate  to  her  husband  for 
his  use  and  benefit  during  his  life,  "  knowing  that  he  will  carry  out  my 
wishes,"  and  four  days  after  the  date  of  her  will  signed  an  unattested 
memoxandum  expressing  her  wish  that  the  money  she  left  to  her  husband 
should,  on  his  death,  be  equally  divided  among  certain  named  beneficiaries. 
Eve,  J.,  in  1920,  1  Ch.  501,  held  that  there  was  no  enforceable  trust  created 
in  favour  of  the  beneficiaries  named  in  the  memorandum,  inasmuch  as  it  had 
not  been  proved  that  the  wishes  of  the  testatrix  had  been  known,  and  com- 
municated to  the  husband  at  or  before  the  execution  of  the  will.  The  deci- 
sion of  Eve,  J.,  was  reversed  on  appeal  (see  Accountants^  Journal,  July  1920, 
p.  182),  the  Court  of  Appeal  holding  that  the  husband  who  took  at  l?.w  for  his 
own  benefit  the  corpus  of  his  wife's  property,  could  not  properly  refuse  to 
carry  into  effect  a  wish  as  to  the  disposition  of  that  property  expressed  to  him 
by  the  wife  before  her  death,  and  assented  to  and  accepted  by  him.  The 
principle  was  stated  in  French  z>  French  (1902,  i  Jr.  Rep,  172),  In  such  a 
case  it  made  no  difference  whether  the  will  was  made  before  or  after  the  com- 
munication of  the  testatrix's  wishes  to  the  legatee,  the  presumption  being 
that  the  testatrix  would  have  revoked  her  will  and  made  another  disposi- 
tion if  she  had  not  relied  upon  the  promise  expressed  or  implied  by  the 
legatee  to  fulfil  her  wishes.  There  was  evidence  that  the  testatrix  communi- 
cated to  the  husband  what  her  wishes  were  outside  the  will,  and  that  he 
assented  to  and  undertook  the  obligation  imposed  upon  him  by  the  fact  that 
he  would  take  the  corpus  of  her  property  under  an  express  or  implied  pro- 
mise to  carry  into  effect  her  wishes.    In  re  Gardner  (1920,  W.N.  273). 

Loan  by  Wife  to  Husband.    Annuity  Secured  by  Bond  Substituted  therefor. 

A  m-arried  woman  in  1900  lent  her  husband  ;^i,ooo  for  business  purposes, 
and  in  1910  gave  her  a  bond  for  ;^2,ooo,  reciting  that  he  had  lately  agreed 
to  sell  her  an  annuity  of  £^0  for.  her  life  for  ;^i,ooo,  which,  in  pursuance 
of  such  agreement  she  had  paid  to  him,  and  the  husband  paid  the  annuity 
regularly  down  to  the  time  of  his  death,  and  after  his  death  the  wife 
assigned  the  bond  for  valuable  consideration  to  a  third  party.  It  was  held 
that  in  the  administration  of  the  husband's  estate,  which  was  insolvent,  the 
third  party  could  prove  for  the  value  of  the  annuity,  the  giving  of  the  bond 
being  a  totally  new  transaction,  and  the  circumstances  of  the  original 
transaction  being  immaterial,  and  that  it  did  not  come  within  Section  3 
of  the  Married  Women's  Property  Act,  1882  (which  provides  that  loans  by 
wife  to  husband  for  business  purposes  shall  be  treated  as  assets  of  her 
husband's  estate  in  case  of  bankruptcy).    In  re  Slade  (1920,  64  S.J.  668). 

Charge  on  Real  and  Personal  Estates  in  Proportion  to  their  Value  in  case 
of  Intestacy. 

The  Intestates'  Estates  Act,  1890,  Sections  i  and  2,  provide  that  the  widow 
of  an  intestate  leaving  no  issue  is  entitled,  where  the  net  value  of  the  real 
and  personal  estates  exceed  ;!^5oo,  to  ;^5oo  part  thereof  absolutely,  and  to  a 
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charge  of  ^500  upon  the  whole  of  his  real  and  personal  estates,  to  be  borne 
in  proportion  to  the  values  of  the  real  and  personal  estates  ascertained  as  in 
the  Act  provided.  It  was  held  that  the  Act  gives  to  the  widow  merely  a 
charge  on  the  realty  in  respect  of  the  proportion  of  the  ;{,'5oo  to  be  borne  by 
such  estate,  and  that  she  is  not  entitled  to  any  portion  of  the  real  estate  in 
specie  (i.e.  in  money).    Dunican  v.  Duyiican  (1920,  i  Jr.  Rep.  212). 

Misdescriftion  of  Specific  Bequest. 

A  testatrix,  who  owned  eight  leasehold  houses  in  Sydney  Terrace,  Black 
Rock,  numbered  3  to  10  inclusive,  by  her  will  directed  her  executors  to  sell 
"  the  seven  houses  I  hold  in  Sydney  Terrace,"  and  hold  the  proceeds  upon 
certain  trusts.  It  was  held  that  the  eight  houses  passed  under  the  bequest,  as 
it  was  a  gift  of  an  entire  thing  followed  by  an  insufficient  enumeration  of  the 
particulars  of  which  that  entirety  consists — a  false  description  which  does 
not  vitiate  the  gift.    Moore  v.  Phelan  (1920,  i  Jr.  Rep.  233). 

Soldier^s  Will  and  Death  after  Demobilisation. 

Coleman,  on  mobilisation,  wrote  a  postcard  to  his  cousin  (the  applicant) 
directing  him,  in  the  event  of  his  death,  to  inquire  of  his  regimental  company 
for  anything  left  behind.  While  on  active  service  he  wrote  to  the  same 
cousin  that  if  anything  happened  to  him  his  cousin  could  "  claim  all 
belongs  to  me,  because  it  is  in  my  will."  It  was  held  that  the  postcard  and 
the  letter  taken  together  constituted  a  good  soldier's  will  witliin  the  Wills 
Act,  1837,  Section  11,  and  that  the  applicant,  as  universal  legatee  thereunder, 
was  entitled  to  administration  of  the  deceased's  estate,  with  the  will 
annexed,  and  that  a  refturn  to  civil  life,  prior  to  death,  does  not  operate 
as  a  revocation  of  a  soldier's  will  in  the  absence  of  any  expression  of  inten- 
tion to  the  contrary  in  the  document  itself.  In  re  Coleman  (1920,  2  Jr  Rep. 
332)- 

Students'  Society  Notes. 

The  Chartered  Accountant  Students  Society  of  London. 

The  Society's  Free  and  Advanced  Courses  in  Bookkeeping,  Accounts,  and 
Auditing,  and  in  Law  will  commence  this  month  at  the  following  times  :  — 
Free  Accounts  Class,  c  p.m.  Thursday,  9th  September.  Advanced  Accounts 
Class,  6  p.m.  Thursday,  9th  September.  Free  Law  Class,  5.30  p.m., 
Friday,  loth  September.  Advanced  Law  Class,  6.30  p.m.,  Friday,  loth 
September. 

Each  course  consists  of  ten  classes,  one  class  being  held  each  subsequent 
week  at  the  same  time.  They  are  held  in  the  Examination  Hall  of  the 
Institute,  Moorgate  Place. 

The  accountancy  subjects  are  conducted  by  Mr.  R.  F.  M.  de  Paula, 
O.B.E.,  F.C.A.  (Accountancy  Lecturer  at  the  London  School  of  Economics), 
assisted  by  Mr.  W.  E.  E.  Newman,  A.CA.,  and  the  Legal  Classes  are  under 
the  direction  of  Mr.  Herbert  Jacobs,  B.A.,  Barrister-at-Law,  with  the  assist- 
ance of  Mr.  T.  E.  Haydon,  M.A.,  Barrister-at-Law. 

The  Elementary  Classes  are  free  to  all  members  of  the  Society,  and  a  fee 
of  one  guinea  is  payable  in  respect  of  each  Advanced  Course. 

Examinations  will  be  held  at  t^e  end  of  each  course,  and  prizes  awarded. 

Full  particulars  of  the  above  can  be  obtained  on  application  to  the 
Secretary,  48  (Gresham   Street,  E.C.  2. 

The  Autumn  Session  programme  commences  on  Wednesday,  29th  Septem- 
ber, with  a  discussion  on  the  questions  set  at  the  recent  May  Examinations. 
The  discussion  on  the  Final  questions  will  be  opened  by  Mr.  A.  R.  Sweet, 
and  on  the  Intermediate  by  Mr.  J.  W.  Park,  both  gentlemen  being  Honours- 
men  in  the  Examination. 
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Mr.  Jacubs,  13. A.,  IJarrister-at-Liiw,  will  deliver  a  lecture  on  the  follow- 
ing Wednesday  (6th  October),  on  "  Recent  Cases  on  Excess  Profits  Duty 
and  Income  Tax,"  at  which  Sir  Gilbert  Garnsey,  K.B.E.,  F.C.A.,  will 
preside. 

October  13th. — >.ir.  11.  A.  I'ustlewaite  will  read  his  essay,  which  was 
awarded  a  prize  by  the  Ministry  of  Labour,  on  the  "  Published  Accounts  of 
Government."    Mr.  F.  G.  Bowers,  O.B.E.,  A.C.A..  will  take  the  chair. 

October  20th. — A  lecture  by  Mr.  William  Cash,  F.C.A.,  entitled  '"Muni- 
cipal Accounts,"  the  Chairman  being  Mr.  J.  W.  Woodtho^pe,  F.C.A. 

October  27th. — "  The  Detection  of  Fraud  in  Accounts,"  by  Mr,  F.  R.  M. 
de  Paula,  O.B.E.,  F.C.A.,  Sir  Arthur  Whinney,  K.B.E.,  F.C.A.,  in  the 
chair. 

November  3rd. — A  Joint  Debate  with  the  Chartered  Secretaries  Students' 
Society,   full   particulars  of  which  will  be  issued  later. 

November  loth.— Lecture  by  Six  Basil  E.  Mayhew,  K.B.E.,  F.C.A., 
"  Accounts  of  Hospitals  and  Other  Charities."  The  President  of  the 
Society,  Sir  William  Plender,  G.B.E.,  F.C.A.,  has  promised  to  take  the 
chair. 

November  17th. — The  essay  awarded  first  prize  in  connection  with  the 
recent  course  of  lectures  on  Costing  will  be  read  by  Mr.  W.  C.  Green. 
The  donor  of  the  prize,  Mr.  A.  Charles  worth,  F.C.A.,  will  take  the  chair. 

The  Society's  Sixteenth  Annual  Dinner  will  be  held  at  the  Connaught 
Rooms  on  the  8th  December  next,  further  particulars  of  which  will  be 
announced  later. 

All  the  lectures,  &c.,  will  be  held  in  the  Examination  Hall  of  the  Institute 
on  Wednesdays,  at  6  p.m.,  except  where  otherwise  stated! 

Chartered  Accountants  Students'  Society  of  Kingston - 

upon -Hull. 

The  Society  had  a  fairly  successful  session  during  1919-20. 

The  Committee  is  very  desirous,  however,  of  obtaining  a  more  regular 
attendance  at  the  meetings,  and,  generally,  a  greater  display  of  interest,  par- 
ticularly among  the  younger  members,  for  whose  benefit  the  Society  is 
principally  being  carried  on. 

Will  members  kindly  note  that  the  annual  meeting  will  be  held  towards 
the  end  of  August  or  in  the  early  days  of  September.  In  addition  to  the 
election  of  officers,  the  business  will  be  of  a  special  nature,  full  particulars 
of  which  will  be  circulated  prior  to  the  meeting. 

We  are  glad  to  note  that  all  our  candidates  for  the  May  Examinations 
of  the  Institute  were  successful,  namely  : — 

Final.—].  S.  Turnbull  (Fifth  Place),  D.  B.  Hargreave,  G.  B.  Robins. 

Intermediate. — W.  Houghton,  and  H.  E.  Pettingell. 

Our  thanks  are  due  to  Mr.  W.  Vivian  for  his  kindly  and  energetic 
interest  in  the  Society,  particularly  during  the  war  years ;  we  hope  to 
keep  in  touch  with  him,  notwithstanding  his  departure  to  another  sphere  <of 
action. 

Sheffield  Chartered  Accountants  Students'  Society. 

The  Thirty-sixth  Annual  General  Meeting  of  the  above  Society  was  held 
in  the  Library,  Hoole's  Chambers,  Bank  Street,  Sheffield,  on  Wednesday, 
2ist  July  1920,  Mr.  H.  C.  Nicholson  in  the  chair. 

All  officers  having  retired  according  to  custom,  the  following  were  elected 
for  the  ensuing  year  : — 

President  and  Vice-President. — Not  yet  elected. 
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Com7nHtee. — Messrs.  B.  E.  Brown  (Chairman),  H,  C.  Nicholson,  F. 
Downing,  S.  E.  Warburton,  A.  J.  R.  Slaney,  J.  Morrison,  G.  R.  Simons,  and 
K.  Pater  son. 

Joint  Hon.  Secretaries. — S.  Jones,  c/o  Messrs.  Camm,  Metcalfe  &  Co., 
Town  Hall  Chambers,  87  Fargate,  Sheffield.  V.  G,  P.  Brough,  c/o  Messrs. 
Knox,  Burbidge  &  Co.,  45  Bank  Street,  Sheffield. 

Hon.  Treasurer.— \\ .  J.  Scott,  c/o  Messrs.  Hadfield,  Riddell  &  Co., 
York  Street,  Sheffield. 

Hon.  Auditors. — L.  C.  Howlden  and  T.  D.  Cockerill. 

Refresentatives  on  Joint  Committee  of  Union  of  Chartered  Accountants 
Students''  Societies. — S.  E.  Warburton  and  V.  G.  P.  Brough. 

Sub-Connnittee  to  dealtvith  Re-ports  to  Accountants''  Journal. — F.  Downing, 
E.  O.  Cameron,  and  V.  G.  P.  Brough. 

It  was  decided  that  the  annual  subscription  should  be  at  the  rate  of  15s. 
I>er  annum  as  heretofore,  but  this  should  no  longer  include  cost  of  Account- 
ants'' Journals,  but  that  a  copy  of  Joint  Transactions  should  be  included 
instead.  Members  should  in  future  purchase  their  Journals  through  the 
Hon.  Secretary,  but  should  bear  the  cost  of  these  themselves. 

The  Chairman,  remarking  on  the  successful  past  year,  said  that  the 
thanks  of  the  meeting  were  due  to  the  officers  who  had  done  their  work 
so  well.    A  vote  of  thanks  to  the  Chairman  concluded  the  meeting. 

We  take  this  opportunity  of  offering  our  heartiest  congratulations  to  the 
following  of  our  members  who  were  successful  at  the  recent  examinations  of 
the  Institute  :  — 

Final . 

N.  A.  Denson  (Honours),  articled  to  Mr.  C.  Turner,  F.C.A.  (Now  with 
Birmingham  Society.) 

B.  E.  Brown,  articled  to  Mr.  N.  H.  Deakin,  F.C.A. 
J.  C.  Brown,  articled  to  Mr.  E.  B.  Wortley,  F.C.A. 

V.  B.  Elliott,  articled  to  Mr.  W.  Holmes,  F.C.A.  (Now  with  London 
Society.) 

H.  C.  Nicholson,  articled  to  Mr.  W.  G.  Hawson,  F.C.A. 
K.  P.  Paterson,  articled  to  Mr.  W.  U.  Camm,  F.C.A. 
G.  R.  Simons,  articled  to  Mr.  G.  W.  Roberts,  F.C.A. 
A.  J.  R.  Slaney,  articled  to  Mr.  L.  S.  Brady,  A.C.A. 

C.  P.  Tiptaft,  articled  to  Mr.  H.  P.  Barber,  F.C.A. 

S.  E.  Warburton,  articled  to  Mr.  C.  F.  Lawton,  A.C.A. 
W.  W.  Ward,  articled  to  Mr.  F.  McBain,  F.C.A. 

Intermediate. 

J.  Black,  articled  to  Mr.  R.  L.  Marsden,  F.C.A. 

T,  D.  Cockerill,  articled  to  Mr.  J.  M.  Moulson,  F.C.A. 

We  hope  shortly  to  welcome  the  students  of  Sheffield  and  surrounding 
districts  who  have  been  successful  in  their  Preliminary. 

We  beg  to  inform  all  students  that  the  Saturday  morning  lectures,  which 
have  been  suspended  since  the  middle  of  July,  will  recommence  during 
September. 

The  syllabus  for  1919-20  is  now  in  course  of  preparation,  and  any  sugges- 
tions by  members  as  to  subjects  for  discussion,  lectures,  &c.,  would  be 
welcomed  by  the  Joint  Hon.  Secretaries. 
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Correspondents  who  wish  to  make  use  oj  this  column  are  requested  to 
write  their  queries  on  one  side  of  the  paper  only  and  to  he  as  brief  as 
possible.  There  is  no  need  to  enclose  a  covering  letter  if  the  communica- 
tion is  headed  "  Accountants'  Journal,  Queries  and  Replies  column," 
and  signed  at  the  end  with  the  name  and  address  of  the  sender,  which 
will  not  he  published  if  the  query  is  signed  with  a  nom  de  plume.  If 
the  query  is  accompanied  by  a  stamped  addressed  envelope  the  reply  will 
be  sent  by  post  as  soon  as  possible. 

Directors'  Refusal  to  Register  Transfers. 

Are  there  any  instances  on  record  where  the  directors  of  a  "private" 
company  having  exercised  their  privilege  of  refusing  to  register  the 
transfer  of  shares  without  assigning  any  reason,  the  transferee  has  taken 
the  matter  to  the  Court  and  the  Court  has  compelled  the  directors  to 
disclose  the  reason  for  their  refusal,  and  has  insisted  on  them  registering 
the  transfer  ? — C.  L.  P. 

A  shareholder  has  a  prima  facie  right  to  transfer  his  shares  freely 
to  whom  he  pleases,  unless  restricted  by  the  company's  articles  of 
association.  In  the  case  of  a  private  company  the  Companies' 
Consolidation  Act  requires  some  restriction  upon  transfer,  and  so  long 
as  the  directors  bona  fide  exercise  their  discretion  to  refuse  to  register 
a  transfer  within  the  powers  given  by  the  articles,  the  Court  will  not 
override  their  decision  or  compel  them  to  state  their  reasons  {Ex  parte 
Penney) .  But  if  it  can  be  shown  that  the  directors  have  not  properly 
performed  their  duties  or  have  acted  from  improper  motives  the 
Court  may  order  the  registration  of  the  transfer  {Coalport  China 
Company) .  The  test  is  whether  the  refusal  to  register  is  upon  grounds 
on  which  power  is  given  to  directors,  and  it  was  held  in  the  cases  of 
London  Birmingham  Bank,  Poole  v.  Middleton,  and  Robinson  v. 
Chartered  Bank  that  the  directors  were  abusing  their  powers  by  a 
refusal  to  allow  a  transfer  to  anyone  at  all,  but  good  grounds  for  refusal 
would  be  e.g.  that  the  transferee  is  unable  to  pay  calls  or  actively 
engaged  in  a  rival  business. 

Preference  Shares. 

In  my  reading  I  have  come  across  the  following  passages  dealing  with 
Preference  Shares,  and  I  would  be  obliged  if  you  i^'ould  express  an 
opinion  through  the  "Queries  column." 

(1)  In  the  absence  of  express  provision  to  the  co]:t'  '.vy.  Preference 
Shares  are  cumulative,  and  are  entitled  to  ram.  pari  passi4,  with 
other  classes  of  shares  in  the  division  of  a  capital  surplus  on 
liquidation,  whether  or  not  they  have  priority  as  to  repayment  of 
Capital. 

(2)  When  preferential  rights  are  given  as  to  Capital  or  Dividend,  in 
the  absence  of  provisions  to  the  contrary  in  the  articles,  any  right 
to  a  further  share  in  the  assets  is  ipso  facto  negatived.  {National 
Telephone  Co.,  1913,  and  Will  v.  United  Lankat  Plantation  Co., 
1913-) 
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In  the  first  passage,  if  the  Preference  Shares  carry  the  right  of  prioritv 
as  to  Capital,  how  can  they  rank  pari  passu  with  the  other  shares  ? 

In  the  second,  how  can  one  reconcile  the  two  statements  as  to  return  of 
Capital  surplus  ? — Puzzled. 

Provisions  either  in  the  memorandum,  articles,  or  terms  of  issue 
of  Preference  Shares,  which  give  the  holders  a  preference  in  regard 
to  dividend,  do  not  give  preference  in  regard  to  the  division  of  Capital 
unless  it  is  expressly  mentioned  {Driffield  Gas  Light  Co.),  and  it  was 
held  in  the  case  of  Griffiths  v.  Paget  that  upon  reconstruction  of  a 
company  the  Preference  shareholders  were  in  no  better  position  than 
the  Ordinary  shareholders,  as  there  was  no  provision  as  to  the  division 
of  Capital. 

If  the  Ordinary  or  Deferred  Shares  are  not  to  receive  the  whole 
profits  after  the  Preferred  Shares  have  received  their  dividends,  it  is 
necessary  to  specifically  state  how  reserve  funds  or  accumulated 
profits  are  to  be  dealt  with. 

If,  however,  the  memorandum  or  articles  defiaitely  state  that, 
upon  the  winding-up,  the  Preference  Shares  have  preferential  rights,  or 
that  surplus  assets  must  first  be  applied  to  the  repayment  of  Preference 
Shares,  there  seems  to  be  a  diversity  of  legal  opinion  upon  the  question 
as  to  whether  the  Preference  shareholders  participate  in  any  surplus 
after  the  repayment  of  the  ordinary  capital.  Swinfen  Eady,  J., 
holding,  in  the  Espuela  Land  and  Cattle  Co.  case,  that  they  do,  and 
Sargant,  J.,  deciding  in  the  National  Telephone  Co.,  following  the 
decision  in  Will  v.  United  Lankat  Plantations,  that  they  do  not. 

Distribution  of  Profits  on  Amalgamation. 

When  two  private  limited  liability  companies  agree  to  amalgamate,  and 
when  the  accounts  are  finally  closed  and  made  up  to  an  agreed  date  pre- 
paratory to  the  amalgamated  company  taking  over  administrative  charge, 
is  it  not  customary  to  distribute  all  sums  standing  at  credit  in  Profit  and 
Loss  Account  on  that  date  among  the  respective  shareholders  under  the 
principle  or  usage  known  as  "equity  distribution  "  ? 

In  the  case  in  question  no  fresh  shareholders  are  to  be  admitted,  no 
additional  capital  being  required,  so  that  the  proprietary  body  remains 
unaltered,  and  ample  provision  in  the  shape  of  reserve  funds  having  also 
been  made  by  both  parties  to  the  amalgamation,  the  equity  distribution  will 
not  hamper  or  handicap  the  new  company  in  any  way. — H.  M.  H. 

The  point  raised  here  will  depend  almost  entirely  upon  the  provisions 
in  the  articles  of  the  amalgamating  companies.  If  these  declare  that 
profits  are  to  be  applied  in  certain  proportions  amongst  the  different 
classes  of  shareholders,  and  contain  no  reference  to  a  reserve  fund, 
then  the  shareholders  should  be  entitled  to  the  amounts  standing  to 
credit  of  Profit  and  Loss.  If  the  articles  give  power  to  directors 
[R,  Pater  son  &  Sons  v.  Pater  son)  to  carry  surplus  profits  to  reserve, 
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they  rriay  do  so  at  their  discretion,  and  possibly,  in  the  case  mentioned, 
they  think  it  will  be  in  the  interests  of  shareholders  if  they  retain  the 
undivided  profits  as  further  working  Capital. 

Cost  Accounts. 

I  should  be  very  grateful  if  you  could  give  me  the  following  infor* 
mation  : — 

(1)  The  name  of  a  good  text-book  on  general  Cost  Accounts. 

(2)  The  name  of  a  text-book  dealing  with  the  Bookkeeping  and  Accounts 
of  Tea  Estate  Companies  ? — Harmic. 

We  should  recommend  either  of  the  following  books  on  Cost 
Accounts  : — 

"  Cost  Accounts,"  by  Whittem  Hawkins  (Gee  &  Co.). 

"  Cost  Accounts,"  by  W.  Strachan,  F.S.A.A.  (Whittingham) . 

"  Cost  Accounts  in  Principle  and  Practice,"  by  Clifford  Ridgway, 
A.C.A. 

We  cannot  at  the  moment  recommend  any  publication  dealing 
with  Tea  Estate  Companies,  but  we  will  make  inquiries. 

Secret  Reserve. 

Will  you  please  let  me  know  how  sums  deducted  from  the  year's  net 
profits  of  a  limited  liability  company  and  earmarked  by  the  directors  for 
"depreciation"  of  buildings  and  plant,  should  be  shown  in  the  Balance 
Sheets  ? 

In  the  case  I  am  referring  to  a  sum  of  ;^io,ooo  has  been  so  earmarked 
during  the  last  4  years,  and  concurrently  with  these  allotments  an  actual 
expenditure  0/^35,000  has  been  incurred  and  debited  in  Profit  and  Loss 
Account  for  the  effective  up-keep  and  repair  of  these  very  buildings  and 
plant,  so  that  there  has  been  no  necessity  for  the  company  to  avail  itself 
of  the  ;^io,ooo  placed  at  its  disposal  for  "depreciation." 

How,  then,  as  a  matter  of  correct  accountancy  should  this  sum  of  un-^ 
spent  money  be  shown  in  the  Balance  Sheets,  in  which  no  trace  whatever 
of  it  can  be  found  ? 

I  ought  to  state  that  year  by  year  the  Balance  Sheets  do  show  a  propor- 
tionate reduction  in  the  pre-war  values  of  the  buildings  and  plant,  but  this 
is  a  mere  book  entry  and  throws  no  light  on  what  has  become  of  the  cash 
set  apart  for  depreciation.  It  is  neither  funded  under  its  proper  heading 
nor  does  it  merge  into  any  of  the  other  reserve  funds  of  the  company. 
The  Balance  Sheets  show  no  trace  of  the  ;^io,ooo — for  all  practical 
purposes  it  might  not  be  in  existence. — H.  M.  H. 

In  our  opinion  sums  specifically  earmarked  for  depreciation  of 
buildings  and  plant  should  be  shown  on  the  Balance  Sheet  as  deductions 
from  the  specific  assets  in  respect  of  which  the  depreciation  is 
provided. 
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In  the  case  given  it  would  appear  that  in  view  of  the  large  expendi- 
ture on  the  upkeep  and  repair  further  depreciation  would  not  be 
necessary  unless  the  buildings  were  held  upon  lease,  in  which  case 
a  Sinking  Fund  should  be  set  up. 

Our  correspondent  apparently  thinks  that  in  cases  where  deprecia- 
tion is  provided  for  an  equivalent  sum  in  cash  is  set  aside,  but  this 
is  not  so  unless  a  Sinking  Fund  is  set  up  and  the  cash  actually  invested 
outside  the  business,  in  which  case  both  Sinking  Fund  and  the  invest- 
ment thereof  would  appear  on  the  Balance  Sheet  as  liability  and 
asset  respectively. 

The  method  of  treatment  in  the  instances  under  discussion  leads 
us  to  suppose  that  the  directors  prefer  to  regard  this  (apparently 
unnecessary)  writing  down  of  pre  war  values  of  the  assets  as  a  secret 
reserve,  as  they  do  not  disclose  the  fact  on  the  Balance  Sheet. 
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By  Herbert  W.  Jordan. 

In  the  following  lecture ,  Mr,  H ,  PV .  Jordan,  the  author  of 
well-known  text-books  on  Company  Law  and  Practice,  pro- 
pounds a  scheme  of  profit-sharing  for  companies,  the 
adoption  of  which  he  co7itends  would  improve  the  relations 
between  employer  and  employed,  and  help  to  promote  indus- 
trial harmony. 

The  unrest  which  is  so  prevalent  generally  in  the  industrial  world 
is  not  a  passing  phase,  but  is  an  intense  condition  or  stage  in  symptoms 
of  dissatisfaction  and  discomfort  felt  by  those  engaged  therein  which 
have  long  existed  in  this  and  other  countries.  Ancient  records  afford 
abundant  evidence  of  labour  unrest.  In  the  second  book  of  the  Bible, 
for  instance,  there  is  given  a  vivid  account  of  intense  unrest  on  the 
part  of  the  Israelites  in  consequence  of  their  oppression  by  Pharaoh 
over  3,000  years  ago  ;  and  in  i  Samuel  xxv.  10,  Nabal,  a  few  centuries 
later,  is  recorded  as  making  the  contemptuous  remark  to  David's 
young  men  that  "  there  be  many  servants  nowadays  that  break  away 
every  man  from  his  master  "  (in  response  to  a  prosperity-sharing 
proposal  they  made  to  him,  it  is  interesting  to  observe,  in  passing).^ 

During  the  war  this  unrest  occasionally  broke  bounds  and  reached 
an  acute  stage,  which  was  relieved  and  perhaps  sometimes  even  in 
part  remedied  by  one  influence  or  another  ;  but  such  settlements  can 
only  be  regarded  as  temporary  expedients,  and  a  general  review  of  the 
reiatio  s  between  employers  and  emplo-  ees  is  necesbarw 

Although  some  of  the  unrest  and  agitation  is  doubtless  due  to  simple 
discontent,  and  as  such  beyond  the  power  of  any  employer  to  allay, 
it  is  not  fair  to  characterise  it  wholly  as  such,  nor  is  it  fair  to  judge 
industrial  workers  generally  by  the  noise  and  disturbance  created  by 
the  small  number  of  "  discontents,"  for  the  clamour  of  such  a  section 
of  any  community  is  usually  out  of  proportion  to  its  number.  Putting 
aside,  therefore,  the  noisy  discontent  of  this  minority,  who  we  are 
satisfied  do  not  represent  the  general  body  of  workers,  and  turning  to 
the  more  reasoned  aims  of  the  better  advised,  it  must  be  admitted 
that  there  is  much  in  the  agitation  going  on  in  the  Labour  World  that 
is  good.  Most  people  agree  that  the  aims  and  aspirations  of  the  workers 
generally  should  be  recognised,  and  that  any  aim  at  betterment  should 
be  encouraged  as  possibly  productive  of  much  that  is  good. 

It  is  in  this  spirit  that  I  want  to  consider  generally  some  of  the 
schemes  that  have  been  put  forward  ;  to  show  in  some  cases  their 
weaknesses  ;  to  point  out,  if  I  may,  why,  in  my  judgment,  the  majority 
of  them  have  not  been  successful ;  and  to  offer  a  scheme  of  profit- 
sharing,  in  the  case  of  companies,  which  I  hope  you  will  agree  with 


*  A  lecture  delivered  under  the  auspices  of  the  Industrial  League  and  Council  at  Caxton  Hall, 
on  Wednesday,  2Tst  April,  1920,  at  7.30  p.m.,  Sir  Donald  Maclean,  M.P.,  K.B.E.,  in  the  chair. 
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me  is  practicable  and  reasonably  capable  of  putting  the  relationship 
between  employer  and  employee  on  a  happier  plane  where  it  is  adopted. 

Any  scheme  designed  to  promote  industrial  harmony  must  commence 
by  recognising  just  claims  made  on  Labour's  behalf.  It  would  be 
positively  harmful  (as  well  as  futile),  for  example,  to  offer  a  profit- 
sharing  scheme  as  an  alternative  to  the  concession  of  a  standard  wage 
or  union  recognition. 

A  claim  to  participate  in  profits  is  sometimes  put  forward  on  behalf 
of  labour,  and  some  of  the  more  advanced  and  enlightened  workers 
voice  a  desire  to  so  have  the  conditions  of  their  employment  ordered 
that  their  status  can  rise  and  their  resources  be  improved  by  being 
associated  \vith  their  employers  as  co-partners,  with  a  right  to  take 
part  or  assist  in  the  control  of  the  business  in  which  they  are  employed 
or  engaged  and  to  participate  further  in  the  profits  of  the  undertaking. 
But  this  is  not  a  very  general  claim.  Indeed,  profit-sharing  alone  (with- 
out co-partnership)  is  not  asked  for  to  a  great  extent  by  labour,  but 
rather  meets  with  opposition  in  some  trade  union  circles.  Neverthe- 
less, the  view  has  recently  been  expressed  by  a  leader  in  profit-sharing 
— Lord  Leverhulme — that  the  Ultima  Thule  of  Industrial  Re-organisa- 
tion wDl  be  reached  when  workmen  can  qualify  as  directors  and 
participate  in  the  control  of  industry.  But  Lord  Leverhulme — as 
he  was  in  advance  of  the  times  in  the  matter  of  co-partnership — is  in 
advance  of  the  times  in  this,  which  he  admits. 

Co-partnership  is  frequently  associated  with  profit-sharing  schemes, 
and  strongly  commended  by  many.  In  theory  it  would  seem  to  be 
desirable  that  employees  should  hold  some  financial  interest  in  the 
company  with  which  they  are  associated,  but,  owing  to  the  practical 
difficulties  that  arise,  few  companies  distribute  bonuses  to  their 
employees  in  shares.  If  a  company  desires  to  adopt  that  course,  it 
should  safeguard  itself  by  reserving  power  to  pay  the  whole  or  part  of 
the  amount  in  cash  at  any  time  when  additional  capital  is  not  required, 
or  by  limiting  the  number  of  shares  that  employees  may  hold.  It  is 
true  that  the  difficulty  may  be  overcome  in  the  case  of  public  companies 
by  applying  the  bonuses  in  the  purchase  of  shares  in  the  market ;  but 
private  companies  predominate,  and  their  members  as  a  rule  desire 
to  hold  their  shares  as  permanent  investments.  Moreover,  if  employees 
are  compelled  to  take  bonuses  in  shares,  they  have  some  ground  for 
considering  that  they  should  be  protected  against  the  loss  of  their 
capital  in  the  event  of  the  company's  prosperity  coming  to  an  end. 
The  better  course,  as  a  general  rule,  would  seem  to  be  to  offer  every 
encouragement  to  employees  to  invest  their  bonuses  in  purchasing 
shares  of  the  company,  without,  however,  putting  any  pressure  on 
them  to  do  so.  I  think  conditions  should  not  be  imposed  on  shareholders 
by  reason  of  their  being  in  the  company's  service  ;  such  persons  should, 
I  consider,  have  the  same  right  to  transfer  their  shares  as  if  they  were , 
not  associated  with  the  company  otherwise  than  as  shareholders. 

The  reasons  for  organised  labour's  opposition  to  profit-sharing  are 
many,  but  they  mainly  appear  to  be  :  (i)  Doubt  as  to  the  sincerity 
of  employers,  who  may  induce  workers  to  put  forward  extra  effort  to 
suit  their  own  purposes,  and  then  to  so  manipulate  figures  relating  to 
their  business  that  but  little  profit  available  for  distribution  is  revealed, 
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and  the  return  the  workers  get  for  their  greater  exertions  is  insignificant. 
In  effect,  such  employers  endeavour  to  get  cheap  labour  as  a  conse- 
quence of  their  promising  a  participation  in  profits.  But  labour  cannot 
be  fooled  any  more  than  the  donkey  is  by  the  proverbial  carrot,  and 
to  paraphrase  a  noted  humorist,  "  You  can  fool  all  the  workers  part 
"  of  the  time,  or  fool  some  of  the  workers  all  the  time,  but  you  can't 
"  fool  all  the  workers  all  the  time."  (2)  The  introduction  of  a  profit- 
sharing  scheme  is  sometimes  an  excuse  for  imposing  on  employees 
conditions  which,  rightly  or  wrongly,  have  been  considered  by  the 
employees'  union  to  be  a  veiled  attack  upon  the  principles  of  trade 
unionism.  (3)  If  the  scheme  is  attractive  and  well  administered  it  is 
calculated  to  increase  output.  Labour  views  this  as  a  possible  cause 
®f  unemployment,  fearing  that  over-production  may  be  stimulated  or 
that  the  labour  of  a  smaller  number  of  individuals  may  be  found  to 
suffice  for  a  given  output.  (4)  However  much  the  employees  may 
strive  to  make  the  business  prosper,  an  en  or  of  judgment  or  incompe- 
tence on  the  part  of  the  directing  heads  may  nullify  their  efforts,  so 
that  although  they  may  exert  themselves  more  than  could  reasonably 
be  expected  under  ordinary  conditions  they  fail  to  receive  recognition. 

The  first  of  these  objections  would,  I  think,  be  removed  by  my 
scheme,  with  which  I  will  deal  a  little  later.  Where  such  ground  exists 
for  objection,  as  in  the  second  instance,  it  appears  to  me  that  employees 
are  justified  in  rejecting  the  proposal.  Any  attempt  by  an  employer 
to  obtain  from  employees  the  observance  of  conditions  which  he  is 
aware  could  not  be  established  through  the  offices  of  the  employees' 
union  is  not  to  be  commended.  Objection  No.  3  is  due  to  narrow 
outlook.  Restriction  of  output  inevitably  leads  to  unemployment, 
and  places  this  country  in  an  unfavourable  position  in  comparison 
with  other  countries,  and  frequently  makes  it  impossible  for  manu- 
facturers to  compete  (in  normal  times  and  circumstances)  in  foreign 
markets,  and  loss  of  orders  to  manufacturers  is  the  natural  result. 

Objection  4  must  always  apply  in  some  measure  (especially  in  highly 
technical  and  specialised  industries)  ;  but  it  must  not  be  overlooked 
•  that  the  employees'  interests  in  this  respect  are  identical  with  those 
of  the  shareholders,  who  perforce  have  to  run  the  same  risk. 

It  is  not  suggested  for  one  moment  that  profit-sharing  should  be 
considered  as  a  method  of  placating  dissatisfied  and  disgruntled  work- 
people, nor  on  the  other  hand  as  a  dodge  to  "  put  off  "  employees 
from  securing  a  proper  and  just  wage.  Neither  is  it  part  of  the  pro- 
gramme of  profit-sharing  advocates  to  lower  wages  and  to  offer  a 
fluctuating  (and  in  some  cases  possibly  a  problematical)  share  of  the 
profits  of  the  industry  as  a  "  set  off."  Any  suggestion  of  this  latter 
nature,  however  well  intended,  would  inevitably  give  rise  to  suspicion, 
and  where  that  feehng  exists  the  enterprise  will  be  handicapped  fmm 
the  start. 

But  granted  the  payment  of  a  fair  wage  or  salary  at  the  outset,  the 
policy  of  profit-sharing,  it  is  considered  by  its  advocates,  should  induce 
employees  to  take  an  intelligent  interest  in  the  welfare  of  the  business 
or  industry  in  which  they  are  engaged,  to  feel  that  they  are  human 
partners  in  an  enterprise,  and  not  merely  cogs  in  a  wheel  of  a  machine. 
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In  short,  if  an  employee  is  given  an  incentive  to  interest  himself  in 
his  daily  occupation  and  encouraged  to  feel  that  he  has  a  stake  in  the 
business  and  is  more  than  a  cog  in  one  of  the  wheels  of  industry,  he 
will  be  happier  in  his  work  and  feel  that  his  status  is  improved.  The 
industrial  world  will  then  in  the  course  of  time  see  the  coming  into 
existence  of  a  class  of  employee  who  will  stabilise  labour  and  be  an 
efficient  counter  to  the  less  responsible  sections  of  the  labour  community. 

To  achieve  success  a  profit-sharing  scheme  must  be  based  on  a 
desire  to  further  these  ideas,  and  the  existence  of  goodwill  is  pre- 
eminently necessary  between  employer  and  employee.  Suspicion 
on  the  part  of  employees  is  the  most  frequent  disturber  of  the  harmony 
and  has  undoubtedly  been  largely  in^^trumental  in  bringin.i?  about  the 
failure  of  many  attempts.  If  an  employer  is  only  out  to  increase  the 
production  of  his  works,  and  disposed  only  to  benefit  his  emploj^ees 
when  he  has  quite  satisfied  his  desire  for  further  profit,  little  prospect 
of  his  workpeople  becoming  the  happy  family  of  the  industrial  reformers' 
aims  exists,  and  he  will  only  have  done  injury  to  the  cause  of  the 
advocates  of  profit-sharing  as  a  solution  of  the  prevailing  discontent. 

The  report  of  the  Ministry  of  Labour  on  Profit  Sharing  and  Labour 
Co-partnership  just  issued  shows  that  of  the  545  schemes  which  were 
started  before  1919  only  183  are  still  in  operation.  About  35  schemes 
were  started  in  19 19,  and  it  is  to  be  presumed  that  in  most  of  such  cases 
no  distribution  has  yet  been  made.  The  abandonments  are  attributed 
to  such  causes  as  the  death  of  the  employer,  changes  of  management, 
and  failure  to  earn  sufficient  profit  to  enable  any  distribution  to  be 
made  to  employees  ;  but  the  most  common  reason  given  is  dissatisfac- 
tion on  the  part  of  employers,  the  apathy  of  the  employee  being  the 
common  cause  of  such  dissatisfaction. 

It  seems  unfortunate  that  ?,o  valuable  and  comprehensive  a  report 
does  not  explain  the  cause  of  the  apathy  of  the  employees  (which  is 
the  root  difficulty)  or  offer  any  suggestion  as  to  how  their  interest  could 
be  aroused.  The  explanation  is,  I  believe,  in  practically  every  case, 
that  the  employees  have  to  accept  whatever  may  be  offered  them  and 
as  a  general  rule  are  entirely  in  the  hands  of  their  employers.  That  . 
is  the  weak  spot  in  all  profit-sharing  schemes.  It  may  be  predicted 
with  confidence  that  until  the  rights  of  the  employees  are  safeguarded 
the  majority  of  the  new  schemes  will,  like  their  predecessors,  be  short- 
lived. Under  the  existing  conditions  it  is  hardly  reasonable  to  expect 
profit-sharing  schemes  to  be  an  effective  encouragement  to  the  employees 
to  avoid  waste  and  co-operate  with  the  management  and  generally 
to  exert  themselves  to  further  the  interests  of  the  company,  nor  is  it 
reasonable  to  reproach  employees  for  their  apathy  towards  the  scheme. 
It  is  scarcely  necessary,  however,  to  observe  that  where  a  scheme  has 
resulted  in  substantial  benefits  to  the  employees  for  some  years  it  is 
highly  appreciated  and  tends  to  promote  harmonious  relations  between 
the  employers  and  their  staff. 

In  few,  if  any,  cases  are  employees  given  the  vis^ht  to  claim  any  sum 
under  the  company's  scheme,  and  they  perforce  have  to  trust  entirely 
to  the  directors'  sense  of  honour.  Profits,  it  is  well  known,  may  be 
camouflaged  to  almost  any  extent  by  various  methods,  some  of  which 
are  quite  unexceptionable.    Employees  generally  are  not  furnished 
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with  copies  of  the  Balance  Sheet,  but  even  if  they  were  it  would  avail 
little.  How  many  shareholders,  for  instance,  get  much  enlightenment 
from  the  Balance  Sheets  they  receive  ? 

My  suggestion,  accordingly,  is  that  all  profit-sharing  schemes  should 
be  on  the  lines  of  some  standard  formulated  by  the  Board  of  Trade, 
or,  if  the  standard  is  departed  from,  that  official  recognition  should  be 
withheld  until  the  scheme  has  been  agreed  to  by  the  Whitley  Councils 
for  the  respective  industries  and  also  approved  by  the  Board  of  Trade, 
and  that  the  Board  should  make  rules  as  to  the  application  of  all 
schemes.  One  of  the  provisions  might  give  employees  or  their  repre- 
sentative the  right  of  access  to  the  auditor,  empowering  him  to  demand 
whatever  information  may  be  needed  to  ascertain  whether  the  amount 
allocated  to  employees  out  of  profits  is  adequate.  The  auditor  would 
not  necessarily  be  required  to  furnish  full  details  or  even  to  disclose 
the  amount  of  remuneration  taken  by  the  principal,  but  he  would  have 
to  be  satisfied  that  for  the  purpose  of  the  scheme  not  more  than  the 
standard  remuneration  had  been  allowed  an  owner-manager  or  his 
nominees.  Machinery  could  probably  be  devised  in  connection  with 
the  Whitley  Council  for  the  district  for  settling  a  standard  method  of 
arriving  at  owner  managers'  salaries. 

Com.panies  adopting  it  should  undertake  to  administer  the  scheme 
for  a  definite  period,  such  as  five  years.  If  during  that  period  it  did 
not  pro^•e  satisfactory  the  company  should  be  entitled  to  withdraw 
the  scheme  from  operation  on  giving  twelve  months'  notice  of  its 
intention  to  do  so  at  the  end  of  the  fourth  financial  year. 

To  some  of  the  reasons  for  failure  I  have  referred,  and  there  are 
probably  others  occurring  less  frequently  and  not,  therefore,  worth 
wearying  you  with. 

Where  the  schemes  have  been  given  a  fair  trial  by  all  the  parties 
interested  absolute  failure  rarely  results  ;  and  it  is  claimed  that  as  a 
general  rule  not  only  have  the  schemes  tended  to  enhance  the  prosperity 
of  the  business  but  that  the  emplo^^ees  have  received  substantially 
more  than  their  normal  wages,  and  have  proved  themselves  willing, 
contented,  and  happy  workers  (particularly  where  they  have  been 
admitted  as  shareholders). 

It  is  my  opinion,  therefore,  that  if  a  standard  scheme  (of  an  elastic 
character)  could  be  launched,  which  contained  safeguards  against  the 
objections  that  I  have  mentioned,  many  businesses  the  proprietors  of 
which  have  hesitated  to  venture  on  a  scheme  of  their  own  evolving  would 
be  disposed  to  adopt  it. 

It  may  be  recalled  that  in  the  early  part  of  last  year  the  Prime 
Minister  foreshadowed  action  by  the  Government  to  further  the  adop- 
tion of  profit-sharing  schemes.  More  recently  profit-sharing  has  been 
advocated  by  men  of  such  widely  divergent  views  as  Mr.  J.  A.  Seddon, 
M.P.,  and  Lord  Robert  Cecil,  and  just  lately,  during  Easter  week,  at 
Mountain  Ash,  10,000  miners  from  various  parts  of  the  coalfield  at  a 
demonstration  against  nationalisation  of  mines  passed  a  resolution 
opposing  the  project,  and  advocated  a  system  of  profi-t-sharing  after 
payment  of  a  fair  dividend  on  capital  and  a  proper  wage  to  employees. 
With  backing  from  such  different  quarters  success  for  a  standard 
scheme  should  be  tolerablv  certain. 
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In  the  first  place  I  would  suggest  that  to  encourage  profit-sharing 
and  to  popularise  it  some  concession  or  advantage,  such  as  a  rebate 
or  remission  of  income  or  profits  tax,  for  example,  should  be  granted 
to  firms  adopting  the  scheme  I  am  about  to  put  before  you,  or  such  other 
scheme  as  may  be  approved.  Of  course,  it  will  inevitably  be  pointed 
out  that  this  will  occasion  loss  to  the  revenue  ;  but  against  this  has 
to  be  set  the  benefits  accruing  to  both  capital  and  labour  as  a  conse- 
quence of  the  increased  efficienc}^  which  Avould  almost  certainly  result. 

The  standard  scheme  could  be  adopted  by  any  companies  or  firms 
favouring  profit-sharing,  or  by  any  individual  employer,  but  the 
concessions  made  by  the  Government  should  be  granted  alike  to  com- 
panies and  firms  having  already  in  operation  a  system  of  profit-sharing, 
subject  to  their  respective  existing  schemes  being  approved  by  the 
Board  of  Trade. 

Possibly  it  might  be  considered  that  some  method  of  identifying 
companies  and  firms  associating  themselves  with  the  project  should 
be  devised  ;  and  the  identification  might  take  the  form  of  the  right 
(subject  to  certain  safeguards)  to  use  the  words  "  profit-sharing  "  after 
the  name,  which  could  appear  on  the  company's  letter  paper  and  other 
stationery.    I  will  refer  to  this  more  particularly  later. 

Under  the  suggested  scheme  the  net  profits  available  for  dividend 
after  providing  for  depreciation  of  plant,  machinery,  &c.,  according 
to  the  accepted  scale,  would  first  be  applied  in  the  payment  of  a  6  per 
cent,  cumulative  dividend  on  the  issued  and  paid  up  capital  (the 
minimum  return  on  a  sound  investment),  and  a  further  3  per  cent, 
(non-cumulative) ,  in  view  of  the  risks  incurred  by  all  industrial  concerns. 

The  6  per  cent,  cumulative  dividend  is  suggested,  with  the  3  per 
cent,  further  dividend,  as  a  standard  return  at  the  present  time. 
Should  the  average  rate  of  return  on  trustee  securities  vary,  the  rates 
of  dividend  under  the  scheme  would  vary  accordingly.  For  example, 
to  go  back  to  the  time  when  the  standard  was  3I  per  cent,  the  cumu- 
lative dividend  would  then  have  been  at  that  rate,  and  the  rate  of  the 
non-cumulative  dividend  would  have  been  if  per  cent.,  thus  entitling 
the  employees  to  bonus  after  per  cent,  had  been  earned.  It  may  be 
that  some  would  consider  the  non-cumulative  dividend  should  be 
constant,  and  that  would  appear  to  be  a  logical  proposal.  But  when 
the  rate  was  3 J  per  cent.,  an  additional  if  per  cent,  was  as  attractive 
as  3  per  cent,  or  35  per  cent,  is  now  ;  and,  on  the  other  hand,  if  the 
6  per  cent,  standard  should  rise  in  the  future  to,  say,  10  per  cent., 
a  non-cumulative  dividend  of  3  per  cent,  would  probably  be  deemed 
insufficient. 

The  issue  of  debentures  or  other  "  loan  capital  "  at  an  unduly  high 
rate  of  interest  with  the  object  of  securing  as  large  a  rate  as  possible 
for  capital  at  the  expense  of  the  employees  would  have  to  be  forbidden. 

It  may  be  that  the  standard  will  be  considered  too  rigid  to  apply 
to  all  industries  and  that  a  Board  of  Referees  should  be  appointed  to 
modify  the  rates  to  meet  varying  conditions  as  circumstances  require. 
A  precedent  for  this  is  afforded  by  the  Finance  Act,  19 17,  which 
authorises  such  a  Board  to  vary  the  statutory  percentage  allowed  on 
capital  for  the  purpose  of  calculating  the  amount  subject  to  excess 
profits  duty. 
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Any  profit  beyond  the  9  per  cent,  for  the  distribution  or  allocation 
of  which  provision  has  been  made  should  be  divided  into  three  parts 
and  applied  as  follows  : — 

{a)  The  first  third  should  be  distributed  among  the  shareholders 
as  a  further  dividend,  in  accordance  with  their  respective 
rights. 

{b)  The  second  third  should  be  distributed  among  employees 
(including  acting  directors,  secretary,  managers,  cashiers,  &c.) 
in  proportion  to  their  remuneration  or  in  any  other  pre- 
determined  proportions.    The   distribution   may   take  the 
form  of  a  cash  payment,  or  be  applied  in  any  manner  approved 
by  a  majority  of  the  employees. 
{c)  The  third  portion  should  be  "  earmarked  "  "  Pension  "  and 
applied  for  the  purpose  of  providing  pensions  for  the  employees 
of  the  company  as  stated  later. 
Assuming  the  case  of  a  company  the  capital  of  which  is  ^10,000, 
divided  into  5,000  6  per  cent,  cumulative  preference  shares  and  5,000 
ordinary  shares,  and  further  assuming  that  a  net  profit  of  ;^i,200 
had  been  earned,  the  distribution  (if  no  amount  were  placed  to  reserve) 
would  be  on  the  following  lines  : — 


6  per  cent,  on  preference  shares  . . 
12  per  cent,  on  ordinary  shares  . . 

£ 
300 
600 

Residue — 

2  per  cent,  on  ordinary  shares 

To  employees  in  cash 

To  employees,  on  Pension  Account 

100 
100 
100 

;^I,200 

The  distribution  under  [a)  needs  no  comment. 

The  distribution  under  {b)  would  normally  be  made  in  cash,  but  it 
is  desirable  that  wherever  possible  employees  should  be  invited  to 
apply  their  bonuses  in  purchasing  shares  of  the  company.  Employees 
should  not,  I  consider,  be  compelled  to  take  shares  in  satisfaction  of 
their  bonuses,  as  it  would  seem  to  be  better  to  encourage  them  to 
practise  thrift  rather  than  to  make  thrift  compulsory. 

Difference  of  opinion  exists  as  to  whether  it  is  better  to  make  the 
amount  paid  to  an  employee  proportionate  to  his  salary  or  to  make  it 
correspond  with  his  position  in  the  business.  As  a  general  rule  the 
amount  of  the  salary  or  wages  is  the  most  convenient  basis  on  which 
to  apportion  profit,  though  the  two  ideas  may  be  incorporated  if 
desired. 

The  manner  in  which  the  third  portion  (c)  would  under  the  proposed 
scheme  be  applied  to  pension  purposes  requires  to  be  explained. 

The  provision  for  the  needs  of  old  age  is  a  question  which  vitally 
concerns  most  industrial  workers.  That,  and  the  upbringing  and 
education  of  their  sons  and  daughters,  are  questions  closely  related, 
and  the  assurance  of  the  former  would  tend  to  make  the  accomplish- 
ment of  the  latter  more  free  from  anxiety  and  concern.    The  disposi- 
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tion  of  profits  under  [c]  therefore  calls  for  close  consideration,  designed 
as  it  is  to  relieve  emplo^^ees  to  some  extent  of  the  burden  of  providing 
for  the  requirements  of  age,  and  to  that  extent  releasing  a  man's  savings 
for  other  and  more  immediate  uses.  It  is  suggested  that  the  funds 
available  under  this  head  should  be  paid  into  a  State-approved  pension 
fund,  each  employee  being  credited  with  the  proportion  paid  in  on  his 
account.  He  would  have  a  pension  book  in  which  would  be  recorded 
the  amount  paid  in  on  his  behalf,  and  the  book  would  be  made  up  at 
regular  intervals.  When  an  employee  reached  the  prescribed  age 
(say  6i)  he  would  be  entitled  to  an  annuity  justified  by  the  amount 
which  had  been  paid  in  to  the  pension  fund.  The  pension  fund  should 
be  administered  by  a  group  of  insurance  companies  of  proved  stability, 
the  risk  being  shared  by  them  and  "  backed  "  bythe  State. 

If  an  employee  left  to  enter  the  service  of  another  profi.t-sharing 
company,  his  participation  would  go  on  as  before,  but  if  he  entered 
the  service  of  a  company  not  adopting  the  scheme,  provision  should 
be  made  to  allow  him  to  make  deposits  or  pay  premiums  to  supplement 
the  amount  standing  to  his  credit.  If  he  did  not  enter  the  service  of 
a  firm  contributing  to  the  pension  fund  under  the  scheme,  and  did 
not  himself  make  any  payments  thereto,  he  would,  when  the  time 
came,  receive  as  annuity  the  amount  justified  by  the  original  allocations 
of  profits  to  pension  fund  on  his  behalf  His  interest  in  the  application 
of  {c)  is  solely  in  respect  of  pension,  and  he  would  not  be  entitled  to 
be  paid  out  as  part  of  the  contribution  made  on  his  behalf  any  propor- 
tion of  the  sums  paid  into  the  pension  fund  by  his  employers. 

Where,  however,  an  employee  not  employed  in  a  profit-sharing 
company  makes  voluntary  contributions  to  supplement  the  contribu- 
tions of  any  previous  employer,  he  should  be  entitled  to  the  repayment 
of  such  voluntary  contributions,  with  a  justified  addition  as  interest, 
after  giving  notice  and  satisfying  prescribed  conditions.  This  is  not 
a  matter  repsenting  any  great  actuarial  difficulty,  and  in  point  of  fact 
is  nearly  comparable  to  the  practice  of  at  least  one  insurance  company 
in  respect  of  annuities. 

It  is  suggested  that  by  this  means  it  will  be  possible  for  every  industry 
to  make  some  direct  provision  for  the  old  age  of  its  employees  without 
itself  incurring  any  future  liability  which  it  might  be  unable  to  meet, 
and  the  reproach  that,  after  having  claimed  a  man's  services  for  perhaps 
the  whole  of  his  life,  he  has  been  thrown  on  his  own  resources  at  an 
advanced  age,  would  not  be  so  frequently  heard. 

It  might  be  preferred  that  the  total  of  the  amounts  paid  into  the 
State  Fund  should  be  pooled,  so  that  the  employee  of  a  company  making 
modest  profits  would  participate  equally  with  the  employee  of  a 
highly  prosperous  company.  It  is  conceivable  that  such  an  arrange- 
ment would  be  advantageous,  as  every  worker  (as  distinct  from  those 
who  are  "  independent  ")  would  be  assured  of  some  provision,  whether 
the  company  or  firm  he  had  served  were  prosperous  or  not.  But  I 
would  not  suggest  pooling  the  amount  payable  in  cash,  as  to  do  so 
would  remove  the  incentive  on  the  part  of  the  employees  to  do  their 
best  to  further  the  prosperity  of  the  individual  business  in  which  they 
were  engaged. 
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It  is  scarcely  necessary  to  add  that  benefits  under  such  a  scheme 
would  be  paid  as  of  right,  and  there  should  not  be  taken  into  account 
in  any  way  income  derived  from  savings  in  any  other  manner.  The 
question  of  the  modification  of  the  system  of  paying  the  existing 
national  old-age  pensions  ought  to  be  considered  in  this  connection. 

Before  any  distribution  of  profits  the  company's  accounts  and  the 
amount  available  for  dividend  and  apportionment  under  the  scheme 
should  be  certified.  Where  an  audit  is  regularly  conducted  by  a  firm 
(or  individual)  of  Chartered  or  Incorporated  Accountants,  their 
certificate  should  be  acceptable. 

Profits  placed  to  reserve  should  be  treated  as  additional  capital  for 
the  purpose  of  calculating  dividends.  If,  in  the  example  I  have  given, 
the  directors  placed  ^200  of  the  ^1,200  profit  to  reserve,  the  ordinary 
shareholders  would  only  take  ^500  instead  of  ^700,  or  a  dividend  of 
10  per  cent,  for  that  year,  but  in  the  following  year  their  proportion 
of  the  profits  would  be  calculated  on  ^5,200,  i.e.  ordinary  share  capital 
;^5,ooo,  plus  reserve  ;^2oo.  The  amount  to  which  they  would  be 
entitled  would  work  out  at  ^712,  equal  to  a  dividend  of  approximately 
14^  per  cent.  If,  however,  it  was  again  determined  to  make  a  similar 
sacrifice  by  placing  (assuming  the  profits,  for  the  sake  of  example, 
were  the  same)  a  further  sum  of  ^200  to  reserve,  the  ordinary  share- 
holders would  receive  a  dividend  of  approximately  loi  per  cent., 
and  when  the  next  accounting  period  came  round  the  amount  of  the 
ordinary  shares,  for  dividend  purposes,  would  be  reckoned  as  ;^5,400, 
and  carry  the  right  to  a  dividend  on  that  sum.  For  the  purpose  of 
the  scheme  it  is  assumed  that  the  amount  standing  to  the  credit  of 
the  Reserve  Fund  will  be  equally  as  productive  as  the  issued  capital 
of  the  company.  Any  premium  on  the  issue  of  shares  would  be 
treated  as  an  addition  to  the  capital. 

Frequently,  the  authorised  or  issued  capital  of  a  company  bears 
little  relation  to  the  value  of  the  business,  and  the  market  price  (where 
quoted)  is  not  always  a  reliable  criterion.  In  fairness,  therefore,  both 
to  employees  and  shareholders  a  valuation  should  be  made  where  an 
existing  company  adopts  the  scheme,  and  the  value  so  fixed  should 
be  the  basis  on  which  dividends  are  paid. 

If,  for  example,  in  the  case  instanced  earlier  of  a  company  with  a 
nominal  capital  of  ;£io,ooo,  a  valuation  showed  the  business  to  be 
worth  only  ;^8,ooo,  the  shareholders  would  be  entitled  to  9  per  cent, 
on  that  amount,  viz.  ;^72o  (equal  to  6  per  cent,  on  the  ^5,000  preference 
shares  and  8i  per  cent,  on  the  ^5,000  ordinary  shares)  and  one-third 
of  the  sum  of  ;^48o,  the  balance  of  the  profits.  But  if  the  valuation 
figure  were  ^12,000  the  shareholders  would  be  entitled  to  ^1,080  (equal 
to  6  per  cent,  on  the  preference  shares  and  1 51  on  the  ordinary  shares) 
and  one-third  of  ^120,  the  balance  of  the  profits. 

The  prospectus  of  the  Newfoundland  Fish  Products,  Ltd.,  the 
subscription  list  of  which  closed  last  week,  affords  an  interesting 
illustration  of  the  working  of  the  scheme.  The  capital  is  ^300,000, 
divided  into  250,000  8  per  cent,  cumulative  participating  preference 
shares  of       each  and  1,000,000  ordinary  shares  of  is.  each. 


317 


The  Accountants'  Journal. 


In  Bryant  &  May's  case  employees  participate  after  payment  ol 
8  per  cent,  dividend,  free  of  income-tax  (the  equivalent  of  ii?  per  cent.). 
If  the  value  of  the  business  is  accurately  reflected  by  the  market  price 
of  the  shares  (33s.)  employees  would,  on  the  basis  of  that  scheme, 
participate  after  payment  of  7  per  cent,  dividend  (subject  to  income- 
tax)  to  the  extent  of  one-half  of  the  surplus  profits  (subject  to  directors' 
recommendation).  Under  my  scheme  employees  would  participate 
to  the  extent  of  two-thirds  of  surplus  after  payment  of  9  per  cent, 
dividend. 

If  we  accept  the  promoters'  estimate  of  the  net  profits,  namely, 
;{i38,iio  per  annum,  the  distribution  under  my  scheme  would  be  as 
follows  : — 

£ 

Profit         ..        ..        ..        ..        ..        ..  138,110 

9  per  cent,  on  issued  capital  of  ;^30o,ooo         . .  27,000 

Balance      ..        ..        ..        ..        ..  111,110 

One- third  to  Capital       . .        . .       , .  37,037 

To  Employees    . .        . .        . .        . .  £7^,0^^ 


The  prospectus  states  that  after  payment  of  the  fixed  preferential 
dividend  of  8  per  cent,  the  profits  are  to  be  applied  in  the  payment 
of  a  dividend  of  the  same  amount  to  the  ordinary  shareholders,  and 
any  balance  is  to  be  distributed  equally  between  the  holders  of  the 
respective  cleisses  of  shares. 

The  sum  of,  say,  ;^64,ooo  (;^27,ooo  plus  ;^37,o37),  due  to  capital, 
would  therefore  be  divisible  as  follows  : — 

£ 

8  per  cent,  on  ;^25o,ooo  Preference  Shares  . .  20,000 
40  per  cent,  on  ;^5o,ooo  Ordinary  Shares  . .  20,000 
4^  per  cent,  on  ;^25o,ooo  Preference  Shares  . .  12,000 
24  per  cent,  on  ;^50,ooo  Ordinary  Shares         . .  12,000 

It  will  be  observed  that  the  dividend  on  the  preference  shares  will 
be  at  the  rate  of  124  per  cent.,  and  on  the  ordinary  shares  at  the  rate 
of  64  per  cent.  If  the  promoters'  optimism  should  be  justified  it  may 
be  that  the  large  dividends  paid  to  shareholders  would  reconcile  them 
to  the  payment  of  even  so  large  a  sum  as  £74,07$  to  the  employees. 

If  any  sum  were  placed  to  reserve  the  shareholders  would  take  a 
smaller  amount  in  dividend,  but  the  amount  of  the  reserve  fund  would 
be  reckoned  as  capital  for  the  purpose  of  calculating  dividends.  If, 
for  example,  the  reserve  fund  amounted  to  ;^io,ooo,  dividends  in  the 
following  year  would  be  calculated  e  n  the  sum  of  ;^3 10,000  (so  that 
the  ordinary  shareholders  could  take  a  dividend  at  an  even  higher 
rate  than  64  per  cent.). 

With  proper  safeguards  to  secure  the  rights  of  participation  under 
the  scheme  of  employees,  their  willing  and  intelligent  co-operation  with 
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the  directors  in  the  conduct  of  the  business  should  be  anticipated  with 
confidence,  and  increased  efficiency  should  as  a  consequence  result. 

In  the  enhanced  profits  that  would  probably  follow  I  suggest 
employees  should  participate  ;  and  if,  after  capital  has  received  a 
dividend  of  9  per  cent.,  the  balance  is  divided  between  the  shareholders 
and  the  employees  in  the  proportions  of  one-third  and  two-thirds  as 
already  explained,  I  think  an  equitable  apportionment  will  be  reached 
although  the  proportions  (as  in  the  case  of  the  standard  percentage  on 
capital)  might  well  be  modified  by  a  Board  of  Referees  to  suit  particular 
industries. 

I  have  endeavoured  to  set  before  you  as  briefly  as  I  can  the  main 
features  of  the  scheme  I  suggest  and  have  given  cases  to  illustrate  its 
working. 

To  show  its  possibilities  as  a  means  of  providing  pensions,  I  have 
obtained  from  two  large  profit-sharing  companies  a  statement  of  the 
amounts  paid  to  their  employees  under  their  existing  schemes,  and 
have  estimated  the  bonuses  which  would  be  received  by  the  employees 
under  the  plan  outlined. 

During  the  past  ten  years  each  employee  of  Messrs.  Clarke,  Nickolls 
&  Coombs,  Ltd.  (other  than  those  casually  engaged)  received  a  cash 
bonus  of,  on  an  average,  5s.  6d.  per  annum.  If  the  distribution 
had  been  made  as  suggested  in  my  scheme,  each  employee  would  have 
received  approximately  £11  14s.,  of  which  half  would  be  paid  in  cash 
and  half  paid  away  for  pension  purposes. 

From  actuarial  estimates  I  have  had  prepared  it  appears  that  the 
£$  17s.  paid  in  on  Pension  Account  would,  in  the  case  of  a  man  of  21, 
entitle  him  to  a  pension  of  ^65  i8s.  2d.  on  his  attaining  the  age  of  61, 
assuming  the  extent  to  which  he  shared  in  the  surplus  profits  of  the 
company  to  be  maintained. 

In  the  case  of  an  employee  coming  within  the  operation  of  the 
scheme  at  the  ages  of  31  or  41,  the  annuity  would  amount  to  ;^38  17s.  lod, 
or  ;^2o  IS.  gd.  respectively. 

In  the  case  of  a  female  employee,  the  annuity  would  be  sUghtly  less 
by  reason  of  the  expectation  of  life  being  longer  in  the  case  of  women. 

In  the  case  of  Messrs.  Spillers  Milling  and  Associated  Industries, 
Ltd.  (whose  scheme  of  profit-sharing  only  applies  to  the  clerical  staff), 
their  returns  for  the  past  four  years  show  that  those  entitled  to  partici- 
pate received,  on  an  average,  £ij  los.  in  fully  paid  shares  of  the 
company  and  £6  los.  in  cash. 

Under  my  scheme  (if  applied  to  all  the  employees)  it  is  estimated 
that  each  employee  would  receive  approximately  £16,  half  being  paid 
in  cash  and  half  as  pension  premium. 

The  actuarial  estimate  in  this  case  shows  that  such  an  allocation, 
if  paid  on  behalf  of  a  man  of  21,  would  yield  a  pension  of  £<^o  2s.  6d. 
on  his  reaching  the  age  of  61  ;  that  is  assuming^the  rate  of  participation 
to  be  maintained. 
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The  introduction  of  a  profit-sharing  scheme  may  to  those  who  have 
not  concerned  themselves  with  the  subject  give  rise  to  apprehension 
and  fear  that  the  market  value  of  the  shares  of  the  companies  adopting 
it  may  be  adversely  affected. 

To  allay  any  such  misgivings  or  apprehensions  I  have  looked  up  the 
quotations  of  the  ordinary  shares  of  all  the  companies  that  have 
adopted  profit-sharing  schemes  whose  shares  are  quoted  on  the  Stock 
Exchange,  to  see  if  there  is  any  evidence  that  the  introduction  of  their 
schemes  has  had  a  prejudicial  effect  on  the  market  price,  and  I  find 
that  in  ever^^  instance  only  the  normal  market  fluctuations  have 
occurred.  The  following  figures  give  (i)  the  price  at  approximately 
twelve  months  before  the  scheme  was  initiated  ;  (2)  the  price  at  the 
approximate  date  of  its  adoption  ;  and  (3)  the  price  approximately 
twelve  months  after  ;  and  they  will  be  seen  to  support  my  statement. 


bpillers  Milling  and  Associated 

Industries,  Ltd. 

1905 

1906 

1907 

1906* 

13S 

i3li 

14I 

Pease  &  Partners,  Ltd. 

1906 

1907 

1908 

1907* 

iii 

Bradbury,  Greatorex  &  Co.,  Ltd. 

1914 

1915 

1914' 

b 

8 

William  Cory  &  Son,  Ltd. 

1914 

1915 

1914' 

Home  &  Colonial  Stores,  Ltd. 

1914 

1915 

1916 

1915* 

William  Hollins  &  Co.,  Ltd. 

1916 

1917 

1918 

1917* 

0 

l3 

Burmah  Oils  Co.,  Ltd. 

1918 

I9I9 

1920 

1919* 

17 

British  Empire  Trust  Co.,  Ltd. 

1918 

1919 

1920 

1919* 

u 

u 

Distillers  Co.,  Ltd. 

I9I8 

1919 

1920 

1919* 

18 

I9A 

19? 

London  County  Westminster 

&  Parr's  bank,  Ltd. 

I9I8 

1919 

1920 

1919* 

17 

16* 

143 

Bryant  &  May,  Ltd. 
1919* 

I9I8 

1919 

1920 

-The  year  in  which  the  scheme  was  introduced. 


In  putting  these  propositions  before  you  I  do  not  attempt  to  suggest 
that  the  details  of  the  scheme  should  be  regarded  as  other  than  tentative, 
and  if  any  feature  should  be  calculated  to  frighten  capital — even  though 
the  apprehension  might  not  be  justified — modification  of  the  offending 
provision  would  be  imperative.  On  the  other  hand,  it  should  be  borne 
in  mind  that  no  scheme  will  achieve  any  useful  purpose  unless  in  fram- 
ing it  a  bona  fide  attempt  is  made  to,  in  some  measure,  satisfy  the 
reasonable  aspirations  of  labour  and  to  put  the  rela.tion?.hip  between 
employer  and  employee  on  a  happier  footing. 
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A  Company   Secretary's   Duties— V. 

By  W.  H.  Fox. 

(Author  of  "The  Company  Secretary.") 

The  bookkeeping  system  of  a  company  must  naturally 

vary  according  to  the  class  of  business  carried  on,  but  there 

are  certain  fundamental  books  which  must  be  kept  regularly 

written  up  by  all  companies,  and  it  is  to  a  description  of 

these  that  the  following  article  is  devoted. 

Books  of  Account. 

The  phrase  "  Books  of  Account  "  is  intended  to  include  only  those 
financial  books  relating  to  the  company's  operations,  exclusive  of  the 
Register  of  Members  and  other  statutory  books  which  have  been  dealt 
with  elsewhere. 

Every  class  of  business  carried  on  by  limited  companies,  and,  indeed, 
companies  carrying  on  the  same  class  of  business,  do  not  necessarily 
have  the  same  set  of  financial  books  for  the  purpose  of  recording  their 
transactions.  The  one  object  to  be  always  kept  in  view  is  to  have  such 
a  set  of  books  as  will  be  most  suitable  in  the  particular  case,  and  which 
will  clearly  and  sufficiently  record  the  company's  transactions  with  the 
least  possible  duplication  of  entries. 

When  a  business  starts  on  a  small  scale  it  will  naturally  not  be  desir- 
able to  have  so  many  or  such  elaborate  books  as  may  be  necessary  when 
the  operations  have  become  extensive  and  the  financial  position  of  the 
business  justifies  the  employment  of  a  highly  paid  staff. 

Moreover,  as  companies  carrying  on  manufacturing  operations  extend, 
the  question  of  cost  becomes  more  and  more  important,  and  it  may  be 
found  necessary  to  have  a  special  staff  engaged  upon  elaborate  cost 
books,  which  at  firsit,  whilst  the  operations  are  few,  may  be  of  quite  an 
elementary  character. 

The  bookkeeping  arrangements  will  thus  gradually  extend  themselves, 
keeping  pace  with  the  extension  of  the  particular  business  with  which  the 
company  is  concerned,  but  in  every  case,  whether  a  company  starts  with- 
out a  business,  and  gradually  builds  one  up,  or  whether  it  acquires  a 
going  concern,  there  are  certain  fundamental  financial  books  which  must 
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be  kept  regularly  written  up.  These  may  be  generally  stated  as  follows  : 
(i)  Bank  Account,  (2)  Petty  Cash  Book,  (3)  Bought  Day  Book,  (4) 
Bought  Ledger  (Creditors'  Accounts),  (5)  Sales  Day  Book,  (6)  Sales 
Ledger  (Debtors'  Accounts),  (7)  Bills  Payable  Book,  (8)  Bills  Receivable 
Book,  (9)  Wages  Book,  (10)  Stock  Book,  (11)  Private  Journal,  (12) 
Private  Ledger. 

The  most  important  of  the  books  is  that  containing  the  Bank  Account, 
which  is  really  only  an  ordinary  personal  Dr.  and  Cr.  Account  with  the 
bankers,  being  kept  in  a  separate  volume  to  facilitate  posting  operations. 

Every  item  of  cash  received,  whether  in  the  form  of  cheques  or  actual 
coin,  should  be  paid  into  the  Bank  Account,  and  the  book  should  be 
written  up  from  day  to  day.  It  is  permissible  in  the  case  of  a  business 
where  actual  cash  may  be  received  from  customers  and  required  for 
urgent  payments — and  especially  in  the  case  of  a  company  in  the  country 
some  distance  from  its  bankers — to  pay  out  actual  money  received.  A 
company's  cheque  should,  however,  always  be  drawn  for  the  total  of 
such  amounts  paid,  and  remitted  w^ith  other  credits  to  the  bankers,  thus 
appearing  on  the  same  day  to  both  the  credit  and  debit  of  the  account. 

As  the  business  grows,  it  will  be  desirable  to  make  sectional  agree- 
ments of  the  books,  and  for  this  purpose  either  separate  Cash  Books  (for 
instance,  of  cash  received  from  customers  in  certain  districts  covered  by 
different  travellers  who  make  their  daily  returns  to  headquarters)  will  be 
written  up,  the  totals  of  which  will  be  brought  into  the  general  Bank 
Account.  If  the  entries  are  not  sufficiently  extensive  to  warrant  this 
procedure,  separate  columns  may  be  kept  in  the  Cash  Book,  the  totals 
of  which  can  be  dealt  with  for  the  purpose  of  this  sectional  agreement. 

An  arrangement  of  this  sort  will  also  be  found  necessary  in  dealing 
with  the  entries  on  the  paid  side  of  the  Bank  Account. 

This  sectional  agreement  will  necessitate  the  use  of  separate  debtors' 
ledgers,  the  balances  of  which  will  be  taken  out  monthly  and  agreed  with 
the  respective  totals  appearing  in  the  Private  Ledger,  under  the  title  of 

Sales  Ledger — Debtors." 

In  providing  the  necessary  columns  in  the  Bank  Account  for  the  pur- 
pose above  indicated,  it  must  not  be  forgotten  that  on  either  side  of  the 
book  there  will  be  a  special  column  for  the  entering  of  discounts  allowed 
to  customers  or  discounts  allowed  by  trade  creditors  on  the  payment  of 
their  accounts.  These  discount  columns  will  be  totalled  monthly,  and 
such  totals — so  far  as  discounts  allowed  to  debtors — will  be  debited  to 
Sales  Account,  and — so  far  as  items  allowed  by  creditors — will  be 
credited  to  Purchase  or  Materials  Account. 

It  is  scarcely  necessary  to  remind  the  reader  that  the  account  with  the 
company's  bankers  in  the  company's  own  books  will  be,  say,  "  The 
Securities  Bank  in  account  with  the  Trading  Company  Limited,"  and 
in  the  bank's  books  the  account  will  be  "  The  Trading  Company 
Limited  in  account  with  the  Securities  Bank."  Thus  the  Pass  Book 
supplied  by  the  bank,  and  which  agrees  with  the  books  of  the  company, 
is  not  really  a  copy  of  that  appearing  in  the  bankers'  Ledger^  but  the 
entries  are  reversed  for  the  convenience  of  the  customer.  There  are, 
however,  some  banks  in  the  country  to-day,  and  even  in  London,  with 
such  archaic  ideas  as  to  render  their  customers  a  copy  of  their  own 
Ledger,  the  excuse  being  given  that  the  bank  clerks  would  probably 
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make  mistakes  in  writing  up  the  Pass  Books  if  they  had  to  transpose  the 
entries  appearing  in  the  Bank  Ledgers. 

At  the  end  of  each  month  a  note  should  be  made  in  red  ink  in  the  Bank 
Account  Book,  starting  with  the  balance  which  appears  in  the  Pass 
Book,  adding  to  this  country  cheques  or  other  amounts  not  yet  credited, 
and  deducting  from  it  the  cheques  which  have  been  issued  by  the  com- 
pany but  have  not  yet  been  paid  by  the  bank,  the  resulting  balance 
being  that  appearing  in  the  company's  Bank  Book. 

A  special  column  should  be  kept  on  the  credit  side  of  the  account  for 
the  voucher  number,  to  be  entered  in  red  ink,  the  items  of  payment  to  be 
numbered  consecutively,  and  the  receipts  to  have  the  same  numbers  for 
production  to  the  auditors. 

The  Petty  Cash  Book  in  the  first  place  will  be  debited  by  a  cheque  for 
a  round  sum,  for  which  cash  will  be  obtained  at  the  bankers,  and  the 
payments  entered  in  detail,  so  that  a  monthly  summary  may  be  made 
and  the  relative  accounts  charged  with  the  disbursements.  The  adop- 
tion of  this  imprest  system  is  recommended,  as  at  the  end  of  every 
month  an  analysis  of  the  Petty  Cash  payments  is  made,  and  a  summary 
entered  in  the  Petty  Cash  Book  under  the  various  heads  of  accounts 
which  have  to  be  debited  in  the  Ledger. 

A  cheque  will  then  be  drawn  for  the  total  amount  of  the  monthly 
summary,  and  the  details  can  be  posted  from  the  actual  Bank  Account, 
and  thus  a  fixed  sum  of  cash  will  always  have  to  be  accounted  for  by 
the  petty  cashier. 

It  is  undesirable  that  there  should  be  analysis  columns  in  the  Petty 
Cash  Book,  as  many  columns  usually  have  but  few  entries,  and  the  book 
is  made  unwieldy  in  size. 

In  the  Bought  Day  Book  will  be  entered  the  invoices  for  the  goods 
purchased,  which  will  go  to  the  credit  of  the  Personal  Accounts  in  the 
Bought  Ledger.  In  order  to  lessen  the  actual  work  of  posting  to  the 
Bought  Ledger,  the  invoices  may  be  kept  until  the  end  of  the  month  and 
sorted  in  alphabetical  order,  and  one  posting  therefore  made  for  the 
credit  of  each  Personal  Account  per  month.  At  the  end  of  the  Bought 
Day  Book  certain  pages  may  be  set  aside  for  the  purpose  of  entering 
any  goods  returned,  which  will  be  posted  to  the  debit  of  the  Personal 
Accounts. 

The  monthly  total  of  the  goods  purchased  will  be  posted  to  the  debit 
of  the  Purchase  Account  in  the  Private  Ledger,  and  a  monthly  total  of 
the  allowances  on  goods  returned  appearing  at  the  end  of  the  Purchase 
Book  will  be  posted  to  the  debit  of  the  Purchase  Account. 

These  monthly  summaries  may  be  divided  under  various  heads  in 
order  to  retain  particulars  of  the  different  classes  of  expenditure  which 
are  dealt  with. 

If  a  sectional  agreement  of  the  books  is  made,  an  adjustment  account 
between  the  Private  Ledger  and  the  Bought  Ledger  or  Creditors'  Ledger 
will  appear  in  both  Ledgers,  and  the  bookkeeper  must  take  out  a  list  of 
the  creditors'  balances  from  the  Bought  Ledger,  which  should  agree  with 
the  balances  of  the  Adjustment  Account. 

As  regards  the  Sales  Day  Book  and  Sales  Ledger,  operations  will  be 
of  the  same  nature  as  those  described  in  connection  with  the  Bought 
Ledger,  but  the  Dr.  and  Cr.  entries  will  be  reversed. 
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As  regards  the  Bills  Payable  Book,  the  entries  here  can  be  posted 
direct  to  the  debit  of  the  suppliers  of  the  goods,  and  monthly  totals  will 
be  posted  to  the  credit  of  bills  payable  in  the  Private  Ledger. 

Bills  receivable  also  will  be  posted  direct  to  the  credit  of  the  customers 
from  whom  they  are  received,  and  the  monthly  total  will  be  posted  to 
the  debit  of  bills  receivable  in  the  Private  Ledger. 

The  Wages  Book  and  Stock  Book  before  referred  to  in  the  list  of 
books,  do  not  require  any  special  observations,  and  they  will  be  kept  in 
such  form  as  is  found  most  serviceable  for  the  particular  company's 
business. 

The  further  books  remaining  to  be  dealt  with  are  the  Private  Journal 
and  the  Private  Ledger.  This  Ledger  will  contain  all  the  nominal 
accounts,  including  all  the  Income  and  Expenditure  figures  which  go  to 
make  up  the  Profit  and  Loss  statement.  It  will  also  include  all  Credit 
Capital  Accounts  and  permanent  outlay  and  Capital  Expenditure,  and 
also  the  totals  of  the  Personal  Ledgers  where  sectional  agreement  is 
carried  out. 

As  regards  the  permanent  accounts  in  the  Private  Ledger,  the  follow- 
ing may  be  mentioned : — Bank  account,  bought  ledger  (creditors), 
business  purchase  account,  calls  on  shares,  calls  paid  in  advance,  com- 
mission on  placing  shares  and  debentures,  debentures,  consignments, 
dividend  account,  foreign  branches,  forfeited  shares,  freehold  pro- 
perty, goodwill,  investments,  loan  account  bankers,  mortgages,  office 
furniture,  patents  account,  plant  and  machinery,  preliminary  expenses, 
rolling  stock,  sales  ledger  debtors,  reserve  account,  share  capital, 
stock  in  trade,  suspense  account,  vendor's  account. 

As  regards  the  various  Debit  Accounts,  consisting  of  different  classes 
of  expenditure  which  have  to  be  charged  to  Profit  and  Loss,  it  is  recom- 
mended that  most  of  these  may  be  posted  under  the  one  account  of 
"  general  charges,"  and  that  this  account  can  be  analysed  when  the 
annual  Balance  Sheet  and  Revenue  Accounts  are  prepared. 

The  following  may  be  taken  as  a  representative  list  of  accounts  from 
which  the  Profit  and  Loss  Account  is  made  up.  They  are  in  alphabetical 
order  : — Accountants'  charges,  advertising,  bad  debts,  bank  charges, 
carriage  and  cartage,  depreciation,  directors'  remuneration,  discounts 
and  allowances  (trade),  dividend  account,  donations,  gas  and  electric 
light,  horse  keep,  income-tax,  insurance,  interest,  law  costs,  managing 
director,  materials,  office  salaries,  profit  and  loss  account,  purchasers, 
rates  and  taxes,  rent,  travelling  expenses,  uncompleted  contracts,  wages. 

At  the  end  of  the  Private  Ledger,  it  may  be  useful  to  have  a  copy  of 
the  Final  Trial  Balances  and  the  Balance  Sheet  and  Profit  and  Loss 
Account  at  the  end  of  the  year. 

The  account  "  Bought  Ledger  Creditors  "  would  form  part  of  the 
sectional  agreement  of  the  books,  and  would  agree  with  the  Debit 
Balance  of  the  Adjustment  Account  in  the  Bought  Ledger.  By  bring- 
ing in  the  figures  relating  to  the  Personal  Ledgers  in  monthly  totals  a 
balance  is  arrived  at  by  the  Secretary  independently  of  the  figures 
supplied  by  the  bookkeeper,  and  will  afford  a  check  upon  the  lists  of 
detailed  personal  balances  at  the  end  of  each  month.  The  entries  are 
extracted  from  the  totals  of  the  various  subsidiary  books  periodically, 
and  entered  in  the  Private  Journal,  from  which  they  are  posted  to  the 
Private  Ledger, 
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The  advantage  of  passing  these  figures  through  the  Private  Journal 
is  that,  at  the  end  of  any  period  when  the  books  are  being  balanced,  a 
reference  back  to  the  previous  year  will  enable  the  Secretary  to  see  what 
entries  were  made,  and  these  will  form  a  precedent  for  dealing  with 
the  current  figures. 

The  Business  Purchase  Account  implies  that  the  company  acquired  a 
going  concern,  and  the  agreed  price,  in  accordance  with  the  Purchase 
Contract,  will  be  entered  through  the  Private  Ledger  to  the  debit  of  the 
account,  the  vendor  being  credited,  and  these  figures  are  dealt  with  in 
detail  under  the  head  of  "  Goodwill." 

Calls  on  Shares. — When  a  call  has  been  made  by  the  directors,  or  is 
due  in  accordance  with  the  terms  of  the  prospectus  issued  by  the  com- 
pany, the  total  will  be  credited  to  Share  Capital  Account,  and  debited 
to  "  Calls  on  Shares,"  and  as  the  cash  is  received,  this  latter  account 
will  be  credited.  The  balance  on  this  at  any  time  will  represent  the 
amount  of  calls  outstanding,  and  at  an  early  date  after  the  call  is  due 
the  figures  should  be  agreed  with  the  Call  List,  and  any  shareholders  in 
arrears  with  their  calls  should  be  communicated  with. 

Commission  on  Placing  Shares  and  Debentures. — This,  under  the 
terms  of  Section  90  of  the  Companies  Act,  1908,  must  be  stated  in  every 
Balance  Sheet  of  the  company  until  the  whole  has  been  written  off. 

Foreign  Branches. — Where  the  company  has  branches  abroad,  for 
instance,  in  France,  a  separate  set  of  books  must  be  kept  at  the  branch 
in  francs,  and  a  separate  Balance  Sheet  and  Profit  and  Loss  Account 
prepared  in  the  currency  of  the  country.  The  question  of  foreign 
exchange  arises  here,  and  the  rule  to  be  adopted  is  that  the  capital  outlay 
at  the  foreign  branch  will  be  fixed  at  the  rate  when  the  actual  expendi- 
ture was  incurred,  whilst  current  assets  and  liabilities  must  be  dealt 
with  at  the  rate  of  exchange  when  the  company's  accounts  are  prepared. 
The  branch  will  be  debited  at  the  current  rate  with  the  amount  of  the 
profit,  and  the  head  office  Profit  and  Loss  Account  credited. 

It  will  often  occur  that  there  are  outstanding  questions  on  the  Foreign 
Branch  Accounts  which  cannot  be  settled  immediately,  and  these  items 
should  be  reserved  for  in  the  head  office  books.  It  is  desirable,  if 
possible,  to  make  a  special  reserve  in  the  head  office  books  against 
outlay  at  foreign  branches,  as  in  the  event  of  any  of  these  being  closed 
a  serious  deficit  may  arise. 

Forfeited  Shares. — There  will  be  a  credit  on  this  account,  arising  from 
calls  received  on  shares  partly  paid  up  and  forfeited.  If  these  shares 
are  resold  by  the  company  the  balance  may  have  to  be  transferred  to 
Capital  Account,  but  if  no  resale  is  effected  it  is  desirable,  after  a  reason- 
able time,  to  transfer  any  credit  remaining  on  this  account  to  General 
Reserve. 

Goodwill. — This  must  be  stated  separately  on  the  Asset  side  of  the 
Balance  Sheet.  A  peculiar  situation  has  sometimes  arisen  in  the  case 
of  a  company  purchasing  a  going  concern  at  a  fixed  price,  which  includes 
profits  accruing  from  a  date  prior  to  the  date  at  which  the  company  is 
formed  and  takes  over  the  private  undertaking.    If,  during  this  period, 
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a  loss  instead  of  a  profit  is  made,  the  company  has  less  actual  assets  to 
take  over,  and  consequently  pays  more  for  the  Goodwill  than  if  profit- 
able results  had  meanwhile  been  made. 

A  company  cannot  earn  or  distribute  profits  until  it  has  been  regis- 
tered. In  the  case  where  profits  are  made  by  the  vendors  in  the  period 
between  the  date  from  which  the  business  is  taken  over,  and  the  date  of 
the  company's  registration,  and  a  fixed  price  is  paid  for  the  business,  the 
Goodwill  costs  less  than  in  the  former  case  mentioned  where  a  loss  may 
have  been  made. 

The  account  "  Goodwill  "  has  this  further  peculiarity,  that  the  larger 
the  profits  the  more  necessary  it  is  to  write  down  the  value  of  the  Good- 
will year  by  year,  through  the  Profit  and  Loss  Account,  notwithstand- 
ing the  Goodwill  is  of  greater  value  as  greater  profits  are  earned.  The 
point  is,  hovi'ever,  that  unless  Goodwill  is  written  down  when  favour- 
able trading  results  are  obtained,  a  period  may  come  when  profits 
become  reduced,  and  there  is  not  sufficient  credit  balance  to  write  down 
the  Goodwill  Account,  which  appears  as  an  asset  in  the  Balance  Sheet, 
but  is  not  represented  by  any  actual  tangible  assets. 

The  following  account  shows  the  entries  which  would  appear  in  the 
Business  Purchase  and  Goodwill  Account  in  the  Private  Ledger,  where 
the  agreed  purchase  price  of  the  business  is  ;^5o,ooo,  the  net  result 
being  that  the  Goodwill  representing  the  difi"erence  between  the  actual 
assets  and  liabilities  taken  over,  and  the  ;!£^5o,ooo  purchase  money, 
comes  out,  after  adjusting  interest  and  profits,  at  the  figure  of 
;^i4,753  4s.  4d.  This  should  be  written  down  at  the  earliest  possible 
moment  to  a  round  figure,  and  disposed  of  altogether  as  soon  as  the 
profits  permit. 

Patents  Account. — This  is  of  a  similar  nature  to  Goodwill  Account, 
and  should  be  treated  accordingly. 

Plant  and  Machinery. — The  value  of  this  should  be  written  off  by  way 
of  depreciation  year  by  year,  and  the  depreciation  should  be  calculated  on 
the  original  cost,  and  not  on  the  balance  remaining,  as  is  often 
customary.  Fixed  asset  accounts  of  this  nature  should  be  written  down 
to  a  round  figure. 

Vendor's  Account. — This  is  so  important  that  the  following  figures, 
showing  a  specimen  Vendor's  Account  as  appearing  in  the  company's 
Private  Ledger,  are  given  for  consideration. 

All  the  assets  and  liabilities  of  the  business  taken  over  from  the  ist 
July  1919  are  shown  in  the  Private  Journal  entry  as  a  matter  of  record. 

The  figures  in  the  Vendor's  Account  will,  however,  be  reversed,  so 
that  he  will  receive  credit  for  a  sum  of  ;^5o,ooo,  consisting  of  assets 
(including  Goodwill)  bought  by  the  company  amounting  to 
;^52,477  19s.  5d.,  less  liabilities  of  ;^2,477  19s.  5d.,  taken  over  by  them. 

The  vendor  is  paid  partly  in  shares,  partly  in  debentures,  and  partly 
in  cash,  in  accordance  with  the  terms  of  his  contract  of  sale  to  the  com- 
pany. He  is  further  entitled  to  interest  at  the  rate  of  8  per  cent,  from 
the  ist  July  1919,  at  which  date  the  business  is  taken  over,  until  the 
ist  October  1919,  when  the  company  is  formed,  and  from  this  latter  date 
his  shares  carry  full  dividends,  and  his  debentures  carry  full  interest. 
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Dr. 


VENDOR  S  ACCOUNT. 


Cr. 


1919  £    s  d 

Nov.  15— To  Bank,  on  ac  ount  of 

purchase      ..       ..    5,001  o  o 
„     30—  Do      d)      do        5,ojo  0  o 

„      „      „  Share  Capital  Accotmc 
2,000  Shares  of  £10 
each        . .       . .  20,000  o  o 


1920 
Jan.  12- 

May  15- 


£51,000  o  o 


Bank  Account  fcr 

Inte.-est  . .    1,000  o  0 

Debenture  Account, 

200    Debentures  of 
£100  each  . .      . ,  20,000  o  0  | 


1919  £  3  d 

Oct.  I— By  Business  Purchase  A/c 
In    accordance  with 
terms   of  Contract 
with  the  Vendor    . .  30,000  0  0 
,        „  Interest  at  the  rate  of 
8%  per  annum  from 
the  ist  July  to  tl-^e  ist 
October  1919   ..       ,.  1,00000 


£51,000  0  0 


It  had  been  intended  in  thie  present  article  to  deal  with  the  subject  of 
the  accounts  which  the  Secretary  w^ould  have  to  deal  with  in  the  case 
of  a  reconstruction.  Owing,  however,  to  the  length  of  the  present 
article  having  already  reached,  or  even  exceeded  its  allotted  space,  it  is 
proposed  to  deal  with  the  matter  in  Article  No.  VIII.,  the  last  of  the 
series,  under  the  heading  of  "  Voluntary  Liquidation  and 
Reconstruction," 


Business  Education, 

The  Calendar  for  the  twenty-sixth  Session  of  the  London  School  of 
Economics  and  Political  Science  (University  of  London),  which  opens  on 
Monday,  the  4th  inst.,  is  of  particular  interest,  because  provision  is  now 
made  for  the  full  curriculum  of  the  Degree  of  Bachelor  of  Commerce, 
the  lecturing  staff  having  been  augmented  with  that  end  in  view.  The 
lectures  in  "  Accounting  and  Business  Methods,"  which  have  been 
considerably  amplified  to  meet  the  requirements  of  different  classes  of 
students,  are  divided  between  Professor  Dicksee  and  Mr.  de  Paula,  but 
those  on  "  Business  Organisation  "  in  the  Michaelmas  and  Lent 
terms  and  on  "  Cost  Accounts  and  Efficiency  Methods  "  in  the  Summer 
term,  are  by  Professor  Dicksee  alone.  The  courses  on  "  Banking  and 
Currency,"  which  are  of  especial  interest  in  these  days  of  inflation  and 
unsettled  foreign  exchanges,  are  divided  between  Professor  Foxwell  and 
Mr.  T.  E.  Gregory.  In  the  department  of  "  Commerce  and  Industry," 
the  courses  on  "  The  Elements  of  Industrial  Organisation,"  by  Mr. 
Drummond  Smith,  and  upon  "  The  Organisation  of  Industry,"  by  Mr. 
Dalton  and  Mr,  Drummond  Smith,  are  likely  to  be  of  especial  interest 
to  accountant  students,  but  there  are  other  courses  by  Mr,  Gregory  and 
Professor  Sargent  that  should  certainly  not  be  overlooked  by  those 
engaged  in  foreign  trade.  The  department  of  "  Economics  "  is  in  the 
able  hands  of  Professor  Cannan,  supported  by  Mr,  Dalton  and  Mr, 
Drummond  Smith,  As  regards  Law,  Professor  H,  C.  Gutteridge  (one  of 
the  newly-appointed  Sir  Ernest  Cassel  Professors)  is  responsible  for 
various  courses  in  "  Commercial  "  and  "  Industrial  Law,"  There  are 
separate  courses  upon  "  Constitutional  Law  "  by  Dr,  Bellot,  and  on 
"  International  Law  "  by  Professor  Pearce  Higgins  ;  while  the  earnest 
student  will  certainly  profit  much  by  the  lectures  on  "  Logic  and  Scien- 
tific Method,"  for  which  Dr,  Woolf  is  responsible,  and  also  from  a  study 
of  some  of  the  numerous  branches  of  Psychology  that  are  so  ably  dealt 
with  at  this  school. 
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By  A.  Cathles,  O.B.E.,  C.A. 

The  main  purpose  of  this  article  is  to  explain  the 
method  to  be  adopted  in  grouping  the  elemental  costs,  the 
form  of  the  Cost  Books  that  should  be  kept,  and  the  pro- 
cedure  necessary  in  the  keeping  of  same. 

When  considering  the  three  elements  of  cost  certain  loose  ends 
were  left,  and  it  will  be  well  to  recapitulate  shortly  the  subjects  already 
discussed  and  to  indicate  these  loose  ends  that  must  be  gathered 
together  in  order  that  the  final  cost  of  production  may  be  ascertained. 

In  connection  with  "  Wages  "  there  was  discussed  the  organisation 
necessary  to  ensure  that  no  wages  were  paid  except  they  had  been 
earned — that  is  to  say,  questions  of  timekeeping  were  gone  into,  as  also 
were  the  recording  on  Time  Sheets  of  the  time  worked  by  men  and 
machines  on  the  various  jobs,  and  the  compilation  of  the  pay-roll, 
the  make-up  of  the  pay,  and  the  actual  payment  of  the  wages.  Finally, 
there  was  considered  the  analysis  of  the  hours  worked  and  the  wages 
earned  on  each  of  the  jobs,  processes,  or  general  services  during  the 
week,  and  the  subject  was  left  after  the  total  of  the  analysed  wages 
as  ascertained  from  the  Time  Sheets  had  been  agreed  with  the  total 
of  the  pay-roll  for  the  same  period.  The  value  of  the  wages  to  be 
charged  to  each  job,  &c.,  was  ascertained,  but  left  as  a  loose  end  without 
any  explanation  as  to  the  treatment  to  be  accorded  to  it  in  order  that 
it  might  form  a  debit  to  its  appropriate  Cost  Account. 

In  a  similar  manner,  after  there  had  been  discussed  the  procedure 
in  connection  with  the  purchase  and  receipt  of  "  Materials,"  which 
procedure  has  not  really  anything  to  do  with  costing  proper,  there 
was  considered  the  recording  of  the  issue  to  and  the  return  from  the 
jobs,  Sec,  of  raw  material  and  the  receipt  of  the  finished  product  in 
the  store.  The  listing  of  the  requisitions,  the  ascertainment  of  the 
quantities  of  each  class  of  material  used  on  each  works'  or  standing 
order,  and  the  pricing  of  these  quantities  to  obtain  the  value  of  the 
materials  used  on  each  order,  were  thereafter  gone  into,  and  the  matter 
was  left  without  any  indication  as  to  how  these  amounts  were  to  be 
charged  up  in  the  Cost  Accounts. 

Next,  the  various  classes  of  "  Oncost  "  expenditure  were  considered 
in  some  detail,  and  the  method  of  allocating  such  expenditure  to 
Works'  Orders  by  the  creation  of  man-hour  and  machine-hour  rates 
was  explained.  These  rates  having  been  fixed;  it  will  be  remembered,  it 
was  only  a  question  of  multiplying  them  by  the  hours  worked  by  men 
and  machines  respectively  on  the  various  jobs.  Thus  the  amount 
to  be  charged  to  each  order  was  ascertained,  but  no  explanation  was 
given  of  the  bookkeeping  entries  to  be  made  in  the  cost  books. 
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Cost  Books. 

In  America  it  is  a  common  practice  to  have  the  Cost  Accounts  as 
an  integral  part  of  the  financial  books  of  the  business.  That  means 
that  each  week  or  month  the  various  accounts  for  wages,  materials, 
and  all  the  other  expenses,  are  cleared  by  means  of  transfers  to  the 
appropriate  Works'  Order,  Standing  Order,  Departmental  Oncost, 
and  Machine  Rate  Accounts.  One  result  of  such  procedure  is  that 
it  is  impossible  without  a  great  deal  of  labour  to  ascertain  at  the  end 
of  a  financial  period  the  total  amounts  of  expenditure  for  the  period 
under  the  various  heads  of  expense.  Such  a  procedure  is  possible  in 
America  because  there  businesses  do  not  adhere  slavishly  to  common 
forms  for  the  Manufacturing,  Trading,  and  Profit  and  Loss  Accounts, 
In  this  country,  while  the  present  forms  of  these  accounts  are  retained, 
it  will  be  practically  impossible  to  combine  the  ordinary  books  of 
account  and  the  cost  books,  and  it  is  doubtful  if  such  a  combination 
is  desirable  so  long  as  it  is  borne  in  mind  that  the  costs  (and,  there- 
fore, the  cost  books)  must  be  based  upon,  and  capable  of  reconcilia- 
tion with,  the  financial  books  of  the  business. 

Three  books  are  necessary  for  the  keeping  of  the  Cost  Accounts, 
and  they  are  (i)  Cost  Journal,  (2)  Works'  Order  Ledger,  and  (3)  General 
Cost  Ledger. 

Cost  Journal. 

This  is  the  book  of  original  entry  by  means  of  which  the  expenditures 
shown  in  the  financial  books  are  taken  on  charge  in  the  cost  books,  and 
the  transfers  made  from  one  account  to  another  within  the  cost  books. 
It  should  be  ruled  to  provide  debit  and  credit  columns  for  each  of  the 
two  i^edgers,  and  in  all  respects  should  be  similar  to  the  ordinary 
columnar  Journal  that  one  is  familiar  with  in  ordinary  bookkeeping. 

Works'  Order  Ledger. 

In  this  Ledger  will  be  kept  one  account  for  each  Works'  Order  that 
is  issued,  and  it  should  be  ruled  on  the  debit  side  to  provide  columns 
for  "  No.  of  man-hours,"  "  Wages,"  "  Material,"  and  "  Oncost." 
Such  detail  will  facilitate  the  ascertainment  at  any  time  of  the  total 
charges  for  each  element  of  cost  on  any  Works'  Order  without  involving 
the  labour  of  analysing  the  account,  while  the  provision  of  the  man- 
hour  column  will  make  easy  the  calculation  at  any  time  of  the  oncost 
due  to  be  charged  to  the  account.  In  order  also  that  the  state  of  any 
account  may  be  readily  ascertained  it  is  well  to  enter  in  red  ink  on  the 
debit  side  of  the  account  any  credits  for  material  returned  to  store. 
If  this  procedure  is  followed,  the  provision  of  a  single  money 
column  on  the  credit  side  of  the  account  will  be  sufficient,  for  then  the 
only  credit  entries  required  will  be  either  the  selling  price  and  loss 
on  same,  or  the  total  cost  of  production,  according  as  the  cost  books 
are  required  to  show  the  profit  or  loss  on  each  individual  order  or  not 
(as  explained  later). 
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General  Cost  Ledger. 

This  book  may  aptly  be  compared  with  the  Nominal  Ledger  in  the 
financial  books,  for  it  is  intended  to  contain  accounts  for  the  recording 
of  the  various  expenses,  for  control  purposes,  and  to  show  the  profit 
or  loss  on  the  working  of  the  business.  Wages  and  Materials  will  each 
have  one  account,  while  other  necessary  accounts  will  include  Oncost 
Account,  a  Departmental  Oncost  Account  for  each  department,  a 
Machine  Rate  Account  for  each  machine  or  for  each  group  of  similar 
machines,  a  Nominal  Ledger  Control  Account,  a  Works'  Order  Ledger 
Control  Account  (which  may  conveniently  be  called  Work  in  Progress 
Account),  a  Departmental  Profit  and  Loss  Account  (or  a  Departmental 
Production  Account)  for  each  productive  department,  and  a  General 
Profit  and  Loss  or  General  Production  Account. 

It  must  be  remembered  that  no  capital  expenditure  enters  into  cost 
of  production,  and  thus  no  accounts  will  be  found  in  the  cost  books 
dealing  with  any  assets.  So  soon,  however,  as  an  asset  is  consumed 
in  whole  or  part  (e.g.  material  used,  depreciation  of  plant,  &c.)  so  the 
value  that  has  been  consumed  must  appear  in  its  appropriate  account 
in  the  General  Cost  Ledger  ready  for  transfer  to  the  account  in  the 
Works'  Order  Ledger  of  the  job  or  jobs  to  which  it  is  right  that  it 
should  be  allocated. 

Opening  the  Cost  Books. 

It  may  be  reasonably  assumed  that  in  more  than  99  per  cent,  of  the 
cases  where  it  is  decided  to  instal  a  costing  system  and  to  keep  cost 
books  on  a  proper  double-entry  basis  the  work  of  the  factory  is  already 
in  full  swing  and  there  are  a  number  of  partly  finished  jobs  in  the  shops. 
It  becomes  necessary,  therefore,  to  value  the  work  that  is  in  progress. 
If  the  cost  books  are  started  at  the  b  ginning  of  a  financial  period  this 
valuation  will  be  available,  having  been  already  made  for  Balance 
Sheet  purposes.  If  no  costing  system  has  been  run  previously,  the 
valuation  will  at  the  best  be  an  estimate,  but  even  if  the  cost  of  each 
job  in  progress  is  estimated  it  is  better  to  use  it  for  opening  purposes 
than  to  ignore  the  work  in  progress  altogether.  If  the  cost  books  are 
being  started  in  the  middle  of  a  financial  period  it  is  advisable  to  have 
detailed  values  (i.e.  Wages,  Materials,  and  Oncost)  placed  upon  each 
incomplete  piece  of  work  in  the  shops,  and  in  order  that  a  clean  start 
may  be  obtained  the  valuation  should  be  made  and  the  cost  books 
opened  as  at  the  end  of  a  wages  period,  that  is,  at  the  finish  of  that  day 
in  the  week  to  which  wages  are  made  up.  (It  is  unusual,  in  fact,  in  a 
factory  of  even  moderate  size  it  is  impossible,  to  pay  on,  say,  a  Friday 
all  the  wages  that  have  been  earned  up  to  the  close  of  work  on  that 
day,  and,  therefore,  it  is  the  practice  to  calculate  the  wages,  i.e.  make 
them  up,  to,  say,  the  Wednesday  and  pay  them  on  the  following  Friday.) 

Where  the  cost  books  are  opened  in  the  middle  of  a  financial  period, 
however,  the  running  of  them  for  the  remainder  of  that  period  must 
be  considered  as  in  the  nature  of  a  trial  trip,  for  it  will  be  found  to  be 
next  to  impossible  to  obtain  satisfactory  starting  figures  in  respect 
of  the  oncost  expenditure. 
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The  first  step  in  opening  the  cost  books  is  to  start  in  the  General  Cost 
Ledger  a  Nominal  Ledger  Control  Account  and  by  means  of  Journal 
entries  to  credit  thereto  and  to  debit  to  the  appropriate  accounts  in 
the  same  Ledger  the  total  values  in  wages,  materials,  and  oncost  of 
the  work  in  progress,  the  oncost  values  being  debited  first  to  General 
Oncost  Account  and  then  to  the  proper  Departmental  Oncost  and 
Machine  Rate  Accounts,  Next,  Journal  entries  are  made  transferring 
from  the  Wages,  Materials,  Oncost,  and  Machine  Rate  Accounts  to 
the  accounts  which  will  have  been  opened  in  the  Works'  Order  Ledger, 
the  details  of  the  work  in  progress  valuation.  One  account  is  necessary 
in  this  latter  Ledger  for  each  Works  Order. 

At  the  end  of  each  week  Journal  entries  are  made  crediting  the 
Nominal  Ledger  Control  Account  and  debiting  Wages  and  Materials 
Accounts  respectively  with  the  totals  of  the  gross  wage;,  earned  as 
shown  by  the  weekly  pay-roll  and  of  the  weekly  summaries  of  materials 
issued.  Reverse  entries  will  of  course  be  made  in  respect  of  material 
returned.  Thereafter  these  accounts  are  cleared  direct  to  the  various 
Works'  and  Standing  Order  Accounts  by  Journal  transfers  of  the 
allocations  for  the  week  of  wages  and  materials — two  of  the  loose 
ends  already  referred  to. 

The  treatment  of  the  oncost  expenditure  differs  from  that  accorded 
to  wages  earned  and  materials  used,  because,  as  it  will  be  remembered, 
it  is  not  the  actual  expenditure  that  is  being  allocated  but  an  estimated 
expenditure  upon  an  estimated  basis.  The  actual  oncost  expenditure 
as  shown  by  the  financial  books  is  credited  monthly  to  the  Nominal 
Ledger  Control  Account  and  debited  to  General  Oncost  Account,  from 
which  in  turn  it  is  transferred  and  debited  to  the  various  Departmental 
Oncost  and  Machine  Rate  Accounts  on  the  bases  already  decided  upon. 
The  Departmental  Oncost  Accounts  for  service  charges  are  in  turn 
immediately  cleared  by  transfer  of  the  total  amount  to  the  other 
Departmental  Oncost  Accounts  on  the  basis  of  the  consumption  of 
the  services  by  the  various  departments.  Thereafter,  transfers  are  made 
from  the  Departmental  Oncost  Accounts  to  the  various  Machine  Rate 
Accounts  of  those  portions  of  the  departmental  oncost  charges  which 
are  peculiar  to  the  machinery.  At  this  stage  the  whole  of  the  oncost 
expenditure  for  the  month  (including  the  reserves  for  depreciation, 
bad  debts,  &c.)  is  spread  over  the  Departmental  Oncost  Accounts  in 
respect  of  the  productive  departments  of  the  factory  and  over  the  various 
Machine  Rate  Accounts.  On  the  credit  side  of  these  Oncost  Accounts 
there  will  already  appear  the  oncost  and  machine  oncost  which  will 
have  been  debited  to  the  Works'  Orders  that  have  been  completed 
during  the  period,  or,  if  Works'  Orders  are  oncosted  and  machine 
oncosted  weekly,  the  credits  will  represent  the  whole  of  the  oncost  that 
has  been  recovered.  In  this  latter  case  the  balances  on  these  accounts 
will  represent  the  amounts  that  have  been  either  over  or  short  recovered 
on  each  account  up  to  date,  and  will  indicate  how  near  to  accurate  the 
man-hour  and  machine-hour  rates  have  been  and  whether  or  not  any 
alterations  in  these  rates  are  called  for. 

When  a  job  is  completed  and  the  final  cost  of  it  has  been  ascertained, 
the  account  for  it  in  the  Works'  Order  Ledger  must  be  closed  and  the 
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method  of  closing  will  depend  upon  the  policy  of  the  business.  It  may 
be,  as  already  indicated,  that  it  is  not  considered  desirable  that  the 
cost  office  should  be  aware  of  the  amount  of  profit  or  loss  that  is  made 
upon  each  Works'  Order,  and  in  such  a  case  the  closure  will  be  made 
by  transferring  the  total  cost  of  the  job  to  its  appropriate  Departmental 
Production  Account  in  the  General  Cost  Ledger.  At  the  end  of  the 
financial  periods  these  Departmental  Production  Accounts  will  be 
closed  by  transfer  to  the  General  Production  Account,  the  balance 
on  which  will  in  its  turn  be  transferred  to  the  Nominal  Ledger  Control 
Account.  To  this  account  also  at  the  end  of  the  financial  period  will 
be  transferred  all  amounts  short  or  over  recovered  on  the  Depart- 
mental Oncost  and  Machine  Rate  Accounts,  and  there  will  remain 
open  on  the  General  Cost  Ledger  only  the  two  accounts — Nominal 
Ledger  Control  Account  and  Work  in  Progress  Account — whose 
balances  will  be  equal.  (The  Work  in  Progress  Account,  as  already 
explained,  is  the  Works'  Order  Ledger  Control  Account,  and  as  will 
have  been  gathered,  receives  its  debits  and  credits  by  means  of  the 
posting  from  the  Journal  of  the  monthly  totals  of  the  Works'  Order 
Ledger  columns.) 

Where  it  is  desired  to  show  in  the  cost  books  the  profit  or  loss  on 
each  Works'  Order,  it  will  be  necessary  to  open,  in  the  General  Cost 
Ledger,  a  Sales  Account  for  each  of  the  departments  and  to  credit 
thereto  by  means  of  a  Journal  entry  (which  will  at  the  same  time  debit 
the  Nominal  Ledger  Control  Account)  the  monthly  value  of  the  sales 
ex  each  department.  As  the  goods  manufactured  under  each  Works' 
Order  are  sold,  the  selling  price  will  be  debited  to  the  Departmental 
Sales  Account  and  credited  to  the  Works'  Order  Account,  the  balance 
on  which  will  thereafter  be  transferred  to  the  appropriate  Depart- 
mental Profit  and  Loss  Account  in  the  General  Cost  Ledger.  The 
balances  on  the  Departmental  Profit  and  Loss  Accounts  will  be  trans- 
ferred at  the  end  of  the  financial  period  to  the  General  Profit  and  Loss 
Account,  and  this  latter  account,  together  with  the  Oncost  Accounts 
and  the  Machine  Rate  Accounts,  will  be  closed  by  transfer  of  the 
balances  thereon  to  the  Nominal  Ledger  Control  Account,  the 
balance  on  which  will  then  be  equal  to  the  balance  on  the  Work  in 
Progress  Account. 

As  mentioned  in  a  previous  article,  no  Cost  Accounts  are  worthy 
of  the  name  which  do  not  reconcile  with  the  financial  books  of  the 
business,  and  by  use  of  the  methods  described  above  it  will  be  possible 
to  obtain  an  exact  agreement  between  the  balances  shown  on  the 
financial  Profit  and  Loss  Account  and  the  cost  Profit  and  Loss  Account 
if  to  the  latter  (if  it  be  a  profit)  there  be  added  any  amounts  over 
recovered  on  oncost  and  if  there  be  deducted  any  amounts  under 
recovered  on  oncost  and  those  items  which  have  been  excluded  from 
cost  because  they  are  in  fact  appropriations  of  profit. 

The  above  methods  of  closing  the  cost  books  are  applicable  where 
goods  are  made  to  order,  but  a  slightly  different  procedure  will  be 
necessary  in  cases  where  goods  are  made  for  stock.    In  such  a  case 
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the  total  cost  of  production  will  be  transferred  from  the  Works'  Order 
Account  to  a  Departmental  Production  Account,  which  will  be  creditep 
with  subsequent  sales,  and  also,  at  the  end  of  the  financial  period, 
with  the  cost  of  the  goods  remaining  in  stock.  The  balance  on  the 
Departmental  Production  Account  will  then  represent  the  profit  on 
the  goods  sold  and  will  be  transferred  to  the  General  Profit  and  Loss 
Account.  When  the  cost  books  are  closed  there  will  then  remain 
on  the  Production  Account  an  amount  representing  the  cost  of  manu- 
factured stock  on  hand,  and  the  balance  on  the  Nominal  Ledger  Control 
Account  will  be  equivalent  to  that  plus  the  value  of  Work  in  Progress. 

Where  articles  made  for  stock  are  subsequently  used  in  production, 
or  where  articles  are  made  by  one  department  for  use  in  the  produc- 
tion of  another  department,  the  credit  to  the  Production  Account  of 
the  hrst  department  and  the  debit  to  the  second  department  will  be 
at  cost  price  ;  but  in  order  that  the  first  department  may  not  suffer 
thereby  and  the  second  benefit,  a  transfer  should  be  made  between 
the  Profit  and  Loss  Accounts  of  the  two  departments  to  give  a  reason- 
able rate  of  profit  on  the  transaction  to  the  first  department.  The 
object  of  thus  transferring  at  cost  price  is  to  obtain  a  true  cost  to  the 
business  of  producing  the  final  article,  and  the  object  of  the  transfer 
between  the  Profit  and  Loss  Accounts  is  to  give  each  department  its 
fair  share  of  profit  on  the  sale. 

Such,  then,  is  a  double-entry  system  for  keeping  cost  books,  and 
though  it  may,  on  reading,  seem  complicated,  it  will  be  found  to  work 
smoothly  in  practice.  It  provides  an  absolute  guarantee  to  the 
manufacturer  that  the  whole  of  his  expenditure  on  Revenue  Account  is 
caught  up  in  his  costs,  and  it  will  provide  him  promptly  with  that 
information  which  is  essential  to  him  if  he  is  to  have  a  chance  of 
running  his  business  efficiently. 

Statistics. 

There  is  a  wealth  of  other  information  on  production,  lost  time, 
wastage  of  material,  scrap,  &c.,  all  arising  out  of  an  efficient  costing 
system,  which  is  invaluable  to  those  in  charge  of  the  destinies  of  a 
manufacturing  concern.  It  is  information  which  can  be  supplied 
daily  as  the  work  progresses  and  before  cost  figures  of  any  value  can 
be  submitted  to  the  management.  It  is  the  function  of  the  up-to-date 
factory  accountant  to  supply  that  information  in  such  a  shape  that 
the  manager  can  see  at  a  glance  those  matters  that  require  his  atten- 
tion each  day.  No  manager  has  time  to  wade  through  a  welter  of 
figures  to  pick  out  the  salient  points — he  should  have  the  facts  and 
figures  put  up  to  him  in  such  a  manner  as  will  make  it  possible  for 
him  to  manage  his  factory  from  his  office  chair.  No  hard  and  fast 
rule  can  be  laid  down  here  on  these  statistics,  for  no  two  businesses 
call  for  the  same  treatment — each  must  be  dealt  with  according  to  its 
own  requirements.  Let  it  suffice  to  say  that  the  greatest  value  of 
an  efficient  costing  system  does  not  lie  in  the  fact  that  it  shows  what 
has  happened  but  in  the  fact  that  it  shows  what  is  happening  now. 
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Stocktaking. 

Before  passing  from  the  subject  of  costing,  it  may  be  well  to  mention 
one  other  matter  which,  although  not  strictly  a  part  of  a  costing 
system,  is  yet  very  closely  related  thereto.  The  practice  of  taking 
stocks  of  materials  annually  is  out  of  date  and  has  been  superseded  by 
"  continuous  stocktaking,"  under  which,  as  is  implied  by  the  term, 
stocktaking  is  going  on  all  the  time.  The  procedure  is  for  a  man  or 
men,  acting  under  the  Stores  Accountant,  to  check  the  stock  of  certain 
classes  of  material  each  day.  The  actual  quantities  in  stock  are  listed, 
as  are  also  the  quantity  balances  shown  by  the  Bin  Cards  and  Stores 
Ledger  Accounts.  If  the  records  have  been  made  accurately  the  three 
will  agree,  but,  if  they  do  not  agree,  investigation  must  be  made  to  trace 
the  error  and  the  necessary  action  taken  to  prevent  its  recurrence.  It 
will  happen  at  times  that  the  stock  deficiencies  cannot  be  traced,  and 
in  such  cases  the  values  should  form  a  charge  to  the  Departmental 
Oncost  Account  of  the  stores  because  the  loss  is  due  to  inefficient  store- 
keeping.  Sufficient  staff  should  be  engaged  upon  this  "  stock  audit  " 
to  ensure  that  all  materials  are  checked  at  least  four  times  a  year, 
and  the  result  will  prove  that  the  book  stocks  as  shown  by  the  Stores 
Ledger  Accounts  may  be  safely  accepted  for  all  purposes.  Some  of 
the  advantages  of  continuous  stocktaking  over  annual  stocktaking 
are  that  mistakes  in  the  records  come  under  review  while  still  fresh  ; 
that  the  staff  engaged  upon  the  handling  and  recording  of  stores  is 
impressed  with  the  necessity  for  care  and  accuracy  ;  that  pilfering 
from  stores  is  more  quickly  brought  to  notice  ;  and  that  the  disorganisa- 
tion and  loss  of  time  caused  by  annual  stocktaking  are  avoided. 


The  Prize  Essay  Competition. 

The  Editor  has  much  pleasure  in  announcing  the  results  of  the  first 
Prize  Essay  Competition.  In  the  Final  Division,  the  ist  Prize  is 
awarded  to  Mr.  E.  J.  Foster,  28  Macfarlane  Road,  Shepherds  Bush,  W., 
for  an  excellent  treatise  on  the  subject  of  "  A  System  of  Bookkeeping 
from  Original  Documents  "  and  books  to  the  value  of  ^2  2s.  will  be 
forwarded  to  him.  In  the  Intermediate  Class,  the  ist  Prize  of  is.  in 
books  is  gained  by  Mr.  B.  S.  Pears,  of  27  Beaumont  Road,  Leicester,  for 
his  exceptionally  good  essay  on  "  The  Best  System  of  Recording  and. 
Paying  Wages  with  a  View  to  Costing,"  Mr.  Gilbert  Taylor,  of  27 
Wellington  Road,  receiving  honourable  mention.  The  number  of 
entries  for  the  first  competition  was  very  encouraging,  and  much  of  the 
work  sent  in  was  of  a  high  order  of  merit.  It  is  a  noticeable  fact,  how- 
ever, that  the  majority  of  the  entries  came  from  the  provinces,  and  the 
Editor  wishes  to  urge  London  students  to  compete,  and  not  be  behind, 
their  provincial  rivals.  There  is  undoubtedly  much  advantage  to  be 
gained  by  entering  for  these  competitions,  as  the  subjects  chosen  are 
likely  to  be  of  great  use  to  students  in  their  examinations.  The  winning 
essays  are  printed  in  another  column. 

The  subjects  for  October  are  : — 

Intermediate. — The  best  description  of  bankruptcy  proceedings  fromi 
Petition  to  Discharge. 

Final. — The  best  essay  on  Cheques  and  Bills  of  Exchange. 
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By  Lawrence  R.  Dicksee,  M.Com.,  FX. A. 

(Sir  Ernest  Cassel  Professor  of  Accountancy  and  Business  Methods  in 
the  University  of  London). 

There  are  three  distinct  ideals  as  to  what  constitutes  Profits 
and  Professor  Dicksee  describes  and  compares  them  in  his 
article  this  month.  He  also  deals  with  the  treatment  of 
Wasting  Capital  Expenditure. 

XXI.— The  Net  Profit. 

The  Net  Profit  (sometimes  called  Net  Revenue)  of  an  undertaking 
is  represented  in  theory  at  least  by  an  actual  increase  in  the  wealth  of 
the  undertaking  that  has  resulted  from  the  transactions  upon  which  it 
has  been  engaged,  which  will  be  confirmed  in  the  Balance  Sheet  (which 
summarises  all  the  Ledger  balances  not  included  in  the  Revenue 
Account)  by  a  corresponding  improvement  in  the  financial  position, 
represented  by  an  increase  of  assets  or  a  decrease  of  liabilities,  or  partly 
by  the  one  and  partly  by  the  other.  The  young  articled  clerk  will  find 
it  convenient  even  at  this  stage  to  recognise  that  there  are  three  distinct 
ideals  as  to  what  constitutes  "  profits." 

The  theoretical,  or  economic,  view  is  (as  already  stated)  that  every 
increase  in  wealth  is  a  profit,  and  every  diminution  of  wealth  is  a 
loss.  This  is  sound  enough  so  far  as  it  goes,  but  it  necessarily  involves 
treating  as  a  profit  any  casual  increase  that  may  have  occurred  in  the 
value  of  fixed  assets,  and  as  a  loss  any  casual  decrease  that  may  have 
occurred  in  the  value  of  fixed  assets.  The  current  marketable  value 
of  property  that  is  not  intended  for  immediate  realisation,  but  is 
intended  for  use  in  its  existing  form  as  a  profit-earner,  is  of  no  very 
great  importance  to  the  business  man.  On  the  other  hand,  it  confuses 
his  ideas  of  working  results,  if  profits  or  losses  arising  from  fluctuation 
is  in  the  value  of  fi.xed  assets  (i.e.  Capital  profits  or  losses)  are  mixed  up 
with  working  results,  i.e.  Revenue. 

The  legal  view  goes  to  the  other  extreme.  When  the  law  necessi- 
tates a  clear  distinction  being  made  between  Capital  and  Income  (e.g. 
in  the  administration  of  a  trust,  where  different  persons  are  entitled 
to  Income  and  to  Capital  in  succession)  it  rigorously  excludes  from  the 
Income  (or  Revenue)  Account  all  fluctuations  in  the  value  of  capital 
assets,  with  the  result  that  when  ultimately  the  administrators  of  the 
trust  have  to  account  to  those  entitled  to  capital,  the  amount  they  are 
liable  then  to  produce  is  the  original  capital  plus  or  minus  fluctuations 
in  the  value  thereof.  The  system  tends  towards  producing  uniformity 
of  income  during  the  continuance  of  the  trust  only  by  throwing  all 
variations  upon  the  capital. 
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The  practical,  or  business  man's,  view  represents  something  in 
the  nature  of  a  compromise  between  these  two  extremes.  It  ignores 
increases  in  the  value  of  fixed  assets,  on  the  ground  that  these  increases 
may  not  be  permanent  and  in  any  event  are  not  recurring,  while  in 
the  nature  of  things  they  cannot  be  conveniently  divided  in  money 
as  profits  inasmuch  as  they  have  not  been  realised.  On  the  other 
hand,  he  usually  aims  at  charging  against  Revenue  any  known  shrinkage 
in  the  value  of  fixed  assets  that  is  no  mere  temporary  fluctuation, 
thus  withholding  from  distribution  as  profits  a  sum  of  money  equal 
to  the  estimated  wastage  in  the  value  of  fixed  assets,  and  by  capitalising 
that  sum  he  aims  at  always  retaining  in  hand  assets  of  sufficient 
aggregate  value  to  represent  the  original  capital. 

XXII.-  Withdrawals  of  Profits. 

If  profits  were  determined  according  to  the  economist's  ideal,  it 
would  be  found  that  the  amount  of  the  money  actually  taken  out  of 
the  business  from  time  to  time  for  distribution  among  the  proprietors 
would  show  little  or  no  correspondence  between  the  excess  of  cash 
receipts  over  cash  payments  during  the  corresponding  period  ;  and 
even  if  there  were  a  generous  margin  of  Working  Capital  to  tide  over 
temporary  inequalities,  the  general  tendency  would  be  to  retain 
unnecessary  sums  of  money  in  the  business  in  times  when  the  value 
of  fixed  assets  was  falling,  and  to  pay  too  much  money  out  of  the 
business  in  times  when  the  value  of  fixed  assets  was  rising.  Such 
an  arrangement  may  accordingly  be  set  aside  as  unworkable  in  practice. 

The  legal  method,  on  the  other  hand,  ensures  a  close  correspondence 
between  the  amount  of  Net  Profit  shown  to  be  available  for  distribu- 
tion and  the  excess  of  current  receipts  over  current  payments  ;  but  it 
provides  no  assurance  that  the  amount  retained  will  be  even  approxi- 
mately sufficient  in  value  to  provide  for  the  ultimate  repayment  of 
capital  received,  and  unless  the  fixed  assets  have  been  very  carefully 
chosen,  it  does  not  very  effectively  provide  for  a  continuance  of  Revenue 
Receipts  in  bad  times  as  well  as  good. 

The  third  method  does  not  really  pretend  to  actually  ascertain  the 
true  Net  Profit  for  the  period  under  review  so  much  as  to  ascertain  a 
minimum  sum  that  may  in  any  event  be  distributed  without  jeopardis- 
ing the  future.  It  accordingly  keeps  upon  the  safe  side  all  through, 
bringing  nothing  to  the  credit  of  the  Revenue  which  has  not  either 
already  crystallised  into  the  receipt  of  money  or  may  at  least  be  expected 
so  to  crystallise  within  a  moderate  period  of  time,  and  debiting  Revenue 
not  merely  with  actual  payments  and  liabilities  in  respect  of  current 
expenses  that  still  remain  unpaid,  but  also  with  provisions  to  cover 
any  loss  that  may  arise  hereafter  through  the  failure  to  collect  out- 
standing earnings,  and  further  provisions  to  cover  any  serious  inequality 
in  Revenue  Expenditure  extending  over  a  long  term  of  years.  The 
significance  of  this  last  provision  is  explained  in  the  following  paragraph. 

XXIII.— Wasting  Capital  Expenditure. 

In  the  nature  of  things,  most  of  the  fixed  assets  acquired  by  an 
undertaking  as  a  result  of  Capital  Expediture  will  not  prove  useful 
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as  profit-earners  for  ever,  but  only  for  a  limited  period  of  time.  It 
follows  therefore  that,  in  so  far  as  this  is  true,  such  expenditure  is  not 
strictly  speaking  Capital  Expenditure  at  all,  but  rather  Revenue 
Expenditure.  By  the  time  these  particular  items  of  equipment  have 
to  be  discarded  as  no  longer  suitable  at  the  latest,  their  cost  must 
necessarily  be  charged  against  Revenue  because  no  surviving  value 
remains.  In  Section  VII  it  will  be  shown  that  certain  undertakings 
actually  deal  with  wasting  Capital  Expenditure  very  much  upon  these 
Mnes  in  practice,  but  that  in  ordinary  business  concerns  the  practical 
effect  would  be  that  the  charge  against  profits  over  so  short  a  period 
as  one  year  would  fall  exceedingly  unequally.  Accordingly,  the 
course  more  usually  followed  is  to  treat  the  whole  amount  of  the 
ultimate  loss  as  a  sum  chargeable  against  the  Revenue  of  a  period 
represented  by  the  whole  of  the  time  that  the  item  of  equipment  is 
in  use,  spreading  the  total  charge  over  the  successive  years  in  an 
equitable  manner,  or  at  least  in  a  manner  which  approximates  to  equity 
sufficiently  for  all  practical  purposes.  Upon  this  principle,  accord- 
ingly, each  successive  Revenue  Account  is  called  upon  to  bear  (i.e.  to 
be  debited  with)  a  proportionate  part  of  the  cost  of  fixed  assets, 
representing  the  actual  wastage  due  to  the  use  that  has  been  made  of 
the  fixed  assets  during  that  period.  This  is  usually  spoken  of  as 
"  providing  for  depreciation,"  and  this  subject  will  be  further 
considered  hereafter  under  that  heading  (Section  VIII). 


The  Cost  of  Living  and  the  Coal  Strike. 

At  the  present  time  the  one  topic  of  paramount  importance  is  the 
possibility  of  avoiding  the  threatened  strike,  and  by  the  time  we  go  to 
press  in  all  probability  the  die  will  be  cast  for  better  or  for  worse.  It 
does  not  need  an  expert  in  economics  to  prove  that  if  the  strike  does 
come  it  spells  disaster  to  us  as  a  nation.  We  are  told  that  in  any  case 
the  prices  of  food  must  rule  higher  during  the  coming  winter,  and 
statistics  recently  published  show  that  the  rise  is  taking  place  even 
before  the  winter  arrives.  This  is  due  very  largely  to  the  removal  of 
the  control  that  was  placed  upon  all  foodstuff  during  the  war  in  order 
to  eliminate  profiteering,  and  in  effect  the  prices  of  food  were  kept 
below  their  natural  economic  level  as  compared  with  other  commodities. 

In  proof  of  this,  it  may  be  pointed  out  that  whereas  food  is  about  two 
and  a  half  times  dearer  than  it  was  in  1914,  textiles  are  four  times 
dearer. 

The  effect  of  a  strike  must  be  dearer  food,  and  this  must  also  mean 
great  and  dire  hardship  for  people  who  already  are  almost  bankrupt 
owing  to  the  high  cost  of  living. 

Mr.  J.  H.  Thomas,  M.P.,  President  of  the  Trades  Union,  pointed 
out  in  his  Presidential  address  at  Portsmouth  recently,  that  "  only  an 
optimist  could  find  occasion  for  anything  but  apprehension  to-day,"  and 
that  the  coming  winter  will  in  many  respects  be  the  hardest  for  a  great 
number  of  years,  and  there  are  already  thousands  of  unemployed. 
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By  Andrew  Binnie,  F.C.A.,  C.A. 

In  the  following  article  Mr.  Binnie  describes  the  steps  the 
auditor  of  a  company  should  take  to  verify  Debenture 
Capital  J  Reserves,  Pro  fits  prior  to  Incorporation  y  Preliminary 
Expenses,  Underwriting  Commission,  Discount  and  Interest 
during  construction. 

Debenture  Capital. 

If  there  be  various  classes  of  Debentures,  such  as  Mortgage  Deben- 
tures or  Debentures,  or  First  and  Second  Mortgage  Debentures,  or  First 
and  Second  Debentures,  each  class  should  have  a  separate  account  in 
the  Ledger,  and  be  distinguished  in  the  Balance  Sheet.  The  Ledger 
balances  should  be  agreed  with  the  aggregate  of  the  individual  balances 
as  extracted  from  the  various  Registers  of  Debenture  Holders.  The 
counterfoils  of  the  Debentures  or  Debenture  Certificates  issued  may  be 
available  for  examination,  but  Debentures  are  not  infrequently  printed 
and  issued  without  any  counterpart.  In  any  case  the  Minute  Book 
should  contain  particulars  of  the  Debentures  which  have  been  sealed  and 
issued.  The  auditor  should  see  that  the  consideration  for  the  Deben- 
tures has  been  duly  received.  The  auditor  may  also  compare  the 
Debenture  Transfers  with  the  Transfer  Register,  and  check  the  postings 
from  the  Transfer  Register  to  the  Register  of  Debenture  Holders  if 
deemed  necessary.  Where  the  Debentures  are  paid  off,  the  cancelled 
Debentures  or  Debenture  Certificates  should  be  produced  to  the  auditor. 
If  the  Debentures  have  been  issued  at  a  discount,  or  a  commission  paid 
on  the  issue,  the  total  of  the  Debentures  should  appear  on  the  Dr.  side 
of  the  Balance  Sheet,  and  the  discount  or  commission  on  the  Or.  side, 
until  it  is  written  off  (pursuant  to  Section  90  of  the  Companies  (Consoli- 
dation) Act,  1908).  The  discount  or  commission  is  a  charge  of  a  capital 
nature,  but  as  a  matter  of  sound  finance  should  be  written  off  over 
a  term  of  years.  The  conditions  attaching  to  the  Debentures,  or  con- 
tained in  the  Debenture  Trust  Deed,  if  any,  should  be  carefully 
examined,  and  care  taken  that  they  have  been  complied  with  so  far  as 
they  affect  the  accounts.  See  that  the  remuneration  payable  to  the 
Trustees  for  the  Debenture  Holders  has  been  paid  or  reserved  in  the 
accounts.  Inquire  whether  the  Debentures  have  been  registered  at 
Somerset  House  pursuant  to  Section  93  of  the  Companies  (Consolida- 
tion) Act,  1908. 
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The  Register  of  Mortgages  and  Charges  kept  by  the  company  should 
also  be  inspected  to  see  that  no  charges  have  been  given  which  do  not 
appear  in  the  Books  of  Account. 

In  view  of  a  recent  decision  [Wall  v.  London  Provincial  Trust,  Ltd. 
Accountant,  17th  July  1920)  it  is  doubtful  whether  a  profit  on  Deben- 
tures bought  in  the  market  at  a  discount  may  be  treated  as  profit  avail- 
able for  dividend.    (See  also  "  Borrowed  Moneys,"  page  157,  July  issue.) 

Debenture  Redemption  Fund. 

See  by  what  conditions  the  fund  is  governed  (whether,  for  example,  it 
is  necessary  that  the  fund  should  be  specifically  invested),  and  see  that 
they  are  complied  with.  (See  also  "  Borrowed  Moneys,"  page  157,  July 
issue.) 

Reserves. 

Reserves  may  be  specific  or  general.  They  may  arise  out  of  a  provi- 
sion made  out  of  profits  for  depreciation,  or  to  redeem  Debentures  or 
create  a  Sinking  Fund,  or  may  be  of  a  general  character  created  out 
of  profits,  and  differing  only  in  name  from  the  carry  forward  "  of 
undivided  profits,  as  the  balance  remaining  at  the  credit  of  Profit  and 
Loss  Account,  after  deducting  dividends,  is  commonly  called.  Sometimes 
profits  of  a  capital  nature,  such  as  a  gain  on  realisation  of  a  freehold,  are 
carried  to  Reserve.  The  auditor  should  ascertain  what  provisions  there 
are  in  the  Articles  of  Association  relating  to  the  making  of  reserves, 
and  see  that  they  have  been  duly  carried  out.  Without  such  provisions 
it  might  not  be  competent  to  the  directors  to  make  any  reserves  out  of 
])rofits,  which  would  have  to  be  applied  as  directed  by  the  Articles. 
From  the  Articles  the  auditor  should  also  ascertain  whether  there  is  any 
restriction  on  the  profits  which  may  be  divided  by  way  of  dividend,  for 
example,  whether  profits  of  a  capital  nature  may  be  divided  or  not,  or 
whether  there  is  a  stipulation  that  such  profits  be  carried  to  a  reserve. 
The  auditor  should  also  see  that  reserves  set  aside  to  provide  for  depre- 
ciation are  not  utilised  for  the  payment  of  dividends,  whether  in  cash 
or  by  way  of  bonus  shares.  If  there  is  a  provision  in  the  Articles  tliat 
the  reserve  is  to  be  specifically  invested,  he  should  see  that  the  provision 
is  complied  with.  The  different  classes  of  reserves  should  be  kept  in 
separate  accounts  in  the  Ledger,  even  if  for  any  reason  not  set  out 
separately  in  the  accounts.  If  there  are  any  provisions  in  the  Articles 
to  the  effect  that  the  reserves  are  to  accumulate  at  interest,  see  that  they 
are  complied  with.  Reserves  of  another  character  known  as  "  Secret 
Reserves  "  may  sometimes  have  been  created  by  writing  down  Stocks 
or  other  floating  assets,  or  over-estimating  liabilities  not  capable  of  a 
precise  computation.    Reserves  of  this  type  were  more  common  in  the 
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days  when  limited  companies  were  few  in  number,  and  business  mainly 
in  the  hands  of  private  traders.  As  reserves  of  a  precautionary  nature 
making  for  financial  stability  they  are  not  objectionable,  where  made  in 
good  faith.  On  the  whole,  however,  it  is  preferable  that  reserves  be 
created  openly  in  the  usual  way  by  a  transfer  from  profits.  Where 
reserves  are  distributed  among  the  shareholders  by  way  of  Bonus  Shares, 
see  that  the  Reserve  Fund  clause  in  the  Articles  authorises  the  payment 
thereout  of  a  bonus  or  dividend  to  members ;  that  the  Articles  authorise 
the  satisfaction  of  a  dividend  or  bonus  by  the  issue  of  paid-up  shares, 
for  prima  facie  dividends  must  be  paid  in  cash  ;  that  the  members  have 
been  given  an  unconditional  right  to  take  the  dividend  or  bonus  in  cash, 
or  that  a  proper  contract  has  been  filed ;  that  the  company  has  unissued 
shares  sufficient  to  satisfy  the  bonus  or  dividend. 

Of  recent  years  it  has  been  suggested  that  reserves  may  be  created  by 
writing  up  assets  which  have  increased  in  value,  and  the  reserves  so 
created  divided  by  way  of  Bonus  Shares.  It  is  difficult  to  see  what  con- 
sideration passes  for  the  shares.  In  the  case  of  deflation  of  the  assets 
the  share  capital  cannot  be  written  off,  and  the  assets  written  down, 
except  by  a  scheme  for  reduction  of  captial  approved  by  the  Court  or  by  a 
liquidation  and  reconstruction.  This  inflation  of  assets  seems,  tlierefore, 
to  be  unsound  in  principle.  The  auditor  should  see  that  the  transaction 
is  clearly  set  out  in  the  accounts. 

Profits  prior  to  Date  of  Incorporation. 

Where  a  business  is  acquired  and  converted  into  a  limited  company, 
and  the  purchase  price  includes  profits  from  a  date  prior  to  the  date  of 
incorporation,  the  profits  for  the  first  year  should  be  apportioned,  and 
the  proportion  earned  prior  to  the  date  of  incorporation  either  wTitten  off 
goodwill  or  carried  to  reserve,  as  such  profits  are  not  available  for  distri- 
bution among  the  shareholders.  There  appears,  however,  to  be  no 
reason  why  the  proportion  of  profits  made  prior  to  the  date  of  incorpora- 
tion should  not  be  applied  to  writing  off  preliminary  expenses,  costs  re 
leases,  and  similar  outlays  of  a  capital  nature.  On  questions  of  this 
kind  the  auditor  will  do  well  to  take  the  advice  of  the  company's  solici- 
tor, for  circumstances  vary  in  different  cases.  If  there  happened  to  be 
a  loss  prior  to  incorporation,  then,  to  be  consistent,  it  should  be  added 
to  goodwill.  This  suggests  that  the  deduction  of  the  profits  from  good- 
will is  unsound  in  principle,  since  it  leads  to  the  absurd  conclusion  that 
if  a  business  has  been  making  profits,  the  goodwill  is  worth  less  than 
if  it  has  been  working  at  a  loss. 

Preliminary  Expenses. 

These  expenses  usually  include  law  costs,  accountants'  charges, 
brokers'  fees,  stamps  and  fees  paid  on  registration  of  the  company, 
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the  cost  of  preparing,  and  the  expense  of  printing  the  Memorandum  and 
Articles  of  Association,  Share  and  Debenture  Certificates,  and  of  print- 
ing, circulating,  and  advertising  the  prospectus.  (Underwriting  com- 
mission on  Debentures  or  Shares  or  discount  on  Debentures  should  be 
set  out  separately  in  the  Balance  Sheet  until  finally  written  off,  pur- 
suant to  Section  90  of  the  Companies  (Consolidation)  Act,  1908.  Some- 
times the  promoter  of  a  company  pays  all  the  preliminary  expenses  up 
to  the  date  of  allotment,  and  in  consideration  of  doing  so  is  paid  a 
lump  sum.  In  such  cases  the  preliminary  expenses  should  consist  of 
the  lump  sum  paid,  together  with  any  similar  charges  incurred  by  the 
company,  and  not  included  in  the  agreement  with  the  promoter,  or 
Expenses  incurred  after  the  date  of  allotment.  The  expenses  should  be 
vouched  by  reference  to  the  various  bills,  costs  and  charges  and  official 
receipts,  and  the  auditor  should  see  that  the  outlays  have  been  approved 
by  the  Board,  and  are  properly  chargeable  to  the  company,  and  in 
accordance  with  the  agreement  entered  into  by  the  company.  He 
should  see  the  agreement  with  the  promoter,  and  satisfy  himself  that 
the  company  has  not  paid  anything  which,  under  the  agreement,  should 
have  been  paid  by  the  promoter.  Technically,  preliminary  expenses  are 
a  charge  to  capital,  but  outlays  of  this  description  are  of  a  purely 
nominal  value,  and  as  a  matter  of  finance  should  be  written  off  out  of 
profits  as  quickly  as  possible. 

Underwriting  Commission  on  Shares  and  Debentures  and 
Discount  on  Debentures. 

These  outlays  are  of  the  nature  of  preliminary  expenses,  but  pursuant 
to  Section  90  of  the  Companies  (Consolidation)  Act,  1908,  the  total 
amaunt,  or  so  much  as  has  not  been  written  off,  must  be  disclosed  on 
the  face  of  the  Balance  Sheet  until  the  whole  amount  is  written  off. 
The  auditor  should  see  that  the  payment  of  Underwriting  Commission 
on  the  shares  is  authorised  by  the  Articles  of  Association  (Section  89  of 
the  Companies  (Consolidation)  Act,  1908),  that  the  payments  are,  in  fact, 
chargeable  to  the  company,  and  the  particulars  correctly  disclosed  on  the 
face  of  the  Balance  Sheet. 

Interest  during  Construction  Charged  to  Capital. 

Parliamentary  Companies  are  usually  authorised  to  pay  interest  on 
capital  to  their  members,  and  the  interest  is  regarded  as  permanent 
Capital  Expenditure.  Section  91  of  the  Companies  (Consolidation)  Act, 
1908,  empowers  companies  to  pay  interest  out  of  capital  in  certain  cases, 
and  charge  it  to  capital,  provided  that : — 

(i)  No  such  payment  shall  be  made  unless  the  same  is  authorised 
by  the  Articles  or  by  special  resolution. 
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(2)  No  such  payment,  whether  authorised  by  the  Articles  or  by  special 
resolution,  shall  be  made  without  the  previous  sanction  of  the 
Board  of  Trade. 

(3)  Before  sanctioning  any  such  payment,  the  Board  of  Trade  may, 
at  the  expense  of  the  company,  appoint  a  person  to  inquire  and 
report  to  them  as  to  the  circumstances  of  the  case,  and  may, 
before  making  the  appointment,  require  the  company  to  give 
security  for  the  payment  of  the  costs  of  the  inquiry. 

(4)  The  payment  shall  be  made  only  for  such  period  as  may  be  deter- 

mined by  the  Board  of  Trade  ;  and  such  period  shall  in  no  case 
extend  beyond  the  close  of  the  half-year  next  after  the  half-year 
during  which  the  works  or  buildings  have  been  actually  com- 
pleted or  the  plant  provided. 

(5)  The  rate  of  interest  shall   in  no  case   exceed  four  per  cent,  per 

annum,  or  such  lower  rate  as  may  for  the  time  being  be  prescribed 
by  order  in  Council. 

(6)  The  payment  of  the  interest  shall  not  operate  as  a  reduction  of  the 

amount  paid  up  on  the  shares  in  respect  of  which  it  is  paid. 

(7)  The  accounts  of  the  company  shall  show  the  share  capital  on 

which,  and  the  rate  at  which,  interest  has  been  paid  out  of 
capital  during  the  period  to  which  the  accounts  relate. 

(8)  Nothing  in  this  section  shall  affect  any  company  to  which  the 

Indian  Railways  Act,  1894,  as  amended  by  any  subsequent  enact- 
ment, applies. 

Apart  from  this  enactment,  the  practice  of  adding  interest  on  capital 
to  capital  outlays  during  construction  or  development  and  treating  the 
interest  as  income  often  obtains,  as,  for  example,  in  the  case  of  Tea 
Estates.  The  process,  although  it  takes  money  out  of  one  pocket  as 
capital,  and  passes  it  into  the  other  as  income,  is  defensible  in  theory, 
but  it  is  not  prudent  to  apply  the  principle  to  undertakings  of  which  the 
ultimate  success  is  not  assured,  and  in  view  of  Section  91,  legal  advice 
should  be  taken  in  the  case  of  any  company  which  is  paying  interest 
out  of  capital  without  complying  with  the  section. 


The  Debt  of  Honour. 

It  is  distressing  to  note  that  there  are  still  a  very  large  number  of  dis- 
abled officers  and  men  who  have  not  yet  been  able  to  find  billets. 
Dr.  McNamara  recently  reported  that  no  less  a  number  than  142,600 
men,  18,200  of  whom  were  disabled,  and  14,293  ex-ofificers  are  still  with- 
out work. 

We  should  like  to  appeal  very  strongly  to  the  patriotism  of  our 
readers  to  do  all  they  can  to  give  employment  to  these  brave  fellows.  In 
Germany  a  law  has  been  passed  making  it  compulsory  for  every 
employer  of  labour  to  give  work  to  a  certain  percentage  of  disabled  men 
— it  would  almost  seem  that  something  on  the  same  lines  is  necessary 
here  in  England. 
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By  J.  H.  McCall,  F.S.A.A. 

In  his  Jourth  and  last  article  Mr.  McCall  deals  zvitJi  the 
relationship  of  banks,  other  than  the  Bank  of  England,  to 
the  Money  Market. 

1.  T]ie  Origin  of  Banking. — Many  writers  appear  to  make  a  mystery 
of  banking  by  drawing'  fine  distinctions  as  to  what  may  be  considered 
as  "  true  "  banking.  The  primary  business  of  banking  resolves  itself 
into  what  is  easily  understood  by  all,  the  practice  of  borrowing  and  lend- 
ing money.  The  Jews  were  the  pioneers  of  the  money  lending  fraternity, 
and  were  followed  by  the  Lombardy  goldsmiths,  who  came  to  England 
in  the  14th  century,  and  started  private  banking.  During  the  17th 
century  the  goldsmiths  of  England  took  up  the  business  of  banking, 
receiving  deposits  from  merchants,  and  giving  a  small  rate  of  interest. 
They  made  a  profit  by  lending  to  the  King  at  a  high  rate  of  interest. 
The  refusal  of  Charles  II  to  repay  loans  ruined  many  banker  gold- 
smiths and  merchants.  On  his  death  claimants  were  allotted  stock  to 
the  extent  of  50  per  cent.,  thus  bringing  into  existence  the  National 
Debt. 

In  i(x)4  a  Bill  was  passed  creating  the  Bank  of  England,  and  in  1708  a 
further  Act  was  passed,  giving  it  the  monopoly  of  joint  Stock  Banking. 
This  monopoly  was  partially  given  up  in  1826,  and'*wholly  in  1833.  The 
following  year  the  London  and  Westminster  Bank  was  started — many 
others  quickly  following. 

2.  The  Development  of  Banking. — During  the  last  fifty  years  there 
has  been  rapid  development  in  the  direction  of  branch  banking  and  great 
amalgamations.  The  private  country  banks  have  been  absorbed  by 
joint-stock  bankers ;  small  London  banks  have  been  absorbed  by  larger 
provincial  banks,  and  in  addition  there  have  been  many  amalgamations 
between  the  great  Joint  Stock  Banks.  These  movements  are  generally 
supposed  to  be  in  the  interest  of  economy,  the  general  effect,  however, 
is  to  extinguish  competitors  and  to  create  something  of  a  monopoly, 
which  is  making  itself  felt  as  a  powerful  influence  upon  the  money 
market. 

3.  The  Functions  of  a  Banker. — The  business  of  banking  has  widened 
considerably  of  late  years,  and  may  be  classified  into  the  following 
functions  : — 

(a)  To  issue  notes  subject  to  the  restrictions  of  the  Bank  Charter  Act, 
1844. 
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{h)  To    receive  money    from  customers    on  deposit    or  on  current 
account. 

{c)  To  discount  bills  of  exchange  and  promissory  notes, 

{d)  To  lend  money  to  individuals,  firms,  companies,  corporations  and 
brokers. 

{e)  To  assist  companies  and  corporations  in  the   issue  of  stocks  and 
shares. 

(/)  To  act  as  the  financial  agent  for  customers  with  regard  to  the  pur- 
chase and  sale  of  securities. 

The  main  business  is  classified  under  {h)  and  (d),  and  the  most  ele- 
mentary study  U'ill  reveal  the  fact  that  banking  is  merely  the  busi- 
ness of  borrowing  and  lending.  The  bank  acts  as  a  middleman,  lending 
out  at  a  profit  what  it  has  borrowed.  The  share  capital  of  a  bank  is  not 
very  important  in  this  connection,  and  it  is  interesting  to  note  that  the 
capital  of  a  bank  computed  for  purposes  of  Excess  Profits  Duty  is  a 
minus  figure,  that  is,  it  has  no  capital  of  its  own  employed  for  the  pur- 
pose of  making  profits.  It  is  important  to  remember  this,  as  it  cuts 
at  the  roots  of  many  fallacies  concerning  the  supposed  wealth  of  the 
banks.  Their  wealth  really  consists  in  the  ability  to  use  freely  the 
deposited  capital  of  their  customers. 

4.  The  Sources  of  a  Banker's  Profits. — Apart  from  sundry  charges 
made  by  a  bank  for  services  rendered,  the  main  source  of  profit  is  the 
difference  betw^een  the  interest  earned  on  money  lent  by  it,  and  the 
interest  allow-ed  to  depositors.  Banks  are  out  to  make  as  much  money 
as  possible,  and  to  take  full  advantage  of  every  opportunity.  Interest 
on  deposit  accounts  is  generally  one  per  cent,  below  the  Bank  rate,  and 
interest  charged  on  overdraft  generally  one  per  cent,  above  and  even 
more.  The  two  per  cent,  margin  does  not  appear  large,  but  that  is 
only  half  the  story.  A  large  proportion  of  the  funds  available  consists 
of  customers'  current  account  balances,  on  which  no  interest  is  allowed. 
It  must  not  be  assumed,  however,  that  the  customer  does  not  receive  any 
benefit  by  depositing  his  money  even  though  no  interest  is  allowed. 
The  services  rendered  by  bankers  to  the  public  are  numerous,  and 
include  : — 

(a)  The  convenience  and  safety  of  depositing  surplus  cash,  in  some 
cases  with  interest  accruing. 

(h)  The  convenience  of  making  remittances  by  cheques  and  drafts. 

(c)  The  collection  of  cheques,  dividend  warrants,  &c. 

(d)  The  rendering  of  financial  assistance  by  means  of  overdrafts,  the 

discounting  of  bills,  or  advances  on  shipping  documents. 
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(e)  The  advantage  of  obtaining  circular  notes  and  letters  of  credit. 
(/)  The  acting  as  exchange  brokers  and  the  telegraphic  transfer  of 
credit  to  branch  houses  abroad. 

5.  Relation  between  Banker  and  Customer. — I  have  stated  that  the 
business  of  banking  is  that  of  borrowing  and  lending  money.  This  is 
emphasised  by  the  general  relation  between  banker  and  customer  being 
that  of  Debtor  and  Creditor.  The  banker  enters  into  an  implied  con- 
tract when  he  accepts  a  deposit  to  repay  the  amount  in  the  manner 
directed  by  the  customer.  Strictly  speaking,  it  is  misleading  to  state  on 
a  Balance  Sheet  the  banker's  indebtedness  as  "  Cash  at  Bank,"  or  to 
speak  of  having  money  in  the  bank.  The  depositor  has  merely  lent  his 
money  to  the  bank,  certainly  under  very  favourable  conditions  as  to  its 
repayment. 

6.  The  Banks  and  the  Market. — We  have  seen  that  the  effect  of  exer- 
cising their  functions  is  to  place  the  banks  in  the  position  of  being 
the  greatest  agency  for  bringing  loanable  capital  to  the  money  market. 
They  have  vast  sums  of  money  which  must  be  put  out  at  interest,  as  all 
money  lying  idle  would  mean  a  loss  of  profit.  They  are  particularly 
concerned  with  the  rates  prevailing  on  the  market,  and  in  consequence 
of  their  powerful  position  have  no  doubt  considerable  weight  in  those 
financial  circles  which  practically  govern  the  market. 

Whether  it  is  beneficial  or  otherwise  that  the  banks  should  wield  this 
powerful  influence  or  not  v*  ill  be  answered  in  the  course  of  history,  but 
we  may  assume  that  the  power  of  the  banks  has  never  been  seriously 
curtailed  by  outside  competition.  It  will  be  as  well  to  illustrate  one 
phase  only  of  the  manner  in  which  the  finance  of  this  country  is  influ- 
enced by  the  banks.  It  will  be  within  the  recollection  of  everyone  that 
the  decision  of  the  Government  to  place  the  obligation  of  building  a 
large  number  of  houses  upon  local  authorities  created  somewhat  of  a 
deadlock  on  the  financial  side.  Local  authorities  quickly  discovered  that 
very  little  financial  help  would  be  forthcoming  along  the  usual  channels, 
and  strong  representations  were  made  to  the  Treasury  that  the  financing 
of  housing  should  be  done  by  the  Government  itself.  The  Treasury 
appointed  a  special  committee  to  consider  the  best  means  for  raising 
the  necessary  moneys.  The  committee  was  constituted  largely  of 
bankers  and  in  its  findings  strongly  recommended  that  the  local  authori- 
ties should  themselves  endeavour  to  raise  money  by  the  issue  of  Hous- 
ing Bonds  or  by  the  issue  of  Stock  upon  the  market. 

The  arrangements  for  the  issue  of  Corporation  Stock  at  present  obtain- 
ing are  somewhat  curious,  the  banks  and  brokers  actually  place  the 
stock  upon  the  market,  but  the  Treasury  regulates  the  order  of  coming 
upon  the  market,  and  the  amount  to  be  raised  by  each  corporation.  The 
Treasury  acts  in  its  decisions  upon  the  advice  of   that  same  advisory 
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committee,  so  that  it  can  fairly  be  claimed  that  the  prepondering  influ- 
ence is  that  of  the  banks. 

There  are  divers  opinions  as  to  the  effect  of  real  competitive  banking, 
it  is  sufficient  for  the  writer  to  indicate  one  or  two  ways  which  have 
been  suggested  from  time  to  time.  The  establishment  of  a  national 
bank  has  been  advocated,  this  has  been  thought  by  some  to  merely  give 
in  effect  another  name  to  the  Bank  of  England.  It  does  seem,  however, 
that  given  a  national  bank  with  branches  in  every  town  worked  in  con- 
junction with  the  municipalities,  there  would  be  set  up  a  powerful 
rivalry  to  the  existing  private  banks.  Had  this  been  in  existence  at  the 
present  time,  it  is  fairly  safe  to  assume  that  the  monetary  difficulties  of 
local  authorities  in  relation  to  the  building  of  houses  would  never  have 
arisen.  This,  however,  is  mere  speculation,  the  object  of  the  writer  is 
to  point  out  that  the  power  of  the  banks  is  increasing  day  by  day,  owing 
to  the  enormous  increase  of  their  business  and  the  absence  of  any  real 
competition.  Every  movement  of  the  market  is  keenly  watched  on 
their  behalf,  and  it  is  safe  to  assume  that  they  are  consulted  upon  every 
great  financial  undertaking.  It  is  curious  to  note  that  whilst  municipal 
issues  are  rationed  or  regulated  by  the  Treasury,  there  are  no  restric- 
tions placed  upon  the  raising  of  capital  for  ordinary  commercial 
purposes. 

It  has  been  the  object  of  the  writer  of  these  articles  to  show  the 
various  influences  at  work  on  the  money  market  at  the  present  day,  and 
how  the  financial  position  of  the  Government  has  really  dominated  the 
market  for  a  considerable  time  past.  Much  hostile  criticism  of  the 
Government's  methods  has  appeared  in  the  papers,  the  result  of  which 
has  been  to  deter  the  Government  from  raising  moneys  by  further  issues 
to  the  public.  The  loan  for  the  construction  of  houses  has  apparently 
been  abandoned  by  the  Government,  but  is  actually  being  issued  under 
the  guise  of  corporation  stock.  The  real  benefit  of  this  method,  how- 
ever, lies  in  the  fact  that  the  issue  is  made  in  such  sums  and  at  such 
intervals  as  is  considered  advisable  by  those  experts  who  are  watching 
the  market.  Whilst  the  demands  of  the  Government  are  so  great,  it 
seems  fairly  safe  to  assume  that  the  bank  rate  for  discounting  bills  will 
be  high.  There  seems  to  be  one  theory  which  has  almost  been  exploded, 
that  is,  the  relation  of  the  specie  points  to  foreign  exchanges.  The 
specie  points  are  determined  by  the  cost  of  transmitting  gold  from  one 
country  to  another.  It  has  been  assumed  that  if  the  ordinary  methods 
become  too  expensive,  then  a  debtor  would  obtain  gold  and  settle  his 
debt  in  another  country  by  the  transmission  of  gold.  The  restrictions, 
however,  put  upon  the  transmission  of  gold,  together  with  the  difficulty 
of  obtaining  it  in  most  countries,  have  made  this  method  of  settlement  a 
very  remote  one.  Consequently,  the  movement  of  gold  as  a  corrective 
influence  on  the  rate  of  exchange  may  be  dismissed  as  a  theory  only. 
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In  the  last  issue  some  of  the  main  fundamentals  of  the 
Excess  Profits  Duty  were  dealt  with.  As  with  income-tax , 
there  are  many  variations  to  meet  particular  circumstances, 
and  a  few  of  these  are  considered  in  the  following  article. 

Excess  Profits  Duty  {continued). 

Succession. 

The  question  of  succession  to  an  existing  business  is  of  great  importance 
in  its  effect  on  the  pre-war  standard.  As  previously  shown,  a  purely  new 
business  has  to  adopt  a  pre-war  standard  of  a  percentage  on  the  capital,- 
which  generally  is  such  a  small  standard  that  practically  the  whole  of 
the  profits  become  excess  profits.  When,  however,  a  business  has  been 
purchased  or  otherwise  succeeded  to,  the  law  allows  the  successor  to  be 
treated  as  if  there  had  been  no  change  of  ownership,  subject  to  the 
restriction  that  the  pre-war  standard  of  the  previous  owner  must  be  so 
adjusted  as  to  make  it  comparable  in  basis  with  the  Accounting  Period 
profits  of  the  successor. 

Assume  that  A.  succeeded  on  ist  January  1920  to  a  business  carried 
on  by  B.,  and  that  A.'s  capital  was  5,000,  and  the  profits  of  the  year 
to  31st  December  1920  were  ;^4,5oo,  whereas  the  capital  and  profits  of 
B.  were  as  follows,  the  capital  being  that  at  the  beginning  of  the  year  : — 

Capital  rrofits 


Dec.  191 1    5i5oo  2,400 

„     1912   6,500  2,700 

„     1913   8,000  3,200 


Now,  if  A.  were  treated  as  a  new  business,  his  standard  would  be  on 
;^i5,ooo  at  13  per  cent.  =;^i, 950,  but,  by  treatment  as  a  succession,  the 
standard  would  be  that  of  B.,  together  with  an  allowance  for  increased 
capital  thus  : — 

£ 

1912    2,700 

1913    3,200 

«  2)5,900 
£2,950 


The  average  pre-war  capital  would  be  : — 

£ 

1912    6,500 

1913    8,000 

2)14,500 
£7.250 


The  increase  of  capital  would  be  ;^i5, 000-/5*7, 25o  =  ;^7, 750  ^3  P^'^ 
cent.       1, 007. 
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Treatment  as  a  succession  would,  therefore,  give  a  very  much 
decreased  liability. 

A  very  common  case  of  change  of  ownership  is  by  conversion  of  a  firm 
to  a  limited  liability  company,  and  this  is  an  instance  of  where  the  pro- 
vision applies  that  the  basis  of  the  old  pre-war  standard  must  be  made 
to  accord  with  that  of  the  Accounting  Period  profits  of  the  new  company, 
as  the  standard  of  the  firm  would  be  arrived  at  before  charging  salaries, 
&c.,  of  partners,  whereas  the  company's  profits  would  be,  after  charging 
directors',  &:c.,  fees,  paid  to  the  late  partners.  Assume  that  a  firm 
A.  B.  C.  was  converted  to  a  limited  company,  A.  B.  &  Co.,  Ltd.,  on  ist 
January  1920,  and  that  the  profits  were  as  follows  :  — 

£ 
4,000 
5,000 
3,000 
10,000 

In  arriving  at  the  company's  1920  profits  a  deduction  vv^as  made  for 
directors'  and  managers'  salaries,  &c.,  paid  to  A.  B.  &  C,  so  that  it  is 
necessary  to  eliminate  from  the  pre-war  profits  the  remuneration  paid  in 
1920.  Assuming  that  this  remuneration  is  ;£5"2,ooo,  the  pre-war  standard 
becomes  : — 

191 1   £4,000  -  £"2,000  =  £2,000 

1912   £5,000  —  £2,000  «=  £3  000 

2)5,000 

£2,500 


It  should  be  noted  that  this  adjustment  is  not  satisfied  by  merely 
adding  back  the  1920  remuneration  to  the  1920  profits,  as  otherwise  the 
addition  to  the  ;^2oo  allowance  where  the  profits  do  not  exceed  ^4,000 
would  be  reduced.  This  addition  applies  for  1920,  when  the  Account- 
ing Period  profits  do  not  exceed  ;£5"4,ooo,  so  that  an  adding  back  of  the 
remuneration  might  take  the  business  outside  the  allowance. 

Directors'  and  Managers'  Remuneration. 

The  law  gives  the  Revenue  a  very  wide  discretion  as  regards  debits 
for  remuneration  of  directors  or  any  other  persons  "  concerned  in  the 
management  "  of  the  business  in  that  it  authorises,  but  does  not 
require,  the  disallowance  of  the  wJioIe  of  the  increased  remuneration 
over  the  amount  charged  in  the  last  pre-war  trading  year.  In  practice, 
this  power  is  not  fully  exercised,  but  is  governed  bv  the  following 
rules  :— 

(1)  Where  the  recipient  is  either  a  substantial  shareholder  or  closely 
related  to  such  a  shareholder    the  whole  of  the  increase  is  disallowed. 

(2)  Where  the  recipient  has  no  material  proprietary  interest  or  influ- 
ence the  allowable  increase  is  restricted  to  ;£5'2,ooo,  which  does  not  apply 
to  such  office  held  by  an  individual  but  to  the  individual  himself. 

^  Now,  when  the  Revenue  disallows  any  excess  remuneration,  the  posi- 
tion is  that  the  employer  pays  Excess  Profits  Duty  on   behalf   of  the 


Year  to  31  Dec.  1911 
1912 
1913 

</         „  1920 
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employee,  so  that  the  law  gives  power  to  the  employer  to  recover  from 
the  employee  the  Excess  Profits  Duty  so  paid.  Assume  that  a  manager 
was  paid  p£ri,ooo  for  the  year  to  31st  December  1913,  and  ;^5,ooo  for 
the  year  to  31st  December  1920,  and  that  he  had  no  shareholding  in  the 
company.  Assume  also  that  the  company's  profits  were  as  follows  after 
charging  the  remuneration  : — 

Year  to  31  Dec.  1911    15,000 

•  .        1912    25,000 

»         .      1913    30,000 

H  »  1920    85,000 

The  pre-war  standard  would  be  : — 

1912    25,000 

1913    30,000 

2)55,000 
£27,500 

Now,  the  Revenue  would  allow  ^^2,000  of  the  increase,  making  the 
allowance  ;^3,2oo,  so  that  the  company's  assessment  would  be  : — 

;£;85,ooo+;^5,ooo-;^3,2oo  =  p£;86,8oo. 

At  60  per  cent,  the  duty  payable  by  the  company  would  be  ;^52,o8o,  of 
which  ;^i,8oo  at  60  per  cent.  =  1,080  would  be  paid  on  the  increased 
remuneration.  The  company  would  then  recover  this  _;^i,o8o  from  the 
manager,  so  that  the  company  would  deduct  ;^52,o8o  — 1,080 =;^5 1,000 
in  arriving  at  the  company's  income-tax  assessment,  and  the  manager 
would  deduct  1,080  in  arriving  at  his  Schedule  E  assessment.  The 
company  would  deduct  the  former  sum  from  the  1920  profits,  thus  the 
allowance  would  be  made  from  the  1920-21,  1921-22,  and  1922-23  Sche- 
dule D  assessments.  The  manager  would  be  assessable  under  Schedule 
E  on  the  income  of  the  year  of  assessment,  so  that  his  1920-21  assess- 
ment would  be  on  ;^5,ooo— ;^i,o8o=;^3,920. 

Depreciation. 

The  allowances  for  depreciation  of  machinery  follow  generally  those 
given  for  income-tax,  but  provision  was  made  for  special  depreciation 
arising  from  the  war.  Many  assessments  for  war  years  are  still  un- 
settled, so  that  it  would  be  advisable  to  bear  in  mind  the  provisions  of 
Section  40  (3)  of  the  19 15  Act,  which  allows  : 

(a)  Exceptional  depreciation,  due  to  the  war,  of  any  plant,  machinery, 
buildings,  or  any  other  assets. 

{h)  Obsolescence  of  the  above. 

(c)  Deferred  repairs  and  renewals. 

In  the  case  of  (a)  the  longer  hours  of  work  and  the  impossibility  of 
adequate  upkeep  and  attention  created  abnormal  depreciation,  and  simi- 
larly in  (6)  machines,  &c.  were  built  for  special  war  purposes,  and  ulti- 
mately became  obsolete  and  of  no  value.  With  (c)  it  was  in  many  cases, 
owing  to  the  difficulty  of  obtaining  labour  and  material,  impossible  to 
repair  and  renew  assets,  but  the  expenditure  would  have  to  be  made  at 
a  later  date.    In  effect.  Section  40  (3)  allows  a  reserve  for  repairs,  &c. 
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Stock  Exchange  Transactions. 

PART  II. 

There  is  another  form  of  contract  in  use  on  the  Stock  Exchange 
which  is  called  an  option,^ ^  by  which  a  right  is  acquired  to  deal 
in  a  specified  stock  or  share  up  to  a  specified  amount  at  some 
determined  future  date  at  the  price  agreed  at  the  date  on  which 
the  contract  is  entered  into. 

There  are  three  kinds  of  option,  viz.  a  put,"  a  call  "  and  a 
put  and  call."  The  first  gives  the  purchaser  of  the  option  the 
right  of  selling  stock  and  the  second  the  right  of  buying  at  the 
agreed  price,  while  the  third  is  a  combination  of  the  two  and  gives 
the  option  of  either  buying  or  selling  (or  not  doing  either,  if  it  is 
not  profitable  to  do  so)  the  stock  on  the  day  and  at  the  price  fixed. 

To  make  the  matter  clearer  let  us  assume  that  a  friend  of  ours  in 
South  Africa  has  sent  us  some  private  reliable  information  regard- 
ing a  discovery  of  a  new  reef  of  rich  ore  in  a  certain  gold  mine, 
which  when  it  becomes  known  on  the  Stock  Exchange  will  probably 
cause  a  rise  in  the  market  quotation.  We  could  in  such  a  case  ap- 
proach a  broker  and  inquire  the  cost  of  purchasing  a  put"  option 
upon,  say,  loo  of  these  shares  at  the  present  market  price  of,  say, 
25s,  each,  the  option  to  be  exercised  in  two  months;  the  cost  of  this 
might  be  5s.  a  share.  In  due  course  the  good  news  is  announced, 
and  as  a  consequence  the  shares  rise  to,  say,  50s.  We  could  then 
exercise  our  right  to  buy  those  100  shares  at  the  market  price  at  the  time 
the  option  was  purchased,  i.e.  25s. 

Similarly,  we  might  learn  of  some  authentic  bad  news  that  was 
coming  whidh  would  adversely  affect  the  price;  in  which  case 
we  could  buy  a  call  "  option,  enabling  us  to  sell  the  100  shares  at 
the  original  price  when  they  have  fallen  considerably  owing  to  the 
bad  news. 

This  class  of  contract,  and  also  that  known  as  ''carrying  over  " 
stock  and  paying  differences,  may  very  rightly  be  regarded  in  the 
light  of  ''  gaming"  contracts,  and  if  the  contracting  parties  refused 
to  fulfil  their  obligations  it  is  more  than  likely  they  could  not 
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be  enforced  at  law,  upon  the  ground  that  gaming  and  wagering 
contracts"  shall  be  null  and  void.  This  does  not  make  the 
contracts  themselves  actually  illegal,  it  merely  makes  them 
unenforceable.  It  has  been  established  by  several  leading  cases  that 
in  any  Stock  Exchange  contract  where  it  can  be  shewn  that  neither 
of  the  contracting  parties  has  a  real  purchase  or  sale  in  view  but 
only  an  agreement  to  pay  differences  according  to  a  rise  or  fall  in 
price,  then  such  contract  is  not  enforceable  at  law.  A  broker  is  not 
bound  to  accept  every  order  sent  to  him,  but  if  the  principal  is 
known  to  him  and  they  have  had  previous  dealings  together,  even 
slight  delay  in  dccUniiig  the  order  would  probably  amount  to  the 
acceptance  of  the  same.  Having  accepted  the  order,  the  stock- 
broker becomes  the  agent  of  the  principal  and  the  usual  principles 
of  the  law  of  agency  apply  between  them,  although  by  the  rules  of 
the  Stock  Exchange  the  broker  deals  as  a  principal.  There  is  an 
implied  contrac^t  by  the  principal  to  indemnify  the  broker  against 
any  loss  or  liability  he  may  incur  on  his  behalf,  even  though  it  can 
be  proved  to  have  been  a  gaming  or  wagering  transaction  {TJiackcr 
V.  Hardy).  Brokers  are  specially  cautioned  in  Rule  58  against 
transacting  speculative  business  with  clerks  in  public  or  private 
establishments  without  the  knowledge  of  their  employers,  and  the 
term  "clerk"  includes  manager,  secretaries,  and  mercantile 
employees  of  all  kinds. 

It  may  sometimes  happen  that  a  broker  may  wish  to  do  the  bar- 
gain which  his  principal  has  instructed  him  to  execute,  himself,  in 
which  case  he  must  disclose  the  fact  to  the  principal,  or,  as  it  is 
called,  "  deal  fairly  at  arm's  length,"  in  which  case  the  relationship 
of  principal  and  agent  is  terminated  as  regards  that  particular 
transaction.  Should  he  fail  to  make  the  disclosure  the  principal  has 
the  right  to  either  adopt  the  transaction  and  claim  any  benefit  the 
broker  may  have  made  out  of  it,  or  to  repudiate  the  contract  and 
claim  the  return  of  his  money  {Fox  v.  MackretJi). 

The  circumstances  of  each  case  will  decide  the  question  as  to  how 
long  an  order  given  to  a  broker  will  remain  in  force — apart  from 
any  special  instructions  to  the  contrary,  an  order  is  considered  to  be 
left  to  the  broker's  discretion.  The  broker  is  bound  to  send  to  his 
principal  a  Contract  Note,  under  a  penalty  of  jQio  for  omission, 
and  it  is  the  formal  admission  of'  what  the  agent  has  done  for  his 
principal   upon  which  the  latter  may  rely  if  desiring  to  enforce  a 
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claim  against  his  agent  the  broker.  The  note  specifies  the  day  for 
delivery  of  stock  and  date  of  settlement,  and  usually  the  name  of 
the  jobber  with  whom  the  bargain  was  made,  as  this  is  a  guarantee 
to  the  principal  that  the  business  has  been  transacted  in  a  regular 
manner. 

The  broker's  commission  is  also  inserted  in  the  contract  note,  and 
this  is  fixed  according  to  a  tariff  approved  by  the  Stock  Exchange 
Committee.  If  money  is  placed  in  the  hands  of  a  broker  for  invest- 
ment purposes  it  is  considered  to  be  entrusted  to  the  agent  in  a  fidu- 
ciary character  to  be  applied  in  a  particular  manner,  so  that  if  the 
money  is  misapplied  by  the  broker  the  principal  is  entitled  to  follow 
the  m.oney,  if  it  can  be  traced,  and  reclaim  it,  or  any  property  or 
securities  purchased  with  it. 

If  a  principal  fails  to  pay  for  any  securities  bought  on  his  behalf, 
the  broker  has  a  lien  on  the  securities,  or  he  may  sell  them  and  claim 
fbr  any  difference  in  the  price. 

It  is  not  part  of  the  regular  business  of  a  broker  to  retain  his 
clients'  securities  and  collect  coupons,  &c.,  although  it  is  frequently 
done,  and  in  the  absence  of  any  special  agreement  it  often  becomes 
a  question  as  to  what  is  the  responsibility  of  the  broker.  Naturally, 
if  he  does  this  work  gratuitously,  his  liability  is  the  same  as  that  of 
any  gratuitous  bailee,  viz.  he  will  be  Liable  only  for  gross  negligence, 
while  if  he  receives  payment  or  reward  he  will  become  liable  for 
ordinary  negligence. 

In  our  next  issue  we  shall  deal,  in  conclusion,  with  the  Contract 
between  Broker  and  Jobber,  Quotations,  the  Cover  System,  the 
Official  Assignee,  &c. 


Foreign  Currency. 

The  question  of  foreign  currency  has  been  receiving  the  special  atten- 
tion of  the  Joint  Committee  on  the  Cost  of  Living,  and  their  recom- 
mendations, in  order  to  improve  matters,  are  as  follows  : — 

(a)  Definitely  fixing  the  issue  of  notes,  and  gradually  reducing  the 
same  until  the  depreciation  of  British  paper  currency  in  terms  of 
gold  disappears. 

(b)  Cessation  by  the  Government  of  resorting  to  Bank  Credits  to  meet 
expenditure. 

(c)  Repayment  of  the  floating  debt,  or,  failing  this,  to  fund  it. 

(d)  Public  control  of  the  banking  system  of  the  country. 

(e)  Now  that  the  public  is  used  to  Treasury  Notes,  do  away  with  gold 

currency  altogether. 
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In  this  column  Income-tax  recent  alterations  of  law  and  practice  are 
discussed  and  explained  and  readers'  queries  are  answered.  Arrangements 
have  been  made  to  reply  to  these  queries  by  post,  the  replies  being  pub- 
lished subsequently  in  the  "  Journal  "  under  noms  de  plume.  A  stamped 
addressed  envelope  should  be  enclosed  with  the  queries  and  the  service  is 
limited  to  subscribers  to  the  "Journal." 

Obsolescence. 

For  income-tax,  a  trader  has  the  option  of  allowance  for  either 
renewals  or  depreciation  of  plant  and  machinery,  the  former  being  an 
allowance  of  the  actual  loss,  and  the  latter  an  estimated  amount.  When 
a  particular  machine  comes  to  be  scrapped  or  sold  in  order  to  substitute 
more  modern  plant,  the  allowance  for  renewals  gives  the  actual  cost 
borne  by  the  trader,  i.e.  the  original  cost  of  the  old  plant,  but  if  deprecia- 
tion had  been  allowed  in  the  past  it  would  probably  be  found  that  the 
depreciation  had  not  amounted  to  the  loss  borne,  i.e.  that  the  cost  of  the 
plant  written  down  by  the  depreciation  actually  allowed  would  give  a 
figure  exceeding  that  realised  on  sale.  This  difference  is  the  subject  of 
the  "  obsolescence  "  allowance.  Assume  that  a  certain  machine  was 
purchased  in  1915  for  1,000,  and  that  depreciation  at  5  per  cent,  on 
written  down  value  was  allowed.  The  machine  was  sold  in  1920  for 
;^ioo.    The  written  down  value  at  the  date  of  sale  was  as  follows  : — 

1915     ..        ..        ..        ..       ..        ..  1,00 

Depreciation  allowed  1915-16  at  5% 

„  *      1916-17  „ 

90  3 

„  „       1917-18    „  . .  . .  4 

IT 

1918-1:9  "       ••     ••  43 

81 

ff   1919-20  „       ..     ..  40 

£775 

In  1920,  new  machinery  was  purchased,  and  allowance  of  ;£5"775  — 
^ioo  =  ;^675  is  made  against  the  1920  profits,  i.e.  it  falls  into  the 
averages  of  the  years  1920-21,  1921-22,  and  1922-23. 

The  basis  of  allowing  ordinary  depreciation  should  be  noted.  The 
written  down  value  at  the  beginning  of  the  fiscal  year,  or  rather  at  the 
end  of  the  last  trading  year  prior  to  the  commencement  of  the  fiscal 
year,  is  adopted.  Assume  that  plant  with  a  cost  of  ;^2o,ooo  was  pur- 
chased in  September   1916,  and  that  depreciation  at  5  per  cent,  was 
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allowed.  The  depreciation  figures  would  be  as  follows.  It  is  assumed 
that  additional  plant  at  a  cost  of  ;^4,ooo  was  installed  in  July  1918  : — 


Value  30th  September  1916 
Depreciation  allowed  1917-18  at  5  % 

Value  30th  September  1917 
Depreciation  allowed  1918-19  at  5  % 

Additions  191 8 

Value  30th  September  1918 
Depreciation  allowed  1919-20  at  5  % 

Value  30th  September  1919 
Depreciation  allowed  1920-21  at  5  % 

Value  30th  September  1920 

The  New  Basis 


Assume  the  following  income  of  an  individual  :- 

£ 

550 
100 


Trade     , . 
Directors'  fees 
Property 
Dividends 
War  Loan  interest 
Bank  Deposit  interesi 


80 
150 
50 
20 


£ 

20,000 


19,000 
950 

18,050 

4,000 

22,050 
1,102 

20,948 
1,048 

£19,900 


The  individual  is  a  married  man  with  two  children  under  16,  and 
supports  an  invalid  sister. 


The  liability  for  1920-21  would  be  : — 
Sch.  D 

Trade  (earned  income) 


Less  10*- 


Less  Allowance 
Children  (2) 
Relative  .. 


£ 

225 
63 
25 


Sch.  B 

Directors'  fees . 

Sch.  D 

War  Loan  and  Bank  interest 

Sch.  A   

Tax  Deducted   


£ 

550 
55 

495 


313 


.  £100  less  10% 


182 
90 


150 
^572 


The  tax  due  would  be  : — 


Trade 

Directors'  fees 


War  Loan,  &c. 
Property 
Dividends  . . 


£ 

182  at  3s 
43  at  3S 
47  at  6s 
70  at  6s 
80  at  6s 

150  at  6s 


£  s 

=    27  6 

=     6  9 

=    14  2 

=    21  o 

=    24  0 

=    45  o 

£137  17 
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A  Company  Secretary's  Duties. 

(To  the  Editor  of  The  Accountants'  Journal.) 

Sir, — It  is  hoped  that  the  following  remarks  with  reference  to  the 
article  A  Company  Secretary's  Duties,"  by  Mr.  W.  H.  Fox, 
contained  in  the  August  number  of  your  paper,  will  be  accepted 
in  the  spirit  in  which  they  are  offered,  and,  of  course,  with- 
out any  reflection  upon  the  writer  of  the  article  upon  which  my  criticisms 
are  partially  based.  En  passant,  I  might  mention  that  I  have  been 
employed  in  the  Transfer  Office  of  one  of  the  largest  firms  of  its  kind  in 
England  for  some  years,  and  my  remarks  are  also  based  upon  the 
methods  in  use  in  this  office,  and  a  certain  amount  of  experience  I  have 
gained  in  the  course  of  my  employment.  Nevertheless,  I  am  quite  aware 
that  different  firms  have  different  methods  and  ideas,  each  perhaps  as 
correct  and  practicable  as  any  other. 

So  to  proceed  : — 

I,  Ledger. 

With  regard  to  the  form  of  Register  of  Members,  the  pro  forma  given 
is  neither  so  simple  or  straightforward  as  the  needs  of  a  busy  otTjce 
require. 

(a)  Cash  Column. — I  fail  to  see  the  necessity  for  this,  and  also  the 
relative  cash  book  cross  folio. 

1.  In  the  case  of  transfer  of  partly  paid  shares,  particulars  as  to  the 
payment  of  calls  received  and  due  should  surely  be  found  on  the  allotment 
sheets,  and  entries  in  the  Ledger  made  as  though  the  shares  were  fully 
paid.  Should  it  be  the  intention  not  to  call  up  the  full  purchase  price  for 
an  indefinite  period,  Ledgers,  8cc.,  should  be  prepared  for  the  shares,  say 
los.  paid  (or  whatever  amount  is  being  called  immediately  or  in  the  near 
future),  and  record  of  the  payment  of  the  remaining  calls  could  be  kept 
(so  far  as  the  actual  Ledger  Account  is  concerned)  by  the  impression  of 
a  rubber  stamp  to  this  effect  on  the  account  of  the  shareholder  con- 
cerned as  and  when  the  due  calls  were  paid. 

2.  After  the  shares  are  fully  paid,  the  consideration  for  the  transfer 
does  not  appear  to  be  of  sufficient  interest  to  warrant  its  inclusion  in  the 
Ledger,  since  the  deed  can  always  be  referred  to  if  necessary. 

(h)  Certificate  No.  Column. — In  a  large  office  where  transfer  work  is 
heavy,  it  would  seem  that  there  is  likely  to  be  much  loss  of  time  in 
entering  such  details  in  the  Ledger.  A  better  method,  in  my  opinion,  is 
by  card  index  system,  kept  by  one  or  more  persons,  as  needs  dictate, 
whose  duties  are  confined  to  certificates  after  auditing  stage,  i.e.  they 
attend  to  signing,  sealing,  recording,  despatch,  and  receipts  for  certifi- 
cates. Admittedly,  the  card  index  entails  a  little  extra  work,  but  it  leaves 
the  Ledgers  free  for  the  actual  "  posters." 

I  enclose  a  draft  of  a  single  page  "  Dr.  Cr."  Ledger,  which,  for 
simplicity,  leaves  nothing  to  be  desired.  I  have  posted  one  or  two  items 
to  show  the  method,  from  which  it  will  be  seen  that  the  actual  balance 
^o  the  credit  of  a  shareholder  can  be  ascertained  at  a  glance. 
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2.  Transfers. 

Re  specimen  form  of  transfer. 

I  was  much  surprised  to  find  same  as  requiring  completion  of  "  Enemy 
Declarations  "  by  both  Transferor  and  Transferee,  and  would  point  out 
that  such  requirements  ceased  to  exist  as  from  8/6/20.  I  enclose  a  copy 
of  the  current  declaration  to  be  signed  by  the  Transferor  or  his  Broker 
on  his  behalf. 

3.  General. 

Under  examples  of  special  transactions  where  actual  deeds  are  not  pro- 
duced (paragraph  4),  there  is  no  apparent  reason  why  a  lady  shareholder 
should  be  put  to  the  trouble  and  expense  of  producing  a  declaration  as 
to  her  identity  on  marriage,  since  the  lodgment  of  her  marriage  certificate 
meets  the  case  equally  as  well  (provided  name,  description,  and  address 
coincide  with  that  registered  in  the  books  of  the  company).  For  pur- 
poses of  record,  same  could  be  copied  or  photographed,  and  such  copy 
preserved  in  the  appropriate  file. 

Before  closing,  I  should  like  to  be  allowed  to  ask  a  question,  which 
perhaps  you  may  be  in  a  position  to  answer,  viz.  :  Has  the  legality  of  a 
share  register  of  members  kept  on  the  loose-leaf  system  ever  been 
doubted  or  upheld  in  a  Court  of  Law?  Personally,  I  am  a  strong 
supporter  of  the  old  system  of  properly  bound  Ledgers  as  received  from 
the  makers  before  an  entry  is  ever  placed  in  them.  The  disadvantage, 
of  course,  lies  in  the  amount  of  "  dead  matter  "  that  has  to  be  passed 
over  in  the  preparation  of  a  dividend  after  the  lapse  of  a  few  years, 
though  this,  of  course,  can  be  modified  to  some  extent  by  transferring 
the  accounts  to  a  more  recent  Ledger  when  the  original  Ledgers  become 
too  sparse  of  active  accounts. 

On  the  other  hand,  "  loose  leaf  "  seems  to  be  too  closely  allied  to  "  lose 
leaf  "  for  the  efficient  working  of  a  share  register,  for  accidents  will 
happen  in  the  best  regulated  offices. 

The  point  is  undoubtedly  one  of  importance,  and  may  be  of  interest  to 
your  other  readers. 

I  am,  Sir,  yours  faithfully, 

C.  H.  BELL. 

[We  have  submitted  the  above  letter  to  the  writer  of  the  article,  and  the 
following  is  his  reply. — Ed.  ^4./.] 

I.  The  Ledger  form  of  Register  of  Members  is  intended  to  avoid  extra 
work,  but  your  correspondent  appears  to  think  it  would  be  saved  by 
having  a  supplementary  Ledger  and  card  index  as  well  as  the  Register 
of  Members !  As  regards  the  cash  column,  your  correspondent  has 
apparently  forgotten  that  the  Act  requires  that  the  Register  of  Members 
shall  contain  a  note  of  the  amounts  paid  up  on  the  shares. 

Naturally,  the  suggestions  in  the  articles  are  meant  to  be  of  a  general 
character,  and  any  particular  company  which  requires  special  informa- 
tion in  their  books  can  adapt  their  forms  accordingly. 

It  is,  of  course,  necessary  in  the  case  of  partly  paid  shares  to  have  the 
cash  balances  representing  the  capital  paid  up  appearing  in  the  Regis- 
ter of  Members,  in  order  that  the  dividend  lists  may  be  prepared  and 
agreed. 
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I  do  not  know  why  your  correspondent  takes  the  trouble  to  state  *'  the 
**  consideration  for  the  transfer  does  not  seem  to  be  of  sufficient  interest 
"  to  warrant  its  inclusion  in  the  Ledger,"  as  I  have  never  made  any 
such  suggestion. 

As  regards  the  note  about  the  Certificate  column,  of  course,  if  the 
company  find  they  do  not  want  this  information  it  can  be  left  out. 
Personally,  in  moderate  sized  companies  I  have  found  it  to  be  of  con- 
siderable convenience. 

2.  As  regards  the  declarations  to  be  made  on  the  sale  and  purchase  of 
shares,  these  are  constantly  varying,  and  no  doubt  the  special  form 
referred  to  by  the  correspondent  will  shortly  cease  to  be  necessary,  and 
the  regulations  referred  to  by  him  apparently  relate  especially  as  to  where 
the  stock  included  in  the  transfer  deed  is  good  delivery  on  the  Stock 
Exchange.  I  notice  the  form  supplied  relates  to  "  temporary  regulations 
for  the  re-opening  of  the  Stock  Exchange,"  and  not  to  the  actual  opera- 
tion of  transfer. 

3.  As  regards  the  statement  that  a  lady  shareholder  who  changes  her 
name  should  not  be  troubled  with  sending  in  a  proper  certified  note  of 
the  change,  with  a  specimen  signature,  but  that  a  copy  of  the  marriage 
certificate  would  be  sufficient,  the  writer  of  the  letter  seems  to  be  under 
the  impression  that  a  certified  copy  of  the  marriage  certificate  would  bear 
the  bride's  signature,  and  he  evidently,  therefore,  must  be  a  bachelor. 

As  regards  the  use  of  a  "  Loose  Leaf  "  Register,  Section  25  of  the 
1908  Act  provides  that  "  Every  company  shall  keep  in  one  or  more  books 
a  Register  of  its  Members." 

I  have  never  heard  of  any  case  on  the  point  being  brought  before  the 
Courts,  but  from  a  practical  point  of  view  the  use  of  a  Loose  Leaf  Regis- 
ter, whether  legal  or  not,  seems  to  be  undesirable  from  the  Secretary's 
point  of  view,  and  in  this  view  I  heartily  agree  with  your  correspondent. 

W.  H.  F. 
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A  System  of  Bookkeeping  from  Original 
Documents. 

By  E.  J.  Foster. 

This  essay  was  awarded  the  prize  in  the  Final  Division 
of  the  Competition  held  in  August. 

A  system  of  bookkeeping  from  original  records  may  conveniently  be 
employed  in  various  classes  of  business,  but  is  most  useful  where  there  are 
large  numbers  of  short  credit  customers  constantly  changing,  thus  making 
the  work  of  opening  personal  accounts  for  each  one  considerable. 

The  system  set  out  below,  though  primarily  intended  for  such  a  concern, 
could,  nevertheless,  be  used  with  advantage  by  other  undertakings,  the 
method  of  paying  out,  in  particular,  being  generally  useful. 

It  is  important  that  such  a  system  affords  adequate  internal  check.  This 
point  has  been  kept  in  view  in  drawing  up  the  following  method  :  — 

Purchases. — Orders  for  purchases  will  be  made  out  by  a  Purchasing 
Department.  The  form  is  arranged  to  serve  as  an  entry  in  the  Purchases 
Day  Book,  and  is  drawn  up  on  the  following  plan:  — 


Date 

Name       |    Particulars  of  Order     Ref.  Amount 

Hole  for 

filing  in 

o 

Loose  Leaf 

Ledger 

o 

The  order  is  made  out  in  duplicate,  the  top  copy  sent  to  the  supplying  firm, 
and  the  second  copy  handed  to  the  Accountant's  Department.  It  is  not 
advisable  to  insert  any  figure  in  the  amount  column  of  the  duplicate,  as  when 
the  order  is  executed  it  may  be  found  that  prices  have  altered. 

Upon  the  arrival  of  the  goods  they  are  checked  by  the  Stores  Department 
with  the  accompanying  invoice,  and  entered  up  in  the  Goods  Received  Book 
kept  by  that  Department.  The  invoice  is  then  handed  direct  to  the  Account- 
ant's Department,  where  it  is  agreed  with  the  duplicate  order,  any  differ- 
ence inquired  into,  and  the  total  charge  inserted.  The  duplicate  order  is 
then  filed  in  a  loose-leaf  Purchases  Day  Book,  the  invoice  is  filed  in  a 
special  file,  and  the  two  are  cross-referenced.  The  files  for  invoices  are 
arranged  thus: — Each  customer  is  allotted  a  file,  which  is  stored  with  all 
the  others  in  a  long  file  drawer.  Each  file  contains  the  invoices  relating. 
Referenced  to  these  invoice  files  are  Card-Index  Ledgers,  which  are  posted  up 
as  ordinary  Ledgers  from  the  invoices.  There  should  be  separate  drawers  to 
which  invoice  file  and  card  may  be  removed  when  the  account  is  closed. 


360 


Bookkeeping  from  Original  Documents, 


Periodically  the  Purchase  Day  Book  is  totalled  and  posted  to  the  "  Bought 
Account  "  in  the  General  Ledger.  From  the  creditors'  cards  mentioned 
above,  all  credits  for  the  period,  whether  paid  or  not,  must  be  taken  out 
on  to  a  schedule,  the  total  agreed  with  total  purchases,  and  then  posted  to 
"  Sundry  Creditors  Account  "  in  the  General  Ledger.  The  cards  should 
be  ruled  off  and  the  balance  carried  down  at  each  posting  and  the  sche- 
dules filed,  so  that  the  total  appearing  in  the  "  Sundry  Creditors  Account  " 
may  be  analysed  easily  if  required.  It  may  be  mentioned  here  that  often 
creditors  do  not  vary  to  any  great  extent,  and  in  that  case  it  would  be 
preferable  to  open  separate  Ledger  Accounts,  and  dispense  with  the  cards 
(which  are  merely  subsidiary  to  the  "  Sundry  Creditors  Account  ")  and  also 
with  that  account.  The  accounts  are  posted  direct  from  the  invoices,  and 
referenced  thereto,  in  exactly  the  same  way  as  described  above. 

With  regard  to  Capital  Account  purchases  the  same  procedure  is  followed, 
but  a  separate  Purchases  Book  is  kept,  and  the  items  are  posted  direct 
to  their  respective  Capital  Accounts  instead  of  to  "  Bought  Account." 

Credit  Sales. — The  records  of  Credit  Sales  and  of  Debtors  are  arranged  on 
the  same  lines  as  in  the  case  of  purchases  and  creditors.  Invoice  forms  will 
be  drawn  up  to  act  as  Sales  Day  Book  entries,  while  orders  received  are 
used  in  conjunction  with  a  Card-Index  Ledger  and  a  "  Sundry  Debtors 
Account."  The  method  described  above  for  filing  and  indexing  is  most 
useful  for  debtors'  accounts,  as  these  vary  considerably,  numerous  small 
transactions  continually  taking  place.  The  Sales  Day  Book  is  totalled 
periodically  and  posted  to  the  "  Sales  Account  "  in  the  General  Ledger. 
From  the  debtors'  cards,  all  debits  for  the  period,  whether  paid  or  not,  are 
scheduled,  agreed  with  total  credit  sales,  and  posted  to  the  debit  of  "  Sundry 
Debtors  Account."  The  cards  should  be  ruled  off,  and  the  schedule  filed  for 
future  reference  if  required. 

Cash  Sales  are  dealt  with  under  Receipts. 

Payments. — A  form  as  below  is  required:  — 


O 


Date. 


Name 


Particulars 


Ref. 


Amount 


o 


A  duplicate  list,  on  this  form,  is  prepared  from  invoices,  demand  notes,  &c., 
of  all  payments  to  be  made.  This  list  is  prepared  in  the  Accountant's  Depart- 
ment, from  the  invoices  filed.  One  copy  is  retained  by  the  accountant,  and 
the  other  is  sent,  with  the  vouchers,  to  the  secretary,  for  submission  to  the 
Board,  and  issue  of  cheques.  All  invoices  paid  are  cancelled  by  means  of  a 
rubber  stamp,  and  returned  to  the  accountant.  The  list  retained  is  filed  in 
a  Loose-Leaf  Ledger,  and  a  Subsidiary  Cash  Book,  for  payments  only,  is 
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thus  formed.  At  the  usual  periods  totals  are  made,  and  posted  to  the 
General  Cash  Book.  The  invoices  are  used  for  posting,  either  to  the  various 
individual  creditors'  accounts,  or  on  to  the  cards,  and  subsequently  in  total 
to  "  Sundry  Creditors  Account."  In  either  case  the  total  must  be  agreed 
with  the  Cash  Book  before  posting.  The  invoices  are  then  re-filed  in  their 
respective  files,  as  already  described.  The  rubber  stamp  is  evidence  of 
their  payment,  but  receipts  from  payees  should  be  filed  also,  when  received. 
Payments  to  Impersonal  Accounts  are,  of  course,  posted  in  detail  to  each 
individual  account. 

Wages  sheets  are  used  as  the  vouchers  for  wages  payments,  a  cheque  being 
drawn  for  the  total  and  only  the  total  posted. 

The  petty  cashier's  work  is  arranged  on  the  same  system.  He  enters  up 
the  petty  cash  book  direct  from  his  vouchers,  and  these  are  periodically 
passed  forward  for  recoupment  by  cheque,  duly  cancelled,  and  posted  in 
total  to  "  Office  Expenses  "  or  other  appropriate  account. 

Receipts. — Forms  as  below  are  required  :  — 


Name 

Ref. 

Amount 

o 

o 

The  cashier  makes  a  list,  in  duplicate,  using  the  above  form,  of  all  receipts, 
giving  particulars  of  name  and  amount.  The  top  copy  is  handed  to  the 
accountant,  and  the  duplicate  is  retained  by  the  cashier  for  his  own  informa- 
tion. The  accountant  files  his  copy  in  a  Loose-Leaf  Ledger,  thus  forming 
a  subsidiary  Cash  Book  for  receipts  only.  The  casfiier  is  also  required  to 
hand  to  the  accountant  a  voucher  for  every  receipt.  From  these  vouchers 
each  debtor's  account-card  is  posted,  and  the  voucher  is  then  filed  away  in 
the  debtor's  file,  which,  as  described  above,  contains  his  order  for  goods 
supplied.  At  the  general  totalling  periods,  the  Subsidiary  Cash  Book  is 
totalled  and  posted  to  the  debit  of  the  General  Cash  Book.  The  receipts  from 
debtors  are  scheduled  from  their  cards,  agreed  with  the  Cash  Book,  and 
then  posted  in  total  to  the  credit  of  "  .Sundry  Debtors  Account  "  in  the 
General  Ledger.  Where  some  of  the  receipts  are  from  investments,  rents, 
&c.,  or  from  Cash  Sales,  these  must  be  taken  into  consideration  before  an 
agreement  can  be  reached  with  the  Cash  Book.  Impersonal  Account  receipts 
are  posted  in  detail  to  each  individual  account  in  the  Impersonal  Ledger. 
Where  there  are  Cash  Sales  the  usual  system  of  check  on  salesmen  may  be 
used,  and  the  cashier  must  pass  all  paying-in  slips  to  the  accountant  after 
he  has  agreed  his  daily  takings.  The  salesmen  hand  their  daily  summaries 
direct  to  the  accountant,  who  is  responsible  for  checking  slips  with  summary. 
The  cashier's  list  will  show  an  entry  "  Cash  Sales,"  and  the  corresponding 
credit  is  then  made,  from  the  summaries,  in  a  "  Cash  Sales  Account." 
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Per  Contra  Transactions. —Debtors  and  creditors  are  kept  strictly  apart, 
but  if  "  Per  Contra  "  transactions  take  place,  a  transferring  entry  is  made  in 
the  ordinary  way.  The  vouchers  remain  in  their  appropriate  files,  and  are 
marked  "  Per  Contra."  Original  records  are  thus  utilised  as  far  as  is  con- 
sistent with  accuracy,  safety,  and  convenience.  Final  accounts  must  be  kept 
in  the  usual  bound  Ledgers,  and  the  original  records  only  employed  for 
subsidiary  purposes.  The  system  outlined  for  Sundry  Creditors  and  Sundry 
Debtors  may  be  said  to  go  rather  further  than  that,  however,  as  each  file  is 
in  reality  a  Personal  Account.  Nevertheless,  the  final  Ledger  Account  is 
introduced  under  the  name  of  "  Sundry  Creditors  Account  "  and  "  Sundry 
Debtors  Account.-' 

Great  attention  must  be  paid  to  references.  Every  entry  in  Ledgers, 
Cards,  Day  Books,  Cash  Books,  and  the  debtor  and  creditor  files  must  be 
carefully  cross-referenced,  so  that  no  difficulty  or  delay  is  caused  when 
details  of  any  transaction  are  required. 

The  foregoing  article  touches  only  on  the  main  points  arising  in  dealing 
with  the  accounts  of  a  trading  concern,  but  the  ground  covered  is  sufficient 
to  demonstrate  the  possibility  of  employing  original  records  in  actual  book- 
keeping transactions  to  a  much  greater  extent  than  is  done  in  general 
practice. 

The  Best  System  of  Recording  and  Paying 
Wages  with  a  View  to  Costing. 

By  B.  F.  Pears. 

The  following  Essay  was  awarded  the  Prize  in  the 
Intermediate  Division  Competition  held  in  August. 

Introduction. 

It  will  depend  to  a  large  extent  on  the  nature  of  the  business  for  which  the 
system  is  required  as  to  the  details  of  such  system — even  if  the  principle  is 
the  same.  The  system  which  I  shall  endeavour  to  outline  is  one  which 
would  be  suitable  for  an  engineering  concern  manufacturing  an  article  com- 
posed of  a  large  number  of  small  parts. 

The  cost  of  each  individual  part,  and  of  each  operation  through  which 
such  part  must  pass  is  required,  as  well  as  the  cost  of  the  complete  article. 
Costs  of  tools,  machines,  fittings,  &c.,  made  by  the  firm  for  their  own  use, 
and  costs  of  repairs,  replacements,  &c.,  performed  by  them  are  also  required. 

A  firm  of  this  kind  will  probably  adopt  a  system  of  payment  by  results, 
and  the  one  most  likely  to  be  adopted  is  the  Premium  Bonus  System.  In  this 
system  the  workman  has  a  guaranteed  hourly  rate  which  is  paid  to  him — 
irrespective  of  output — for  every  hour  spent  by  him  at  the  works.  In  addi- 
tion he  may  earn  a  premium,  by  means  of  a  bonus  on  all  output  over  and 
above  a  certain  limit,  in  the  following  way  : — He  is  given  a  number  of  parts 
on  which  to  perform  a  certain  operation.  A  "  li«mit  "  is  set  on  the  job, 
representing  the  estimated  quantity  which  a  workman  of  average  ability  can 
do  in  an  hour  (or  such  less  quantity  as  may  be  deemed  advisable  in  order  to 
create  the  necessary  incentive).  If  the  man  saves  time  on  the  job,  he  is  paid 
for  a  certain  percentage  of  the  time  saved  at  an  agreed  rate,  in  addition  to 
his  ordinary  time  earnings.  For  example,  a  man  may  be  given  i,ooo  parts 
on  which  to  perform  a  certain  operation,  the  "  limit  "  per  hour  being  loo. 
The  agreement  is  that  he  shall  be  paid  for  50  per  cent,  of  aU  time  he  saves. 
In  this  case  there  is  10  hours  work  (1,000  at  100  per  hour),  and  if  he  com- 
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pletes  the  job  in,  say,  6  hours  he  saves  4  hours,  of  which  he  himself  receives 
2.  He  would,  therefore,  be  paid  for  6  hours  at  his  time  rate,  and  for  two 
hours  at  his  bonus  rate.  If  he  had  taJcen,  say,  12  hours — thus  failing  to  work 
up  to  the  limit — he  would  still  have  been  paid  at  his  time  rate  for  the  whole 
of  the  time  he  spent  on  the  job.  Thus  the  workman  has  nothing  to  lose  and 
everything  to  gain.  This,  then,  is  the  method  of  payment  which  I  shall 
suppose  to  be  in  operation. 

Su?n}?iary. 

The  work  of  recording  wages  may  be  divided  into  four  stages,  viz.  :  — 

1.  The  recording  by  the  workman  himself  of  the  actual  time  spent  by  him 
at  the  works,  by  means  of  an  automatic  time  recorder. 

2.  The  recording  of  time  spent  on  various  jobs,  together  with  particulars 
of  the  nature  and  quantity  of  such  work  to  provide  information  for  calculation 
of  bonus  earned   and  for  costing. 

3.  The  preparation  of  Job  Cards  from  the  "  Time  "  or  "  Work  "  Slips 
mentioned  in  Number  2.  Such  cards  should  contain  a  complete  consecu- 
tive record  of  all  time  spent  on  jobs  by  the  workman,  the  total  of  which  should 
agree  with  hours  worked  as  shown  by  the  corresponding  Time  Card. 

4.  The  preparation  of  Wages  Sheets  and  Pay  Slips  from  the  completed 
Time  Cards. 

1. 

The  work  under  this  heading  requires  very  little  explanation.  Any  suit- 
able kind  of  time  recorder  may  be  used,  the  time  card  being  ruled  to  suit  the 
recorder.  The  ruling  as  shown  in  Form  1  would  do  very  well  for  the  system 
which  I  am  endeavouring  to  outline.  The  figures  in  italics  show  how  the 
card  would  appear  when  completed  by  the  workman  on  the  time  recorder. 
At  the  end  of  the  week  these  cards  should  be  collected  and  sent  to  the  Wages 
Office,  where  the  time  worked  should  be  calculated,  and  any  deductions  for 
lateness  or  allowances  for  overtime  made. 

2. 

Where  there  are  a  large  number  of  small  parts  to  be  manufactured  it  is 
necessary  to  have  a  department  to  control  the  manufacture  of  these  parts — to 
ensure  that  an  adequate  supply  of  each  is  maintained,  and  to  see  that  each 
part  passes  through  the  required  operations  in  proper  order.  Upon  this 
department,  to  which  I  shall  hereafter  refer  as  the  Progress  Department, 
devolves  the  work  of  preparing  and  issuing  the  slips  on  which  the  details  of 
the  work  done  by  each  employee  are  to  be  recorded.  It  is  assumed  that  each 
part  is  distinguished  by  a  separate  number,  and  that  the  manufacture  of  each 
part  is  divided  into  numbered  operations. 

Slips  as  shown  in  Form  2  should  be  used — one  slip  for  each  operation.  The 
Progress  Department  should  keep  a  set  of  records  from  which  may  be  ascer- 
tained the  number  of  operations  through  which  each  part  must  pass,  the 
description  of  each  operation  and  the  department  in  which  it  is  to  be 
performed. 

As  will  be  seen  from  the  illustration  given  in  Form  2  the  slips  are  printed 
in  sets,  there  being  a  perforation  between  each  one.  A  set  of  slips  contain- 
ing particulars  of  each  operation  required  should  be  prepared  by  the  Pro- 
gress Department  before  the  manufacture  of  a  part  is  commenced. 

The  figures  entered  in  italics  on  Form  2  show  how  the  slips  would  appear 
after  being  prepared  in  the  aforementioned  manner. 

After  such  preparation,  the  set  of  slips  should  be  sent  to  the  foreman  of 
the  department  in  which  the  first  operation  is  to  be  performed.  (There 
should  be,  of  course,  a  system  by  which  the  foreman  knows  what  material, 
&c.,  is  required,  and  how  to  obtain  such  material,  but  that  need  not  be 
discussed  here.) 
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The  foreman  should  then  give  out  the  work  to  any  person  in  his  depart- 
ment, at  the  same  time  entering  on  the  slip  for  that  operation  the  works 
number  of  the  workman  concerned,  and  the  time  at  which  he  commenced 
the  job.  When  the  job  is  finished,  the  foreman  should  enter  in  the  space 
provided  on  the  same  slip  the  time  at  which  it  was  completed.  The  set  of 
slips,  together  with  the  work  done,  should  then  be  sent  to  the  Inspection 
Department,  where  the  quantities  passed  and  rejected  should  be  entered  in 
the  spaces  provided  on  the  slip  by  the  Inspection  Foreman. 

The  figures  entered  by  the  foremen  of  the  Manufacturing  and  Inspection 
Departments  are  entered  in  black  type  on  Form  2.  The  slip  for  operation  one 
is  now  complete,  and  should  be  detached  from  the  rest  of  the  set  by  means 
of  the  perforation  and  retained  in  the  Inspection  Department  until  collected 
by  a  clerk  from  the  Wages  Office. 

When  the  next  operation  is  required  to  be  performed  the  work,  together 
with  the  remainder  of  the  set  of  slips,  should  be  sent  to  the  department  stated 
on  the  slip  for  the  next  operation ;  the  same  procedure  being  observed 
throughout. 

3. 

From  the  slips  obtained  from  the  Inspection  Department  the  Wages  Office 
should  prepare  the  Job  Cards,  a  suitable  ruling  for  which  is  given  in  Form  3. 

As  will  be  seen  from  the  illustration,  provision  is  made  on  the  front  of  the 
card  for  Order  Number,  Part  Number,  Times  of  commencement  and  com- 
pletion of  jobs.  Quantity  produced  (and  passed  for  payment),  and  Limit — all 
of  which  information  is  obtainable  from  the  slips. 

When  the  Job  Card  is  complete,  i.e.  when  it  contains  a  complete  record 
of  time  worked  by  the  person  to  whom  it  relates  (as  shown  by  italic  figures 
on  Form  3),  the  "  hours  worked  "  column  should  be  entered  up  and  agreed 
with  the  Time  Card. 

The  Bonus  should  then  be  calculated  on  each  job  and  entered  in  the 
"  Bonus  "  column  (see  black  figures  on  Form  3).  The  card  should  now  be 
totalled,  and  the  total  bonus  earned  transferred  to  the  Time  Card.  The 
Time  Rate  and  the  Bonus  Rate  should  also  be  entered,  and  the  wages 
calculated  (see  Form  i). 

In  the  Engineering  Trade  at  the  present  time  a  12^  per  cent.  Bonus  is 
paid  on  work  on  which  no  Premium  Bonus  has  been  earned,  and  a  7^  per 
cent.  Bonus  is  paid  on  work  on  which  Premium  Bonus  has  been  earned. 
This  should  now  be  calculated  and  entered  on  the  Time  Card. 

In  practice,  the  Time  Cards  as  now  completed  should  immediately  be  sent 
to  the  Pay  Office  for  the  preparation  of  v/ages  sheets  and  pay  slips,  and 
should  then  be  returned  to  the  W^ages  Office,  but  for  convenience  I  will  deal 
with  the  further  duties  of  the  W'ages  Office  before  proceeding  v^'ith  the 
details  of  work  done  by  the  Pay  Office. 

It  is  now  necessary  to  prepare  an  Analysis  of  Wages  so  as  to  differentiate 
between  Productive  Wages  and  wages  for  work  on  Machinery,  Plant, 
Repairs,  &c. 

The  order  number  which  has  been  entered  in  the  first  column  of  the  job 
Card  should  indicate  the  class  of  work  to  which  it  relates,  different  initial 
letters  being  used  for  different  classes.  For  instance,  "  A  "  could  be  used 
for  standard  production  orders,  "  R  "  for  orders  for  repairing  and  replacing 
tools,  &c. 

Provision  for  the  analysis  of  each  man's  Vv^ages  is  made  on  the  back  of  the 
Job  Card  (see  Form  3A). 

To  simplify  costing,  separate  rates  should  be  worked  out  to  include  7^  per 
cent,  and  12^  per  cent,  bonus  respectively,  and  these  inclusive  rates  should 
also  be  used  for  the  purpose  of  analysis. 

There  wiU,  therefore,  in  most  cases,  be  three  different  rates,  viz.  :  — 

(1)  Time  Rate,  including  7^  per  cent.  Bonus. 

(2)  Time  Rate,  including  12^  per  cent.  Bonus. 
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{3)    Premium  Bonus  Rate  (also  including  7^  per  cent,  where  the  work- 
man is  over  21). 

The  Time  Rate  on  the  specimen  of  Time  Card  I  have  given  is  \  or  i6d. 
This,  including  7^  per  cent.  =  17. 2d.  ;  and  including  12^  per  cent.  =  i8d. 
The  Bonus  Rate  is  is.,  which,  including  7^  per  cent.  =  12.9.  These  three 
rates  should  be  entered  in  the  spaces  provided  on  the  Job  Card  Analysis  (see 
italic  figures  on  Form  3A).  The  analysis  of  the  Job  Card  shown  in  Form 
3  should  then  be  proceeded  with  as  follows:  — 

(1)  The  hours  worked  on  "  A  "  (Production)  orders  on   which  Premium 

Bonus  has  been  earned  should  be  picked  out.  They  are  A5041,  10 
hours ;  A3046,  4  hours ;  total,  14  hours,  which  should  be  entered  in 
the  "  Hours  "  column  under  7^  per  cent,  rate  (17.2)  opposite  Produc- 
tion (A)  analysis. 

(2)  The  Premium  Bonus  Hours  belonging  to  these  14  hours — 3  hours — 
should  be  entered  opposite  the  same  analysis  under  the  Pr.  Bonus 
Rate  (i2.g)  in  the  "  Hours  "  column. 

(3)  The  hours  spent  on  A.  Orders,  on  which  no  P.  Bonus  had  been  earned 
should  next  be  entered  opposite  Production  analysis  under  12^  per 
cent.  rate. 

(4)  The  10  hours  on  R82  should  be  entered  in  "  Hours  "  column  under 
12^  per  cent.  Rate  (no  P.  Bonus  having  been  earned)  opposite  Repairs 
to  Tools  (R)  analysis,  and 

(5)  The  8  hours  on  P847  in  the  same  column  opposite  Plant  (P)  analysis. 

(6)  The  hours  in  each  column  should  now  be  calculated  at  the  rate  shown 
at  the  top  of  such  column,  and  entered  in  the  space  provided  for 
amounts  against  such  hours.    (See  Form  3A.) 

(7)  The  total  amount  for  each  analysis  should  be  obtained  and  entered  in 
the  totals  column,  which  should  also  be  added  up,  the  result  being 
agreed  (approximately)  with  the  corresponding  Time  Card  Total. 

The  total  wages  for  the  week  belonging  to  each  analysis  should  now  be 
obtained  by  totalling  the  amounts  allocated  to  each  analysis  on  the  individual 
Job  Cards.  The  completed  Analysis  of  Wages  (the  total  of  which  should 
agree  with  the  total  wages  paid  as  shown  by  the  Pay  Office  figures)  should 
be  entered  on  a  slip  similar  to  the  one  shown  in  Form  4,  and  sent  to  the 
Accountant's  Department  for  posting  to  the  Nominal  Ledger  Accounts. 

The  completed  Job  Cards  should  be  sent  to  the  Costs  Office,  so  that  the 
orders  can  be  charged  up  with  labour  expended  on  them. 

4. 

As  previously  stated,  the  completed  Time  Cards  should  be  sent  to  the  Pay 
Office,  where  the  Wages  Sheets  and  Pay  Slips  should  be  prepared.  No 
explanation  of  the  wages  sheet  is  necessary  beyond  the  illustration  given  in 
Form  5,  which  is  self-explanatory. 

The  Pay  Slip  is  merely  a  copy  of  the  Time  Card,  with  particulars  of  any 
deductions  made  from  wages  earned,  the  net  amount  payable  being  shown 
(agreeing  with  net  wages  as  shown  on  Wages  Sheets).  An  illustration  is 
given  in  Form  6. 

The  slip  should  be  enclosed  in  the  pay  envelope  of  the  workman  to  whom 
it  belongs,  to  explain  the  calculation  of  his  wages. 

Payment  of  Wages. 

To  ensure  that  wages  are  always  paid  to  the  persons  entitled  to  them  it  is 
advisable  for  a  check  (of  brass  or  steel)  containing  the  firm's  name,  and  the 
workman's  number  to  be  given  out  by  someone  who  knows  both  the  man 
and  his  number.    This  could  easily  be  done  by  the  foremen. 

No  wages  should  then  be  paid  to  any  workman  by  the  Pay  Office  except 
in  exchange  for  such  check. 
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Form  1. 
TIME  CARD. 


No.  100  Name  Smith 

Week  ending  8.10.06 


Day 

Late 

Ord 
In 

inary 
Out 

Ex 

In 

tra 
Out 

Hours 

M. 
Tu. 

8.0) 

_  i  . 

12.00 

4 

1.0  J 

3.00 

4 

8.00 

12.00 

1.00 

5.00 

4 

W. 

8.00 

10.00 

11.00 

12.00 

3 

1.00 

5.00 

4 

Th. 

F. 
S. 

8.00 

12.00 



4 

1.00 

5.00 

4 

8.01 

12.00 

4 

1.00 

■5.00 

4 

8.02 

12.00 

Calculated  by  E.  H. 
Checked  by  T.  S. 

Hours  Worked  43 
Bonus  Hours. .  3 

Total  Hours  46 

£  s  d 

43  Hours  at  i6d  2  17  4 

3  Hours  at  i2d  030 

7i%  on  14  Hour?  015 

12^%  on  29  Hours   o   4  10 

£3   6  7 
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Form  2. 


ion  No.  2 

Dept.  No. 
4 

t  per  hour 
12 

Quan.  produced 
130 

!  inspected 
[3.10.06 

Iperat 

Limi 

Date 

u 

:ted 

•<» 
w5 

ty  Required 
130 

'H 

Quant,  rejec 

bib  i 

5 
"3 

\uling. 

Part  N( 

?l  one  end 

Quanti 

imenced 
4  p.m. 

passed 
29 

Same  F 

Same  I 

jeration 
Bern 

[ob  con: 
Tues. 

Quant. 

00 

-<s 

6 
Z 
b< 

(U 
•T3 

escription  of  0\ 

Date  Issued 
12.10.06 

jrkman's  No. 
201 

nspected  by 

u 

o 

ion  No.  /  \ 

Dept.  No  i 

t  per  hour  ; 
20 

0 

1-1  10 
0,  cn 

C 

inspected  ; 
7.10.06  i 

)per£ 

Lin 

5 

u 

00 

6 

K 

itv  Re(]uired 
)35 

Job  finished 
Mon.  4  p.m. 

Quant,  rejected 
5 

Luling. 

Same  Ruling. 

Z 

ctf 
PU 

on 

to  required  U 

Quanti 

:onmienced 
5n.  8  a.m. 

mt.  passed 
130 

Same  F 

03  O 
(U  ^ 

3 

a 

1 

Order  No.  /I. 

Description  of 

Date  Issue 
5.10.06 

Workman's  Nc 
100 

Inspected  by 
A.  E.  T. 
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Form  3. 


JOB  CARD. 

Week  ending  8.10.06  Workman's  No.  100 


Order  and 
Part  No. 

On 

OS 

Limit 

Quantity 

Hour'-- 
Worked 

Bonus 
Hours 

Total 

A  4027 
S  48 

8  a.m. 
Mon. 

4  p.m. 
Mon. 

20 

130 

7 

7 

A  5041 
S3? 

4  p.m. 

Mon. 

9  a.m. 
Wed. 

100 

1400 

10 

1 

2 
I 

12 

A  3046 
S  111 

9  a.m. 
Wed. 

3  p.m. 
Wed. 

20 

120 

4 

5 

R  82 

3  p.m. 
Wed 

5  t>.m. 
I  h. 

— 

— 

10 

10 

P847 

8  a.m. 
Fri. 

5  p.m. 
Fri. 

8 

8 

A  6000 
S  20 

8  a.m. 
Sat. 

12  n.m. 
Sat. 

30 

4 

4 

Total     . , 

43 

3 

46 
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Form  3a  (Reverse  side  of  3). 

JOB    CARD  ANALYSIS. 
Week  ending  8.10.06  Workman's  No.  100 


'V 

00 

0 

0 

X 

t/1 

o> 

1 

1 

10 

1 

0 

0 

0 

'O 

h 

1 

Hours 

00 
w 

1 

CO 

1 

0 

1 

VO 

r\) 

W3 
3 
C 
0 

1      1       1       1  1 

0 

0 

h 

Rate  (B 
Hours 

1       1       1       1  1 

VO 

VO 

1 

0 

M 

1 

0 
m 

1 

(JO 

c 

0 

0 

0 

Rate  (inclu 
Hours 

1 

00 

i 

0 

1 

g 

&c 
c 

0 

°        1         1         1         1  1 

Rate  (inclu 
Hours 

i 

1 

1 

i 

1 

sis 

Analy 

Production 

Fittings  (F) 

Plant  (P) 

V 

c 
IS 

u 

Repairs  (R) 

Tools  (T) 
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Form  4. 


K  ! 


ANALYSIS  OF  WAGES. 
Week  ending  


Analysis 

Amount 

N  Ledger 
Folio 

Production  . . 

£    s  d 



Fittings 



Plant  . . 

Machinery  . . 

Repairs 

Tools 

Total  £ 

{  (To  agree  with 
Wages  Sheet 
 1  TntaU 

Prepared  by  

Approved  by  

Date. 
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Employee  No.  loo  Week  ending  8/10/06 


S  U 

r 
i 

s 

a 

Hours  worked      =    43  at 

I  4 

=  2 

17 

4 

Bonus  hours         =      3  „ 

I  0 

=  0 

3 

0 

7^%  on  14  bours   . . 

I 

12^%  on  29  hours  . . 

=  0 

4 

10 

Total  . 

=  £3 

6 

7 

s  d 

f    Health  Insurance  . 

•    0  5 

Less  -j     Unemp't  „ 

.     0  2i 

Infirmary 

.     0  2 

0 

0 

9k 

Total  paid 

£3 

5 

9i 

The  Association  of  Public  Accountancy  Tutors, 

An  Association  has  recently  been  registered  in  Melbourne  under  the 
Companies  Act,  1915,  styled  "  The  Association  of  Public  Accountancy 
Tutors." 

This  Association  has  been  formed  with  the  objects,  amongst  others, 
of  : — 

(a)  Aiming  at  the  elevation  of  accountants,  by  the  dissemination  of  pro- 
fessional knowledge  and  the  inculcation  of  sound  principles  of 
teaching. 

(b)  Increasing  the  confidence  of  the  Banking,  Mercantile,  and  general 
community  in  the  employment  of  recognised  teachers  of  account- 
ancy by  admitting  to  the  Association  such  persons  only  as  shall  in 
future  possess  the  necessary  qualifications  in  the  theory  and  prac- 
tice of  the  work,  and  by  the  prevention  of  illegal  and  dishonour- 
able practices. 

(c)  Affording  means  of  communication  between  the  various  Account- 

ants' Institutes  and  the  Association. 

(d)  Elevating  the  standard  of  efiRciency  by  watching  over  the  standard 

and  syllabuses  of  the  various  Accountancy  Institutes. 

(e)  Affording  means  of  reference  for  settlement  of  questions  arising  out 

of  various  examinations. 
In  order  to  qualify  for  membership  the  applicant  must  be  a  Fellow, 
Associate,  or  Licentiate  of  one  of  the  recognised  Institutes  of  Account- 
ants, and  must  have  been  engaged  in  practical  teaching  of  Accountancy 
for  a  period  of  not  less  than  three  years.    He  must  also  prove  to  the 
satisfaction  of  the  Council  that  he   has  been  in   practice  as  a  Public 
Ac -ountant  for  a  period  of  at  least  twelve  months. 
The  following  gentlemen  are  the  first  members  of  the  Council,  viz.  : — 
President,  Mr.  E.  Pyke,  F.I.C.A. 

Vice-President,  Mr.  Wm.  Buck,  F.C.P.A.  (Wm.  Buck  Correspondence 
Schools  Ptv.  Ltd.),  and  Mr.  C.  H.  Holmes,  F.I.C.A.  (Stotts  Business 
College),  Mr.  W.  Leslie  V.  Porter,  F.I.C.A.  (Hon.  Secretary),  Mr.  C.  V. 
Robertson,  F.I.C.A.  (Hemingway  &  Robertson's  Correspondence  Schools 
Ptv.  Ltd.).  The  other  foundation  members  are  :— Mr.  A.  H.  Charles, 
A.'C.P.A.,  Mr.  H.  E.  Poole,  F.C.P.A.,  and  Mr.  A.  L.  Sutton,  A.I.C.A. 


Legal  Notes. 


By  Albert  Crew,  Barrister-at-Law. 

An  up-to-date  knowledge  of  recent  decisions  in  the  Courts 
is  of  the  greatest  value  to  accountants  and  business  men 
and  to  students  reading  for  their  examinations.  In  this 
column  are  noted  the  salient  features  of  the  leading  cases 
decided  during  the  preceding  month. 

Auditors  and  Accounts. 

Payment  of  Electioneering  Ex-pens es  in  Adjoining  Constituencies. 

A  Glasgow  elector  impeached  the  legality  of  an  item  of  £6,666  14s.  lod.  in 
the  accounts  of  the  common  good  as  to  fees  for  professional  services  under  the 
heading  "  Parliamentary  Expenses,  Glasgow  Boundaries  Act,  1912."  The 
item  related  to  a  bill  (which  became  the  Act  of  1912),  promoted  by  the  cor- 
poration for  the  enlargement  of  the  burgh  of  Glasgow  by  the  inclusion 
therein  of  certain  adjoining  burghs.  The  item  included  certain  payments 
in  respect  of  election  expenses  of  annexationist  candidates  for  membership  in 
the  municipal  councils  in  the  burghs  sought  to  be  annexed.  It  was  held 
that  such  payments  were  ultra  vires,  as  they  were  against  public  policy  as 
tending  to  interfere,  in  the  interest  of  the  corporation,  with  the  municipal 
elections  in  the  adjoining  burghs.  K>e7n-p  v.  Glasgow  Corporation  (1920,  A.C. 
836). 

Bankruptcy. 

Bankruptcy  of  Customer  owing  to  N egli gence  of  a  Bank. 

In  an  action  against  a  bank  by  a  trading  customer  (who  had  become  bank- 
rupt) and  his  trustee  in  bankruptcy  for  damages  for  breach  of  contract,  the 
jury  found  that  the  bank  had  agreed  with  the  customer  to  supervise  the  finan- 
cial side  of  his  business  during  his  absence  on  military  service,  and  to  take  all 
reasonable  steps  to  maintain  his  credit  and  reputation,  and  had,  by  its  negli- 
gence in  the  discharge  of  its  duties  under  this  agreement,  caused  the  bank- 
ruptcy of  the  customer ;  and  they  awarded  the  plaintiffs  ;^45,ooo  damages  for 
the  loss  occasioned  to  the  bankrupt's  estate  by  the  negligence  of  the  bank,  and 
£y,Soo  damages  for  the  injury  caused  by  that  negligence  to  the  bankrupt's 
credit  and  reputation.  It  was  held  that  the  right  to  claim  damages  for  the 
injury  to  the  bankrupt's  credit  and  reputation  did  not  pass  to  the  trustee  in 
bankruptcy,  but  remained  in  the  bankrupt,  and  that  in  the  case  of  a  trading 
customer  substantial  damages  were  recoverable  on  this  head  of  claim  without 
proof  of  special  damage.    Wilson  v.  United  Counties  Bank  (1920,  A.C.  102). 

Decease  of  Bankrupt  Child  in  Testator^s  Lifetime. 

A  testator  bequeathed  a  share  in  his  residuary  estate  to  his  son.  The  son 
died  in  testator's  lifetime,  leaving  issue  who  survived  the  testator,  but  hav- 
ing been  adjudicated  bankrupt  without  obtaining  his  order  of  discharge.  It 
was  held  that  the  trustee  in  bankruptcy  was  entitled  to  the  son's  share  in  the 
residuary  estate.    Smith  v.  Pearson  (1920,  i  Ch.  247). 

Power  of  Court  in  Scotland  to  Order  Instalments  of  Salary  of  Bankrupt  to  be 
Paid  to  Trustee. 

Under  Section  98  of  the  Bankruptcy  (Scotland)  Act,  1913,  it  is  competent  for 
the  Court  to  order  an  undischarged  bankrupt  to  pay  instalments  of  his  future 
personal  earnings,  as  and  when  they  become  due,  to  the  trustee  in  his  bank- 
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ruptcy  for  the  benefit  of  his  creditors,  so  far  as  they  are  in  excess  of  the 
amount  necessary  for  his  suitable  aliment.  Per  Lord  Cave :  If  a  similar 
question  should  arise  under  the  English  Bankruptcy  Acts,  it  will  be  neces- 
sary to  reconsider  the  matter  with  special  reference  to  the  English  law  and 
practice.    Haynilton  v.  Caldwell  (1920,  88  L.J.,  P.C.  173). 

Valuation  of  Security. 

D.  mortgaged  bonds  in  Ireland  by  separate  instruments  to  W,  &  B.,  and 
subsequently  was  adjudicated  a  bankrupt  in  the  English  Courts.  W.  &  B. 
valued  their  securities  in  the  bankruptcy  proceedings  at  amounts  less  than 
the  principal  sums  covenanted  to  be  paid.  The  trustee  in  bankruptcy  of  D. 
having  sold  the  mortgaged  lands  as  vendor  under  the  Irish  Land  Purchase 
Acts,  W.  &  B.  were  returned  on  the  final  schedule  of  incumbrances  as  claim- 
ants in  respect  of  their  mortgages.  W.  subsequently  obtained  an  order  in  the 
bankruptcy  proceedings  empowering  him  to  withdraw  his  proof,  but  no  such 
order  was  applied  for  by  B.  It  was  held  that  W.  &  B.  were  not  restricted  to 
the  amounts  of  their  respective  valuations,  but  were  entitled  on  allocation  to 
payment  of  the  full  amount  of  their  claims  respectively  with  interest  at  the 
rate  stipulated  for  in  their  respective  mortgages.  In  r^e  Turketine'' s  Estate 
(1920,  I  I.R.  23). 

Companies. 

V e sting  Order  in  Custodian  of  Enemy  Property. 

Where  the  custodian  of  enemy  property  has,  in  pursuance  of  a  vesting 
order  made  under  Section  4  of  the  Trading  with  the  Enemy  Amendment  Act, 
1916,  been  registered  as  the  owner  of  shares  held  in  a  company  by  enemy 
shareholders,  a  condition  that  dividends  due  to  enemy  shareholders  should 
be  paid  out  of  assets  in  an  enemy  country  is  not  binding  on  the  custodian 
with  respect  to  dividends  directed  to  be  paid  after  the  date  of  his  registration, 
and  the  company  is  liable  to  pay  to  him  in  cash  all  dividends  declared  on 
such  shares  since  that  date.  In  re  Aramayo  Francke  Mines  (1920,  36  T.L.R. 
858). 

Letters  of  Renunciation  in  Favour  of  Nominee  and  Transfers  of  Shares. 

Letters  of  renunciation  of  bonus  shares  in  favour  of  a  nominee  and  of 
acceptance  by  that  nominee  do  not,  in  the  absence  of  special  provisions  to  the 
contrary,  amount  to  a  transfer  of  shares  so  as  to  faU  within,  and  be  subject 
to,  the  articles  of  association  of  the  company  dealing  with  the  transfer  of 
shares  of  shareholders  already  registered.  In  r,e  Pool  S hi f -ping  Co.  (1920, 
I  Ch.  251). 

Directors  as  Trustees  for  Shareholders. 

The  directors  of  a  company  must  act  strictly  as  trustees  in  carrying  through 
transfers  of  shares  unfettered  by  any  undertaking  or  promise  to  any  intend- 
ing purchaser.  An  appointment  of  a  chairman  of  directors  made  in 
contravention  of  the  articles  of  association  is  void,  and  is  not  regularised  by 
mere  acquiescence,  and  consequently  resolutions  carried  by  the  casting  vote 
of  such  a  chairman  are  inoperative.  The  transfer  of  a  controlling  interest  in 
a  company  is  not  a  matter  of  mere  internal  management.  It  may  involve  a 
complete  transformation  of  the  company,  and  consequently  such  a  transfer 
may  in  a  proper  case  be  restrained.    Clark  v.  Workman  (1920,  i  I.R.  107). 

Contract. 

Agreement  to  Pay  Rebates  on  Freights  Illegal  by  Foreign  Law. 

An  agreement  made  in  British  territory  to  allow  rebates  upon  freights 
paid  for  the  carriage  of  goods  by  sea  to  a  foreign  country  cannot  be  repu- 
diated after  the  goods  have  been  carried  and  the  freights  paid,  on  the 
ground  that  payment  of  the  rebates  would  subject  the  shipowners  to  penalties 
under  legislation  of  the  foreign  countrv.  Trinidad  Shipping  and  Trading 
Co.  V.  Alston  (1920,  A.C.  888). 
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Sale  of  Real  Property,  Note  or  M.emorandum  in  Writing. 

A  pleading  signed  by  counsel  may  be  a  sufficient  note  or  memorandum  in 
writing  of  a  contract  for  the  sale  of  real  property  to  satisfy  Section  4  of  the 
Statute  of  Frauds.    Grindell  v.  Bass  (1920,  36  T.L.R.  867). 
Unreasonable  Condition  on  Cloakroom  Ticket. 

The  fact  that  a  condition  on  a  railway  cloakroom  ticket  is  unreasonable 
does  not  prevent  the  railway  company  from  relying  on  the  condition,  unless 
it  is  so  extravagant  as  to  amount  to  fraud.  Gibaud  v.  Great  Eastern  Rail- 
way (1920,  36  T.L.R.  884). 

Guarantee. 

Notice  by  Surety  to  Determine  Guarantee. 

M.  gave  a  guarantee  to  a  bank  by  which  he  guaranteed  payment  on 
demand  or  on  the  sooner  determination  of  the  guarantee  of  aU  moneys  due  or 
to  be  due  to  bank  by  B.  on  current  or  other  account,  the  guarantee  to  be 
a  continuing  one  up  to  _^5,ooo  only  for  principal,  and  to  be  determinable  on 
the  initiation  of  the  bank  by  closing  the  account,  ascertaining  the  amount  due, 
and  demanding  payment  by  M.,  or  to  be  determined  by  M.  giving  to  the 
bank  three  months'  notice  in  writing  to  determine  the  guarantee.  It  was 
held  that  in  the  event  of  neither  of  these  steps  being  taken,  M.  had  no  imme- 
diate right  to  compel  B.  to  relieve  him  from  his  liability.  Morrison  v.  Bark- 
ing Chemicals  Co.  (1920,  122  L.T.  423). 

Insurance. 

Misrepresentation  by  Agent  and  Ultra  Vires  Transaction. 

A  person  was  induced  to  take  out  an  endowment  policy  in  an  assurance 
society,  registered  under  the  Friendly  Societies  Act,  1896,  on  the  repre- 
sentation of  the  society's  agent  that  on  payment  of  a  first  premium  the 
insured  would  obtain  an  immediate  loan  of  ^100  without  security  and  with- 
out interest.  Under  the  Act,  a  registered  society  can  make  loans  only  to 
members  of  at  least  one  full  year's  standing.  Having  paid  the  premium, 
the  insured  applied  to  the  society  for  a  loan  of  ;,!^ioo,  but  relying  on  the  statute 
and  their  rules,  the  society  refused  to  grant  the  application.  Thereupon  the 
insured,  alleging  false  and  fraudulent  misrepresentation  on  the  part  of  the 
society's  agent,  claimed  by  civil  bill  process  the  return  of  the  premium.  It 
was  held  that  the  society  could  not  be  allowed  to  retain  money  which  had 
been  procured  for  and  received  by  it  under  a  contract  which  the  insured  had 
been  induced  to  enter  into  by  the  fraudulent  misrepresentation  of  its  agent ; 
that  even  though  the  agent's  misrepresentation  involved  the  doing  of  an  act 
which  was  illegal  or  ultra  vires  on  the  part  of  the  principal,  he  was  never- 
theless acting  within  the  scope  of  his  authority  in  making  it,  in  so  far  at 
least  as  to  deprive  the  society  of  the  right  to  retain  any  benefit  under  it. 
Byrne  v.  Rudd  (1920,  2  I.R.  la). 

Landlord  and  Tenant. 

Business  Premises  and  Expiration  of  Tenancy  before  the  Increase  of  Rent 
and  Mortgage  Interest  [Restrictions')  Act,  1920. 

A  quarterly  tenancy  of  business  premises  was  terminated  by  a  valid  notice 
to  quit  expiring  on  June  24th  1920.  The  tenant  did  not  give  up  possession, 
but  continued  to  stay  on.  The  Act  of  1920  was  the  first  Act  to  apply  to  busi- 
ness premises,  and  came  into  force  2nd  July  1920.  On  July  2nd,  after  the 
tenant  had  locked  up  and  left  the  premises,  the  landlord  caused  the  locks  to 
be  broken,  and  took  possession.  It  was  held  that,  business  premises  being 
within  the  Act,  the  tenant  was  protected  from  eviction  by  legal  process,  and 
was,  therefore,  entitled  to  the  benefit  of  the  Act,  that  the  expression  "  let  " 
could  not  be  confined  to  premises  in  respect  of  which  a  letting  was  in  exist- 
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ence  at  the  time  when  the  protection  of  the  Act  was  claimed,  but  must  be 
read'as  sufficiently  elastic  to  include  the  letting  under  which  the  tenant  who 
claimed  the  protection  of  the  Act  became  tenant,  and  that  the  tenant  was 
entitled  to  an  injunction  against  the  landlords  from  interfering  with  him  in 
his  occupation  of  the  premises.  R,emon  v.  City  of  London  Real  Pro-perty  Co. 
(1920,  36  T.L.R.  869). 

Recovery  of  Possession  :  Discretion  of  Court.  ' 

A  tenant  of  a  dwelling-house  which  was  not  within  the  Increase  of  Rent 
and  Mortgage  Interest  (War  Restrictions)  Act,  1915,  but  which  came  within 
the  Act  of  1920  [su-pra),  and  which  came  into  force  2nd  July  1920,  was  in 
arrear  with  his  rent,  and  the  landlord  gave  the  tenant  a  valid  notice  to  quit, 
which  expired  on  June  21st  1920.  In  an  action  by  the  landlord  for  posses- 
sion it  was  held  that  under  Section  5  of  the  Act  of  1920  the  Court  had  a 
discretion,  and  there  would  be  an  order  for  possession  with  costs,  but  the 
order  would  be  discharged  if  within  three  weeks  the  tenant  paid  the  arrears 
of  rent  and  mesne  profits.    Reeks  v.  Shilley  (1920,  36  T.L.R.  868). 

Rates  Payable  by  Landlord,  and  Coynmission  Thereon. 

Where  a  landlord,  in  respect  of  a  dweUing-house  within  the  Increase  of 
Rent,  &c.  Act,  1915,  agrees  with  the  overseers  under  Section  3  of  the  Poor 
Rate  Amendment  and  Collection  Act,  1869,  to  pay  the  poor  rates,  and  is 
allowed  a  commission  on  the  amount  thereof,  he  is  not  entitled,  under  the 
Act  of  191 5,  to  increase  the  rent  by  the  amount  of  any  increase  in  the  actual 
rates,  but  merely  by  the  amount  of  the  increase  in  the  net  sum  payable  by 
him  after  deducting  the  commission.  By  the  Act  of  1920  the  landlord  is 
entitled  to  increase  the  net  rent  by  40  per  cent.,  and  therefore  the  smaller  the 
rate  deducted  for  the  purpose  of  ascertaining  the  net  rent,  the  larger  would 
be  the  amount  cf  rent  to  which  the  40  per  cent,  increase  would  apply. 
Nicholson  v.  Jackson  (1920,  36  T.L.R.  854). 

Rates  Paid  by  Landlord. 

A  lease  existing  on  August  3rd,  1914,  reserved  a  rent  of  ;^58  free  of  aU 
taxes.  It  was  held  that  _^58  was  the  standard  rent  within  the  meaning  of 
the  Increase  of  Rent  and  Mortgage  Interest  (Restrictions)  Acts,  1915-1919. 
Lawrie  v.  Woods  (1920,  2  I.R.  106). 

Duty  of  Tenant  to  do  his  best  to  find  other  Accommodation. 

In  an  action  for  the  recovery  of  possession  of  a  dwelling-house  to  which 
the  Increase  of  Rent,  &c.  Acts  {supra)  applied,  the  tenant  claimed  the  pro- 
tection of  the  Acts,  alleging  that  he  could  not  find  alternative  accommodation. 
It  was  held  that  the  tenant  is  not  entitled  to  say  that  no  case  has  been  made 
against  him,  unless  the  landlord  proves  affirmatively  that  there  is  actual 
alternative  accommodation  available  for  the  tenant.  The  tenant  cannot  sit 
down  and  do  nothing  but  wait  until  the  landlord  has  found  other  premises 
for  him.  It  is  the  tenant's  duty  to  do  his  best  to  find  other  accommodation, 
and  the  onus  is  on  him  to  prove  that  he  has  done  his  best  to  secure  alternative 
accommodation.    Bazalgette  v.  Hampson  (1920,  122  L.T.  683). 

Right  of  Landlord  to  .enter  into  Lands  and  Tenements. 

The  Statute  5  Ric.  2,  stat.  i,  c.  7,  provides  that  none  may  make  any 
entry  into  any  lands  or  tenements,  but  in  case  where  entry  is  given  by  the 
law;  and  in  such  case  not  with  strong  hand,  nor  with  multitude  of  people, 
but  only  in  peaceable  and  easy  manner  ;  and  that  if  any  man  do  to  the  con- 
trary, and  thereof  be  duly  convicted,  he  shall  be  punished  by  imprisonment 
of  his  body,  and  thereof  ransomed  at  the  King's  will.  The  plaintiffs,  a 
man  and  his  wife,  lived  in  a  cottage  belonging  to  the  Stoke  Poges  Golf  Club, 
the  man  being  in  their  service,  and  being  required  by  them  to  live  in  the 
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cottage  as  part  of  his  service,  and  for  the  performance  of  his  duties.  He 
left  their  service,  but  refused  to  give  up  the  cottage  after  notice  to  quit  duly 
given.  Thereupon,  by  command  of  the  Golf  Club,  several  persons  entered 
the  cottage  and  removed  the  plaintiffs'  furniture,  using  no  more  force  than 
was  necessary  tor  that  purpose.  In  an  action  by  the  plaintiffs  for  assault, 
battery  and  trespass  it  was  held,  reversing  the  judgment  of  Peterson,  J., 
that  the  defendants  were  not  liable,  their  right  of  entry  being  a  defence  to 
civil  proceedings  for  the  acts  complained  of.  Hemmings  v.  Stoke  Poges 
Golf  Club  (1920,  I  K.B.  720). 

Covenant  by  Lessee  to  Maintain  Prices  of  Admission. 

Under  a  covenant  by  the  lessee  of  a  theatre  that  he  would  at  all  times  dur- 
ing the  term  maintain  the  prices  of  admission  as  now  charged  at  the  theatre, 
and  would  not  reduce  the  same  without  the  consent,  in  writing,  of  the 
lessor  first  obtained,  it  was  held  that  the  covenant  only  restricted  a 
decrease,  and  did  not  restrain  an  increase  in  the  prices  of  admission.  In 
re  DotVs  Lease  (1920,  i  Ch.  281), 
House  Reasonably  Fit  for  Human  Habitation. 

A  landlord  does  not  commit  a  breach  of  the  condition  that  a  house  is  rea- 
sonably fit  for  human  habitation  within  the  meaning  of  Sections  14  and  15 
of  the  House,  Town  Planning  Act,  1909  (which  provides  that  in  the  case  of 
a  house  situate  in  a  borough  or  urban  district  containing  a  population  of  not 
less  than  50,000,  let  at  a  rent  not  exceeding  £2.^,  there  shall  be  implied  a 
condition  that  the  house  is  at  the  commencement  of  the  tenancy  reasonably 
fit  for  human  habitation),  because  it  is  from  time  to  time  invaded  from  with- 
out by  rats  in  considerable  numbers.  Semble,  -per  Salter,  J.,  there  may  be 
a  breach  of  the  condition  implied  by  these  sections  if  a  house  is  infested  with 
rats  in  the  sense  that  they  breed  there,  are  regularly  there,  and,  as  it  were, 
form  part  of  the  house.    Stanton  v.  Southwick  (1920,  2  K.B.  642). 

Registration  of  Business  Names  Act,  1916. 

Furnishing  False  Statement. 

By  Section  9,  if  any  statement  required  to  be  furnished  under  this  Act 
contains  any  matter  which  is  false  in  any  material  particular  to  the  know- 
ledge of  any  person  signing  it,  that  person  shall,  on  summary  conviction,  be 
liable  to  imprisonment  or  to  a  fine  or  to  both.  A  person  who  was  registered 
under  the  Act  on  i6th  March  191 7  furnished  a  written  statement  signed  by 
him  which  was  false  in  a  material  particular  to  his  knowledge.  It  was  held 
that  the  offence  for  which  the  penalty  is  imposed  is  the  offence  of  furnishing 
a  statement  containing  matter  false  in  a  material  particular  to  the  knowledge 
of  the  person  signing  the  statement;  that  the  offence  is  complete  on  the  day 
when  he  statement  is  furnished ;  that  it  is  not  a  continuing  offence,  and, 
therefore,  as  the  information  was  not  preferred  before  the  magistrates  until 
nth  June  1918,  i.e.  more  than  six  months  after  the  statement  was  furnished, 
it  was,  by  virtue  of  the  Summary  Jurisdiction  Act,  1848,  out  of  time.  Board 
of  Trade  Solicitor  v.  Ernest  (1920,  i  K.B.  826). 

Wills,  Executors,  and  Trusts. 

Infant  Legatee. 

An  executor  cannot,  by  appropriating  the  amount  of  a  pecuniary  legacy 
given  to  an  infant,  and  investing  the  same  in  any  investment  in  which 
money  under  the  control  of  the  Court  ought  properly  to  be  invested,  render 
himself  free  to  distribute  the  residue  of  his  testator's  estate  without  incurring 
personal  liability  in  respect  of  the  legacy,  and  prevent  recourse  to  the 
testator's  residuary  estate  by  the  legatee  if  the  fund  so  created  should  prove 
insufficient  to  pay  the  legacy  in  full  upon  his  coming  of  age,  and  the  same  is 
true  even  when  the  legatee's  guardian  assents  to  the  appropriation  and 
investment.    In  re  Salomons  (1920,  i  Ch.  290). 
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Legatee  of  a  Testator^ s    Business    Trading  with  the    Assets  for  his  own 
Benefit. 

A  legatee  to  whom  a  testator  had  bequeathed  his  business  continued  to 
carry  it  on  with  the  acquiescence  of  the  executors.  After  decree  for  adminis- 
tration, the  business  was  conducted  by  a  receiver  appointed  by  the  Court, 
and  was  subsequently  sold  by  the  Court  as  a  going  concern.  The  assets 
were  insufficient  to  pay  all  liabilities  in  full.  It  was  held  that  the  legatee 
had  no  duty  to  perform  towards  the  estate,  and,  therefore,  was  not  entitled 
to  any  indemnity,  and  that  the  creditors  of  the  testator  were  entitled  to  be 
paid  in  priority  to  the  creditors,  whose  debts  were  incurred  during  the 
legatee's  trading.    /;/  re  O'Kelly  (1920,  i  I.R.  200). 

Unauthorised  Investments . 

As  between  tenant-for-life  and  remaindermen  interested  under  a  will 
directing  the  conversion  of  residuary  estate  with  a  power  of  postponement, 
the  tenant-for-life  will  be  entitled  to  interest  at  4  per  cent,  upon  the  capital 
value,  ascertained  at  the  testator's  death,  of  unauthorised  income-producing 
investments.    In  re  Beech  (1920,  i  Ch.  40). 

Legatee  to  Pay  Debts  and  Undisposed  of  Personalty. 

A  testator  gave  a  farm  to  his  son  Francis,  and  having  given  pecuniary 
and  other  legacies,  made  this  provision  :  "  My  son  Francis  shall  also  pay 
"  all  my  just  debts  and  demands  against  my  property,  death  bed  and  funeral 
"  expenses."  There  was  a  residue  of  undisposed-of  personalty.  It  was 
held  that  Francis  took  the  farm  on  the  condition  that  he  paid  all  the  testator's 
debts  and  testamentary  expenses,  that  having  accepted  the  bequest  he  was 
bound  to  fulfil  the  condition,  and  that  the  undisposed  of  residue  was 
exonerated  from  liability.    Duffy  v.  Duffy  (1920,  i  I.R.  122). 

Mortgage  and  Priorities. 

Where  a  trustee,  before  his  appointment,  acquires  knowledge  of  an  incum- 
brance on  the  trust  estate,  in  such  a  way  that  as  a  reasonable  man  he  would, 
on  his  appointment,  act  upon  and  regulate  his  conduct  in  the  execution  of  the 
trust  by  the  information  so  acquired,  and  that  knowledge  continues  to  oper- 
ate on  his  mind  in  the  same  way  after  his  appointment,  notice  given  to  him 
after  his  appointment  by  a  subsequent  incumbrancer  will  not  displace  the 
priority  of  the  earlier  incumbrance.  Rule  in  Dearie  v.  Hall  (1828,  3  Russ  i), 
applied.    Ifswich  Permanent  Money  Club  v.  Arthy  (1920,  2  Ch.  257). 

Workman's  Compensation. 

Casual  Labour. 

The  question  whether  a  casual  labourer  is  employed  for  the  purposes  of  the 
employer's  trade  or  business  so  as  to  bring  himself  within  the  definition  of 
"  workman  "  in  Section  13  of  the  Workmen's  Compensation  Act,  1906  (which 
provides  that  a  workman  does  not  include  a  person  whose  employment  is  of  a 
casual  nature,  and  who  is  employed  otherwise  than  for  the  purposes  of  the 
employer's  trade  or  business),  depends  upon  the  facts  of  each  particular  case, 
and  does  not  turn  on  the  question  whether  the  premises  in  respect  of  which 
the  work  is  done  are  used  solely  for  business  purposes,  or  are  used  for 
domestic  purposes  also.  A  farmer,  who  lived  in  a  small  farmhouse  on  the 
farm,  employed  a  casual  labourer  to  thatch  the  roof  of  the  farmhouse.  The 
man  fell  off  the  roof  and  sustained  injuries  which  caused  his  death.  It  was 
a  common  practice  for  farmers  in  the  district  to  do  their  own  thatching. 
Upon  a  claim  for  compensation,  it  was  held  that  there  was  evidence  upon 
which  the  Judge  could  find  that  the  deceased  man  was  employed  for  the  pur- 
poses of  the  farmer's  trade  or  business.    Manton  v.  Cantwell  (1920,  A.C.  781). 
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(Correspondents  who  wish  to  make  use  of  this  column  are  requested  to 
write  their  queries  on  one  side  of  the  paper  only  and  to  he  as  brief  as 
possible.  There  is  no  need  to  enclose  a  covering  letter  if  the  communica- 
tion is  headed  "Accountants'  Journal,  Queries  and  Replies  column,'* 
and  signed  at  the  end  with  the  name  and  address  of  the  sender,  which 
will  not  be  published  if  the  query  is  signed  with  a  nom  de  plume.) 

Liability  of  Directors  exceeding  their  Borrowing  Powers.  1 3 

A  company  has  power  by  its  memorandum  to  borrow  money.  The 
articles  fix  the  limit  at  ;^io,ooo.  What  is  the  position  of  a  bank  which 
exceeds  the  limit  of  10,000  and  the  shareholders  refuse  to  alter  the 
articles  to  make  the  action  of  the  directors  "  intra  vires  "  ? 

1.  Assuming  the  bank  had  knowledge  of  the  restrictive  clause. 

2.  Assuming  the  bank  was  unaware  of  such  clause. 

In  I  is  there  a  right  of  action  for  the  excess  against  the  directors,  or 
is  there  no  right  at  all  either  against  the  directors  or  the  company  ? 

In  2  is  there  a  right  of  action  for  the  excess  against  the  company,  or 
only  against  the  directors  ? — Red  Spinner. 

It  has  been  definitely  laid  down  in  the  cases  of  Chapels  v.  Brunswick 
Building  Society  and  Wenlock  v.  River  Dee  Co.  that  if  the  borrowing 
is  beyond  the  powers  of  the  company  the  loan  and  all  securities  for  it 
are  entirely  void,  but  if  the  borrowing  is  only  beyond  the  powers  of  the 
directors,  and  the  company  could,  by  altering  its  Articles  of  Association, 
authorise  the  loan,  then  it  is  capable  of  being  ratified,  and  may  become 
valid. 

Further,  if  under  the  articles  limiting  the  directors'  powers  the  trans- 
action could  have  been  lawfully  carried  out  by  obtaining  the  sanction  of 
the  company  in  general  meeting,  the  bank  is  entitled  to  assume  that  all 
necessary  steps  have  been  taken  to  validate  the  borrowing,  and  is  not 
bound  to  require  evidence  of  this  {Fountaine  v.  Carmarthen  Railway), 
although  if  a  Special  resolution  is  necessary  they  must  not  assume  that 
such  has  been  passed,  as  it  could  be  verified  by  inspection  of  the  same 
registered  at  Somerset  House. 

Where  a  definite  limit  is  fixed,  there  is  an  implied  veto  against  borrow- 
ing beyond  that  limit.  Under  the  circumstances  mentioned  there  would 
probably  be  a  good  case  against  the  directors  personally,  but  not  against 
the  company,  if  the  bank  were  ignorant  of  the  restriction  ;  but,  on  the 
other  hand,  if  the  bank  knew  of  it,  and  in  spite  of  the  knowledge  made 
advances,  we  do  not  think  there  would  be  any  right  of  action  unless 
the  advance  was  made  to  the  directors  as  private  individuals,  and  not  to 
the  company. 

Ready  Reckoner  for  Gas  Accounts. 

/  should  be  much  obliged  if  you  can  tell  me  where  I  can  obtain  a 
ready-reckoner  suitable  for  calculating  gas  consumers'  accounts. — 
Bunny. 
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We  recommend  you  to  apply  to  any  gas  company,  as  we  understand 
they  print  their  own  ready  reckoner  for  their  collectors.  We  cannot 
learn  of  any  actual  publication  to  suggest. 

P.  P.  I.  Clause. 

What  is  a  "P.  P.  I."  clause  in  relation  to  Marine  Insurance? — 
H.  R.  A. 

These  letters  stand  for  "  Policy  proof  of  Interest,"  the  clause  being 
originally  employed  in  perfectly  bond  fide  marine  insurance  policies  in 
order  to  eliminate  the  difficulty  of  proving  the  assured's  insurahle 
interest,  but  towards  the  end  of  the  eighteenth  century  it  became,  to  a 
great  extent,  a  mere  instrument  for  wagering ;  people  having  no  insur- 
able interest  taking  out  policies,  and  the  mere  fact  of  holding  the  policy 
was  considered  to  prove  that  they  had  an  insurable  interest. 

In  1746  the  Marine  Insurance  Act  was  passed,  which,  for  the  first  time 
prohibited  gaming  or  wagering  policies,  and  was  superseded  by  the 
Marine  Insurance  Act  of  1906,  which  made  void  every  contract  of 
marine  insurance  by  way  of  gaming  or  wagering. 

Brewers'  Delivery  and  Establishment  Charges. 

/  have  now  a  further  favour  to  ask  you  in  regard  to  two  beers,  which 
are,  in  expense  of  delivery  and  in  all  other  matters,  absolutely  equal.  No 
differentiation  is  possible  between  them. 

The  first  is  priced  at       . .        . .        . .     138/-  per  barrel 

and  it  costs  .  .        . .        . .        .  .  100/- 

leaving  a  gross  profit  of  . .        . .        . .      38/-  or  27.5% 

The  second  is  priced  at    . .        . .        . .     too/-  per  barrel 

and  it  costs  .  .        . .        . .        .  .      69/-  ,, 

leaving  a  gross  profit  of  .  .        .  .        .  .      31/-  31% 


Deduct  delivery  and  establishment  charges,  say  25  per  cent.,  leaving 
in  the  first  case  2.5  per  cent,  and  in  the  second  case  6  per  cent,  net  profit. 
These  figures,  if  set  out  in  another  way,  appear  thus  : — 


First  beer — Cost  of  brewing 

100/-  per  barrel 

Costs  of  delivery  and  all  other  charges  .  . 

31/- 

Sale  price    .  . 

138/- 

Net  profit    . . 

7/-  » 

Second  beer — Cost  of  brewing 

69/- 

Costs  of  delivery  and  all  other  charges  .  . 

31/-  „ 

Sale  price    . . 

100/- 

Net  profit 

Nil 

Which  method  of  working  is  correct  ? — R.  W.  C. 
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In  the  first  statement  the  deHvery  and  cstabHshment  charges  are  given 
at  25  per  cent.,  i.e.  25  per  cent,  of  138s.  =34S.  6d.,  25  per  cent,  of  ioos.= 
25s. 

Using  these  figures  instead  of  31s.  in  each  case  (you  do  not  explain 
why  you  use  31s.),  you  then  have 

(i)    Cost  of  brewing     ...       ...    100/-  per  barrel. 

delivery    34/6  n 

Sale  price    138/-  ,, 


Net  profit    3/6    or  2^  per  cent. 


(2)    Cost  of  brewing     ...       ...     69/-  per  barrel. 

delivery    25/-  „ 

Sale  price    100/-  ,, 


Net  profit    6/-     or  6  per  cent. 


which  results,  you  will  see,  agree  with  your  first  statement. 


Students*  Society  Notes. 

The  Chartered  Accountant  Students  Society  of  London. 

The  special  attention  of  all  members  is  directed  to  the  "  Monthly  Calendar  " 
on  page  383,  where  will  be  found  particulars  of  very  interesting  and  instruc- 
tive lectures  by  members  of  the  legal  and  accountancy  professions  to  be  held 
during  the  month  in  connection  with  the  autumn  programme.  These  meet- 
ings wiU  be  held  in  the  Examination  HaU  of  the  Institute,  on  Wednesdays,  at 
6  p.m. 

The  Society's  Elementary  and  Advanced  Classes  in  Bookkeeping  and 
Accounts  and  in  Law  commenced  on  the  9th  and  loth  September  last,  and 
are  being  held  for  ten  subsequent  weeks.  The  Elementary  Lectures,  which 
are  free  to  members,  afford  to  newly  articled  students  a  thorough  acquaintance 
with  the  elementary  principles  of  the  subjects  in  which  they  will  be  examined 
at  the  Intermediate  and  Final  Examinations.  The  Advanced  Classes  are 
recommended  to  those  students  who  have  passed  their  Intermediate  but  have 
not  yet  sat  for  the  Final.    The  fee  for  each  of  the  Advanced  Courses  is  £1  is. 

Enrolment  for  these  classes  should  be  made  forthwith  in  order  to  obtain 
the  required  attendances  to  be  eligible  to  sit  for  the  examinations  at  the  end 
of  the  course. 

Birmingham  Chartered  Accountant  Students'  Society. 

The  thirty-seventh  annual  general  meeting  of  the  above  Society  was  held 
on  Friday,  loth  September  1920. 

The  proceedings  were  quite  short  and  formal. 

The  President,  Mr.  W.  E.  AUdritt,  F.C.A.,  took  the  chair,  and  in  pre- 
senting the  Report  and  Accounts  remarked  that  they  showed  a  very  satis- 
factory position,  there  being  a  profit  on  the  year's  working.  He  pointed 
out,  however,  that  the  success  of  the  Society  should  be  judged  rather  by  the 
benefit  derived  by  its  members  from  the  lectures  given  during  the  winter 
rather  than  by  the  financial  position,  important  though  that  might  be. 
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The  Report  and  Accounts  were  then  agreed  to  as  presented. 

A  hearty  vote  of  thanks  was  accorded  to  all  the  officers  and  members  of 
the  Committee  for  the  past  year. 

Mr.  Tatlow,  in  proposing  the  resolution,  said  he  would  like  to  couple 
with  it  an  expression  of  the  Society's  regret  in  the  death  of  their  late  Secre- 
tary, Mr.  Simpson,  and  their  deep  sympathy  with  his  relatives  in  their  loss. 

The  following  officers  were  elected  or  re-elected  for  the  ensuing  year:  — 

President.— Mt.  W.  E.  Alldritt,  F.C.A. 

Vice-Presidents.— Mr.  J.  S.  Milligan,  A.C.A.,  and  Mr.  G.  W.  L.  Thomp- 
son, A.C.A. 

Hon.  Treasurer. — Mr.  V.  L.  Thompson. 

Hon  Librarian. — Mr.  T.  \V.  Bladon,  A.C.A. 

Hon.  Secretary. — Mr.  W.  S.  James-Moore. 

A  vote  of  thanks  to  the  Chairman  for  his  able  conduct  in  the  chair  brought 
the  meeting  to  a  close. 

Chartered  Accountants  Students'  Society  of  Kingston -upon -Hull. 

The  annual  general  meeting  of  the  above  Society  was  held  in  the  Hall  of 
the  Incorporated  Law  Society,  Bowlalley  Lane,  on  Wednesday,  the  22nd  day 
of  September,  at  8  o'clock,  and  a  report  will  appear  in  our  next  issue. 

In  order  to  ensure  an  attractive  and  interesting  syllabus  for  the  Session 
1920-21,  the  Committee  have  circulated  to  members  a  list  of  questions  whereon 
they  may  express  their  opinions  as  to  subject-matter,  &c.,  for  the  meetings. 

In  addition  to  the  consideration  of  the  above,  the  usual  business  of  receiv- 
ing the  Accounts  and  Report,  and  of  the  election  of  officers,  was  transacted. 

South  Wales  and  Monmouthshire  Chartered  Accountant 
Students'  Society. 

The  Committee  are  engaged  in  the  preparation  of  a  syllabus  for  the  coming 
winter,  and  they  appeal  to  every  member  to  assist  them  in  making  the 
session  a  great  success.  It  is  intended  to  hold  more  frequent  meetings  than 
in  the  past,  and  certain  new  features  are  to  be  included  in  the  programme. 

WiU  members  please  note:  — 

1.  That  subscriptions  and  Class  fees  are  overdue. 

2.  That  the  Library  has  been  removed  to  the  Society's  room  at  5  High 
Street,  Cardiff,  where  books  may  be  obtained  on  Saturday  mornings, 
or  at  other  times  by  arrangement  with  the  Librarian,  Mr.  C.  A. 
Mitchell. 
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GOODWILL  AND  ITS  TREATMENT  IN  ACCOUNTS.  By  Lawrence  R. 
DiCKSEE,  M.Com.,  F.C.A.,  and  Frank  Tillyard,  M.A.,  M.Com.  8^x5^, 
viii+184  pp.  Fourth  edition.  los.  6d.  net.  [This  book  should  make  a 
wide  appeal  to  every  business  man.  The  important  questions  of  "  Watering 
Capital  "  and  the  Issue  of  Bonus  Shares,  receive  special  attention.] 

HOW  TO  READ  THE  BALANCE  SHEET  OF  A  COMMERCIAL  CON- 
CERN.  By  F.  W.  Pixley,  F.C.A.  8^x5^,  64  pp.  Fifth  edition.  4s.  6d. 
n.  [The  subject  has  been  dealt  with  in  a  very  clear  and  concise  manner, 
and  it  is  a  book  which  should  recommend  itself  to  anyone  who  is  interested 
in  Balance  Sheets,  whether  he  be  a  shareholder,  a  financial  critic,  or  an 
accountant  student.] 

THE  CONDUCT  AND  PROCEDURE  AT  PUBLIC  AND  COMPANY 
MEETINGS.  By  Albert  Crew^  Barrister-at-Law.  73x5,  xx  +  264  pp. 
Sixth  edition.  5s.  net.  [This  is  a  book  which  should  find  a  place  in  the 
library  of  all  Company  Secretaries,  and  it  will  prove  an  invaluable  aid  to 
anyone  who  may  be  caUed  upon  to  act  as  Chairman  at  a  public  meeting. 
The  volume  concludes  with  some  260  questions  from  the  Examination 
papers  of  the  Chartered  Institute  of  Secretaries,  which  serve  as  a  very 
good  guide  as  to  the  scope  of  the  examiner's  requirements.] 

BILLS  OF  EXCHANGE,  CHEQUES  AND  PROMISSORY  NOTES.  By 
Alan  McNeil.  72x5,  xvi4-i96  pp.  Third  edition.  7s.  6d.  net.  [This 
book  should  find  a  ready  sale  among  students  for  the  examinations  of  the 
Institute  of  Bankers.    It  is  well  arranged  and  clearly  written.] 

A  DIGEST  OF  THE  LAW  OF  PARTNERSiyP.  By  the  Rt.  Hon.  Sir 
Frederick  Pollock,  Bart.,  K.C.,  D.C.L.  8^  x  5^,  xxiv  +  267  PP-  15s.  net. 
[The  nth  edition  of  this  work  has  been  brought  up  to  date.  It  contains 
some  useful  forms,  &c.,  and  is  a  book  no  lawyer  or  accountant  should  be 
without.] 

CHAMBERS  INCOME  TAX  GUIDE.  By  John  Burns,  W.S.  7x4!,  284  pp. 
3s.  6d.  net.  [The  fourth  edition  of  this  useful  work  has  been  enlarged  and 
extensively  rewritten.  It  covers  the  1920  Budget,  and  includes  Special 
Chapters  on  Professional  men.  Farmers,  Weekly  Wage-earners,  Non-resi- 
dents, Double  Empire  Taxation  and  Super-Tax.] 

DEBENTURES  :  The  Purposes  they  Serve  and  How  they  are  issued.  B}^ 
Herbert  W.  Jordan.  8^x5,  vi  +  65  pp.  (Paper  cover.)  is.  6d.  net.  Post 
free  is.  lod.  [The  fact  that  this  book  has  reached  the  ninth  edition  is 
proof  of  its  usefulness.  It  should  find  a  place  on  the  bookshelf  of  every 
student  of  Company  I>aw.] 

INCOME  TAX  for  Year  1920-21.  Rates,  Relief,  Repayment.  7ix4|.  66  pp. 
2s.  net.  [Includes  a  reprint  of  the  Income  Tax  Portion  of  Finance  Act, 
19205  List  of  Stocks  Taxable  by  Assessment;  and  an  Index.] 


Monthly  Calendar. 

October  ^th,  Monday. — London  School  of  Economics. — Public  Lec- 
ture, "  Economics  as  a  Liberal  Education,"  by  Sir  William 
Beveridge,  K.C.B.,  Director  of  the  School,  5.30  p.m. 

North  West  Lancashire  District  Society  of  Incorporated 
Accountants  and  Auditors. — Lecture,  "  Statistics,"  by  C. 
Townsend,  A.S.A.A. 

October  ^th,  Tuesday. — London  School  of  Economics. — Public  Lec- 
ture, "  Coal  as  a  Factor  in  International  Trade,"  by  Professor 
Sargent,  5  p.m. 

National  Guild  of  Accountants'  Clerks  (London  Branch). — 
Meeting,  6.30  p.m.,  at  "  The  Talbot,"  London  Wall,  E.G.  2. 
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October  6th,  Wednesday. — London  School  of  Economics. — Public  Lec- 
ture, "  The  Origin  and  Growth  of  English  Commercial  Law,"  by 
Professor  H.  C.  Gutteridge,  6  p.m. 

London  Chartered  Accountant  Students'  Society.— Lecture, 
"  Recent  Cases  on  Excess  Profits  Duty  and  Income  Tax,"  by  Mr. 
Herbert  Jacobs,  B.A.,  Barrister-at-Law,  6  p.m.,  at  the  Institute  of 
Chartered  Accountants. 

Institute  of  Bookkeepers,  Ltd. — Lecture,  "  The  Joy  of  Work," 
by  Mr.  H.  Gordon  Self  ridge,  6.30  p.m.  at  the  Haberdashers  Hall, 
London,  E.G.  2. 

October  jth,  Thursday. — London  School  of  Economics. — Public  Lec- 
ture, "  Published  Balance  Sheets  and  Accounts,"  by  Professor  L.  R. 
Dicksee,  M.Com.,  F.C.A.,  6  p.m. 

October  gth,  Saturday. — School  of  Accountancy  Students'  Associa- 
tion (Manchester  Branch). — Visit  with  Liverpool  Association  to 
Works  of  Metropolitan  Vickers  Electrical  Co.,  followed  by  smoking 
concert. 

October  iT,th,  Wednesday. — London  Chartered  Accountants  Students' 
Society. — Lecture,  "  Published  Accounts  of  Government,"  by  Mr. 
H.  A.  Postlewaite,  6  p.m.,  at  Institute  of  Chartered  Accountants. 

October  i^th,  Thursday. — London  School  of  Economics. — Public  Lec- 
ture, "  Forms  of  Industrial  Self-Government,"  by  Professor  L.  T. 
Hobhouse,  6  p.m. 

October  iSth,  Monday. — Corpor.ation  of  Insurance  Brokers,  Metro- 
politan and  Ho.me  Counties  District  Committee. — Lecture,  "  The 
Evolution  of  Accident  Insurance,"  and  "  Points  arising  out  of  the 
Examinations,"  by  Mr.  R.  T.  Thomson,  E.G. I.I. ,  8  p.m.,  at 
Connaught  Rooms. 

October  icfth,  Tuesday. — School  of  Accountancy  Students'  Associa- 
tion (Manchester  Branch). — Lecture,  "  Production  and  Industrial 
Progress,"  by  Mr.  Stockton,  President  Manchester  Chamber  of 
Commerce. 

October  20th,  Wednesday. — London  Chartered  Accountants  Students'^ 
Society. — Lecture,  "  Municipal  Accounts,"  by  Mr.   William  Cash, 

E.  G. A.,  6  p.m.,  at  Institute  of  Chartered  Accountants. 

October  list,  Thursday. — London  School  of  Economics. — Public  Lec- 
ture, "  Forms  of  Industrial  Self-Government,"  by  Professor  L.  T. 
Hobhouse,  6  p.m. 

October  22nd,  Friday. — School  of  Accountancy  Students'  Association 
(London  Branch). — Lecture,  "  An  Earnest  Study  Talk  to  London 
Students,"  by  Mr.  R.  T.  McCutcheon,  7  p.m.,  Essex  Hall,  Essex 
Street,  Strand,  London,  W.C. 

October  2'jth,  Wednesday. — London  Chartered  Accountants  Students' 
Society. — Lecture,  "  The  Detection  of  Fraud  in  Accounts,"  by  Mr. 

F.  R.  M.  de  Paula,  O.B.E.,  F.C.A.,  6  p.m.,  at  Institute  of  Chartered 
Accountants. 

October  2Sth,  Thursday .—hosDOti  School  of  Economics. — Public  Lec- 
ture, "  Forms  of  Industrial  Self-Government,"  by  Professor  L.  T. 
Hobhouse,  6  p.m. 
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The  Fundamentals  of  Accountancy. —  VII. 

By  Lawrence  R.  Dicksee,  M.Com.,  F.CA 

(Sir  Ernest  Cassel  Professor  of  Accountancy  and  Business  Methods  in 
the  University  of  London) . 

In  the  following  article  Professor  Dicksee  discusses  the 
Double  Account  System,  explains  its  working,  and  shows  how 
it  differs  from  the  ordinary  commercial  system  of  accounting. 

XXIV  — The  Double  Account  System. 

Under  the  ordinary  commercial  system  of  accounting,  transactions  • 
are  recorded  as  they  take  place  to  the  debit  and  credit  of  the  respective 
accounts  directly  concerned,  without  any  attempt  being  then  made  at  the 
time  to  distinguish  between  those  transactions  that  relate  to  Capital 
and  those  that  relate  to  Revenue,  as  described  in  the  preceding  section. 
Under  the  Double  Account  system,  however,  a  serious  attempt  is  made 
to  distinguish  between  Capital  transactions  and  Revenue  transactions 
from  the  outset,  instead  of  waiting  to  differentiate  between  the  *-wo 
until  the  time  arrives  for  the  preparation  of  the  usual  periodical  state- 
ment of  accounts. 

From  what  has  already  been  stated,  it  will  be  evident  that,  in  theory 
at  least,  it  would  be  a  simple  matter  to  distinguish  between  these  two 
classes  of  transactions  at  the  source,  by  opening  separate  banking 
accounts  for  Capital  and  Revenue  respectively,  paying  all  Capital 
receipts  into  the  Capital  Banking  Account,  and  drawing  cheques 
thereon  for  the  payment  of  all  Capital  Expenditure,  and  similarly 
paying  all  earnings  (or  Revenue)  into  the  Revenue  Banking  Account, 
and  drawing  cheques  thereon  for  all  working  (or  Revenue)  expenses. 
The  obvious  advantage  of  proceeding  upon  these  lines  is  that  we  then 
link  up  the  system  of  control  over  the  actual  Cash  finances  of  the  under- 
taking with  our  system  of  record  or  accounts.  Every  time  it 
becomes  necessary  to  pay  money  into  the  bank,  one  is  obliged  at  the 
time  to  determine  whether  it  relates  to  Capital  or  Revenue ;  and  simi- 
larly every  time'  one  draws  a  cheque,  one  is  obliged  to  determine  at  the 
time  whether  the  payment  is  in  respect  of  Capital  or  Revenue. 

If  it  were  always  practicable  to  make  these  distinctions  at  the  time, 
there  would  be  a  great  deal  to  be  said  in  favour  of  the  general  adoption 
.of  this  system  of  duplicating  bank  accounts ;  but  in  practice  it  often 
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happens  that  receipts  or  payments  are  partly  in  respect  of  Capital  and 
partly  in  respect  of  Revenue,  or  that  it  is  impracticable,  without  con- 
siderable delay,  to  determine  exactly  under  which  category  they  should 
be  placed.  Hence  the  attempt  to  operate  Capital  and  Revenue  items  by 
means  of  distinct  bank  accounts  is  rarely  made  in  practice.  What  goes 
by  the  name  of  the  Double  Account  system  may,  perhaps,  be  best 
described  as  a  system  of  keeping  the  accounts  as  nearly  as  possible  as 
they  would  be  kept,  if  it  were  practicable  to  have  two  separate  banking 
accounts  for  Capital  and  Revenue  transactions  respectively. 

Accordingly,  the  main  difference  between  accounts  kept  upon  the 
Double  Account  system  and  the  ordinary  (commercial)  system  is  to  be 
found  in  the  form  of  the  Balance  Sheet,  which  is  further  discussed  in 
Section  X.  Under  the  latter  system  the  Balance  Sheet  is  a  summary 
of  those  outstanding  balances  appearing  upon  the  Ledger  after  the 
Revenue  Account  for  the  current  period  has  been  completed.  Under 
the  former  system,  this  Balance  Sheet  is  in  effect  divided  into  two 
parts  :  the  first  part  contains  those  items  which  are  clearly  receipts  or 
expenditure  in  respect  of  Capital  (i.e.  Fixed  Liabilities  and  Fixed 
Assets),  a  balance  being  then  struck,  showing  the  Working  Capital  of 
the  undertaking ;  the  second  part  (usually  called  the  General  Balance 
Sheet)  contains  the  remainder  of  the  Balance  Sheet  items,  and  the 
balance  of  Working  Capital  brought  down  from  the  preceding  section. 
Apart,  however,  from  this  difference,  which  is  essentially  a  matter  of 
form,  the  distinctive  feature  of  the  Double  Account  system  is  that  the 
Capital  items  are  year  by  year  set  out  in  figures  which  represent  actual 
receipts  or  payments,  as  the  case  may  be,  whereas  under  the  ordinary 
commercial  system  the  fixed  assets  normally  appear  in  the  Balance 
Sheet,  not  necessarily  at  their  total  original  cost  price,  but  rather 
at  that  amount  of  the  original  cost  price  which  so  far  has  not  been 
charged  against  Revenue.  The  resultant  figures  are  necessarily 
matters  of  opinion,  whereas  under  the  Double  Account  system  the 
figures  are  essentially  historical  facts. 

XXV. — Application  of  Double  Account  System. 

The  Double  Account  system  is  prescribed  by  law  in  this  country  for 
the  accounts  of  British  railways,  and  to  gas,  water,  and  electricity 
undertakings  owned  by  parliamentary  companies;  but  it  is  often  volun- 
tarily adopted  by  other  concerns  of  a  similar  character,  i.e.  to  concerns 
whose  Working  Capital  is  trifling  as  compared  with  their  aggregate 
Capital  Expenditure,  whose  continued  operation  depends  upon  their 
ability  to  keep  their  fixed  assets  always  in  a  state  of  practical 
efficiency. 

XXVI. — Maintenance  under  Double  Account  System. 

An  essential  feature  of  the  Double  Account  system  is  that  not  merely 
all  expenditure  upon  current  repairs  and  upkeep  of  equipment  must  be 
charged  against  Revenue  (for  this  much  is  common  to  all  sound  systems 
of  accounting),  but  that,  further,  all  expenditure  upon  the  replacement 
of  worn  out  or  discarded  equipment  is  also  charged  against  Revenue. 
Subject  to  the  fulfilment  of  this  condition,  the  Double  Account  system 
proceeds  upon  the  assumption  that  there  will  ahvays  be  in  existence 
full  value  for  the  original  Capital  outlay,  and  that  therefore  no  part  of 
such  original  outlay  need  ever  be  charged  against  Revenue,    If  the 
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system  be  carried  out  strictly,  the  result  will  be  that  the  cost  of  repair- 
ing wastage  is  charged  against  Revenue  at  the  time  when  such  wastage 
is  made  good,  and  that  no  part  of  the  cost  is  charged  against  the  Revenue 
of  the  period  that  had  the  use  of  the  wasted  equipment.  As  compared 
with  the  ordinary  commercial  system,  therefore,  the  Double  Account 
system  would  seem  to  postpone  charging  the  cost  of  renewals  against 
Revenue  until  the  last  possible  moment;  but,  on  the  other  hand,  it 
does  ensure,  in  a  way  that  the  ordinary  commercial  system  does  not, 
that  when  that  moment  is  reached  the  full  cost  of  replacing  worn  out 
assets  that  are  replaced    shall  be  charged  against  Revenue. 

XXVII. — Double  Account  System  in  Practice. 

In  practice,  however,  certain  other  differences  between  the  two 
systems  are  noticeable.  Under  the  Double  Account  system  the  ultimate 
charge  against  Revenue  is  the  cost  of  the  new  equipment  acquired  to 
replace  discarded  equipment :  under  the  ordinary  commercial  system 
the  ultimate  charge  against  Revenue  is  (or  should  be)  the  original  cost 
of  the  equipment  actually  discarded,  which  may,  of  course,  be  more  or 
less  than  the  cost  of  replacement,  according  to  circumstances.  Another 
point  of  difference  is  that  under  the  ordinary  commercial  system  the 
cost  of  worn  out  equipment  is  (or  should  be)  charged  against  Revenue 
during  the  period  of  its  effective  working  life,  irrespective  of  whether 
it  is  ever  ultimately  renewed  or  not ;  whereas,  under  the  Double  Account 
system  any  equipment  that  is  not  renewed  (which  includes,  of  course, 
any  lost  or  wasted  Capital  Expenditure)  never  gets  charged  against 
Revenue  at  all.  On  the  other  hand,  there  is,  of  course,  nothing  to  pre- 
vent those  in  charge  of  an  undertaking  under  the  Double  Account 
system  from  charging  against  Revenue  from  time  to  time  more  than 
the  actual  expenditure  to  date  upon  renewals,  if  they  think  fit. 

XXVIII. — Expenditure  on  Extensions. 

Under  the  Double  Account  system  both  current  repairs  and  renewals 
are  charged  against  Revenue ;  but  additional  expenditure  that  results 
in  the  acquisition  of  fixed  assets  in  addition  to  those  that  were  in  exist- 
ence before,  so  that  the  equipment  as  a  whole  is  enlarged,  is  naturally 
treated  as  further  Capital  Expenditure.  Between  these  two  extremes 
come  in  practice  a  number  of  intermediate  cases,  where  the  opportunity 
is  taken,  when  renewing  a  worn  out  item  of  equipment,  to  replace  it 
by  another  which  is  not  an  exact  repetition  of  the  original  item,  but 
something  upon  a  larger  scale  (or  improved  design),  and  accordingly 
more  expensive.  The  rule  in  these  cases  is  that  so  much  of  the  cost 
of  the  new  items  as  might  be  taken  to  represent  the  present-day  cost  of 
an  item  exactly  like  that  which  is  being  replaced  is  chargeable  against 
Revenue,  and  that  the  excess  only  is  to  be  treated  as  additional  Capital 
Expenditure.  Anything  that  may  be  received  upon  the  sale  of  old 
materials  disposed  of  may,  in  these  circumstances,  be  applied  towards 
the  relief  of  the  Revenue  charge,  as  the  assumption  is  that  there  will 
always  be  increased  Fixed  Assets  to  justify  the  additional  Capital 
Expenditure.  The  apportionment  of  cost  as  between  Capital  and 
Revenue  in  these  cases  is  in  all  cases  clearly  a  matter  for  the  expert,  but 
a  few  examples  will  illustrate  the  principles  involved  : — 

I.  A  railway  substituting  new  steel  rails  for  worn  out  iron  rails 
must  charge  against  Revenue  a  sum  equal  to  what  would  have  been 
the  cost  of  laying  down  new  iron  rails,  minus  the  scrap  value  of  the  old 
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rails  sold,  treating  the  excess  cost  only  as  additional  Capital 
Expenditure. 

2.  A  gas  company,  taking  up  an  old  section  of  6  inch  main,  and 
laying  down  in  place  thereof  a  new  9  inch  main,  must  charge  against 
Revenue  what  would  have  been  the  present-day  cost  of  laying  down 
a  new  6  inch  main,  minus  the  scrap  value  of  the  old  main,  and  only 
capitalise  the  amount  by  which  the  cost  of  the  9  inch  main  exceeds  the 
present-day  cost  of  a  6  inch.  main. 

3.  Where,  on  the  other  hand,  the  old  equipment,  instead  of  being 
taken  out  and  disposed  of,  is  applied  to  a  new  use,  there  is  nothing  to 
prevent  the  total  cost  of  the  new  equipment  from  being  treated  as  addi- 
tional Capital  Expenditure ;  but  the  cost  of  converting  the  old  equip- 
ment to  its  new  use  must  be  borne  by  Revenue. 

XXIX. — General  Effect  of  Double  Account  System. 

The  exact  difference  between  the  Double  Account  system  and  the 
ordinary  commercial  system  of  dealing  with  the  problem  of  wasting 
Fixed  Assets  will  be  seen  more  clearly  when  the  ensuing  section  on 
Depreciation  has  been  studied.  It  may  be  pointed  out  now,  however, 
that  there  is  not  really  any  essential  connection  between  the  Double 
Account  form  of  Balance  Sheet  and  the  Double  Account  method  of 
dealing  with  the  cost  of  replacing  wastage  of  Fixed  Assets.  It  would 
be  possible  to  apply  either  form  of  account  with  either  method  of 
handling  the  problem  of  wastage ;  but,  unless  the  contrary  be  clearly 
shown  by  the  wording  of  the  accounts,  it  is  a  reasonable  assumption 
that  where  the  Double  Account  form  is  employed,  the  Double  Account 
method  of  dealing  with  replacements  is  also  followed,  and  that  where 
the  ordinary  commercial  form  of  accounts  is  employed,  at  least  a  bond 
fide  effort  is  being  made  to  adopt  the  ordinary  commercial  system  of 
charging  losses  arising  from  the  wastage,  or  exhaustion,  of  Fixed 
Assets  against  the  Revenue  of  the  period  in  which  such  wastage  or 
exhaustion  takes  place.  The  former  ensures  (or  aims  at  ensuring) 
certainty  at  the  expense  of  absolute  accuracy ;  but  so  long,  of  course,  as 
the  cost  of  replacement  is  ultimately  charged  against  Revenue,  and  so 
long  as  the  Revenue  is  sufficiently  large  to  bear  the  charge  when  made, 
all  necessary  provision  has  been  made  to  ensure  the  permanence  of  the 
undertaking  itself. 

In  the  case  of  those  undertakings  to  which  the  Double  Account 
system  is  applied,  the  equipment  ordinarily  consists  of  such  an  enor- 
mous number  of  items  that  it  may  reasonably  be  expected  that  the 
amount  of  useful  expenditure  upon  renewals  in  any  one  year  is  not 
likely  to  very  greatly  exceed  the  amount  of  actual  wastage  in  any  one 
year.  Accordingly,  if  the  undertaking  can  be  operated  at  a  profit  at  all, 
there  is  little  danger  of  any  difficulty  arising  in  practice  as  to  the 
financing  of  the  cost  of  renewals  from  time  to  time.  If  desired,  how- 
ever, even  in  the  case  of  the  Double  Account  undertakings,  there  is 
nothing  to  prevent  charges  for  renewals  being  made  against  Revenue 
in  advance  of  the  actual  date  of  such  renewal,  thus  providing  in  advance 
for  at  least  a  part  of  the  ultimate  cost  of  such  renewals. 
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By  Andrew  Binnie,  F.C.A.,  C.A. 

Mr.  Binnie  concludes  this  month  his  description  of  the 
way  in  which  various  items  should  be  treated  in  accounts, 
and  his  suggestions  as  to  examining  the  balances . 

Debenture  Interest. 

Agree  the  total  sum  paid  with  a  schedule  of  the  payments  to  the  indi- 
vidual Debenture  Holders,  as  per  the  Register  of  Debenture  Holders, 
setting  out  the  gross  amount,  the  period  covered,  the  rate  of  interest, 
tax  deducted  (unless  issued  free  of  tax),  and  the  net  amount  payable. 
Coupons  or  Interest  Warrants  should  be  produced  in  support  of  the 
individual  payments.  A  separate  Banking  Account  should  be  opened 
for  each  periodical  payment  of  Debenture  Interest,  and  the  balance  of 
the  account  agreed  with  the  unclaimed  interest  as  shown  by  an  inspec- 
tion of  the  schedule  in  which  the  individual  amounts  are  marked  off 
in  course  of  comparison  of  the  list  with  the  coupons  or  warrants.  If 
periodical  payments  be  made  inclusive  of  repayments  of  capital,  as  well 
as  of  payments  of  interest,  see  that  the  payments  are  correctly  divided 
as  between  capital  and  income,  for  which  purpose  a  redemption  sche- 
dule should  be  available  or  be  raised.  Occasionally,  Debentures  or 
Bonds,  sometimes  called  "  Income  Bonds,"  are  issued,  on  which  the 
interest  is  only  payable  if  the  profits  of  the  year  admit  of  payment. 
Whether  or  not  interest  is  payable  in  any  year  on  Bonds  of  this  char- 
acter may  be  a  nice  point  depending  on  questions  of  necessary  deprecia- 
tion, the  right  to  create  Reserves  and  write  down  capital  assets  of  a 
nominal  nature  out  of  profits,  and  so  forth.  The  conditions  attached  to 
Debentures  or  Bonds  of  this  type  require,  therefore,  to  be  carefully 
studied. 

Notes. 

(a)  In  periods  commencing  from  5th  April  1920,  income-tax  will 
be  deductible  from  interest  at  the  standard  rate.  Prior  to  1920,  if 
interest  was  paid  out  of  profits  brought  into  charge,  tax  was  deductible 
at  the  average  rate  during  the  period  of  accrual  of  the  profits,  but  if 
paid  out  of  moneys  not  brought  into  charge,  at  the  rate  of  tax  at  the 
time  of  payment. 

{h)  Interest  on  Debentures  issued  to  raise  funds  for  construction  may 
be  charged  to  Capital  as  part  of  the  cost  of  construction.  {Hinds  v. 
Buenos  Ayres  Tramways  Co.  Ltd.,  1906,  2  Ch.  654.) 
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Directors'  Fees. 

By  reference  to  the  articles  of  association,  ascertain  and  agree  the 
amount  payable.  If  the  fees  are  paid  periodically,  or  for  broken 
periods,  as  in  the  case  of  a  director  ceasing  to  act,  see  that  the  articles 
express  that  the  fees  are  to  be  at  the  rate  of  so  much  per  annum,  other 
wise  the  fees  are  only  payable  for  a  complete  year,  or  whatever  term  is 
fixed  by  the  articles.  The  fees  may  not  be  paid  free  of  tax  unless  so 
voted  by  the  shareholders.  It  has  been  suggested  that  a  provision  in 
the  articles  to  the  effect  that  the  fees  be  paid  free  of  tax  is  illegal  r.nd 
invalidates  the  payment  of  any  fees  at  all.  If  the  directors  renounce 
their  fees,  a  minute  to  that  effect  passed  at  a  meeting  at  which  all  the 
directors  are  present,  and  signed  by  the  chairman,  may  suffice  as 
evidence,  but  strictly  speaking,  the  renunciation  ought  to  be  under  seal. 
When  it  is  left  to  the  shareholders  in  general  meeting  to  fix  the 
remuneration,  see  a  minute  signed  by  the  chairman  of  the  meeting. 
In  the  case  of  a  Managing  Director,  see  that  all  payments  are  in 
accordance  with  the  company's  agreement  with  him. 

Directors'  Travelling  Expenses. 

See  that  the  payment  of  travelling  expenses  for  attending  Board  meet- 
ings is  authorised  by  the  articles  of  association,  as  otherwise  the 
expenses  are  presumed  to  be  covered  by  the  fees. 

Debenture  Trustees'  Remuneration. 

See  that  the  amount  provided  for  in  the  Trust  Deed  has  been  paid  or 
provided  for  in  the  accounts. 

Transfer  Fees. 

The  cash  credited  to  this  account  should  be  agreed  by  reference  to 
the  number  of  transfers  appearing  in  the  Transfer  Register. 

Auditors'  Fees. 

The  fees  are  usually  fixed  in  the  first  instance  by  the  Board  of  Direc- 
tors, and  subsequently  approved  by  the  shareholders  at  the  general 
meeting,  after  which  the  fees  are  usually  voted  annually  at  the  general 
meeting,  though  the  shareholders  sometimes  leave  it  to  the  directors  to 
fix  the  fee  from  year  to  year,  having  regard  to  the  amount  of  work  and 
responsibility  involved.  The  amount  should  be  reserved  in  the  accounts 
from  year  to  year. 

Preference  Dividends. 

Agree  the  total  dividend  paid  with  the  aggregate  of  the  total  dividend 
paid  as  per  a  schedule  of  the  Preference  Shareholders  made  up  from  the 
Register  of  Shareholders  at  the  date  to  which  the  payment  of  the  divi- 
dend relates,  and  setting  out  the  gross  amount  as  fixed  by  the 
memorandum  and  articles  of  association,  the  tax  deducted  and  net 
amount  payable.    See  that  a  resolution  passing  the  dividend  has  been 
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duly  placed  on  the  directors'  minutes,  and  is  subsequently  confirmed  by 
the  shareholders,  and  that  it  is  in  conformity  with  the  memorandum 
and  articles.  See  that  income-tax  has  been  deducted  from  the  divi- 
dends, unless,  as  is  most  unusual,  the  dividend  is  payable  free  of  tax. 
The  net  amount  of  each  dividend  should  be  transferred  to  a  separate 
Banking  Account,  and  the  balance  of  the  Banking  Account  agreed  v^^ith 
the  dividends  not  claimed  as  shown  by  the  schedule,  the  dividends  paid 
being  marked  off  in  the  schedule  in  course  of  comparison  with  the 
Dividend  Warrants.  It  has  been  held  by  the  House  of  Lords  that 
Preference  Shareholders  are  not  entitled  to  participate  in  colonial 
income-tax  relief  {Accountant,  31st  July  1920),  but  see  Finance  Act, 
1920,  Section  27  (5),  for  an  enactment  on  the  subject  apparently  over- 
riding this  decision.  The  precise  meaning  of  the  section  may,  how- 
ever, engage  the  attention  of  the  Court,  especially  where  only  part  of 
the  profits  are  colonial.  If  the  Preference  Dividends  are  cumulative 
and  in  arrear,  a  note  of  the  amount  in  arrear  should  be  made  on  the 
face  of  the  Balance  Sheet.  If  an  interim  dividend  has  been  paid,  see 
that  the  directors  have  power  to  declare  it.  As  to  rate  of  deduction  of 
tax,  see  note  under  heading  of  Debenture  Interest. 

Ordinary  Dividends. 

In  the  case  of  interim  dividends  see  that  a  resolution  declaring  tht 
dividend  has  been  duly  passed  by  the  directors,  and  that  they  have 
power  under  the  articles  to  make  the  declaration.  In  the  case  of  final 
dividends,  see  that  the  dividend  is  as  recommended  by  the  directors 
and  confirmed  by  the  shareholders  in  general  meeting,  and  in  accord- 
ance with  the  articles  of  association.  Agree  the  total  dividend  paid 
with  the  aggregate  of  the  dividends  due  to  the  individual  shareholders 
as  per  a  schedule  prepared  from  the  Register  of  Shareholders  at  the  date 
to  which  the  dividend  relates,  showing  gross  amount  payable,  tax 
deducted,  and  net  amount  payable,  unless  the  dividend  is  specifically 
declared  free  of  tax.  A  cheque  for  the  total  net  dividends  should  be 
drawn,  and  the  amount  transferred  to  a  separate  Banking  Account. 
The  balance  of  the  separate  Banking  Account  should  be  agreed  with 
the  total  of  the  unclaimed  dividends  as  shown  on  the  schedule,  in  which 
the  dividends  paid  should  have  been  duly  marked  off  in  course  cf 
comparison  with  the  Dividend  Warrants. 

Note. — Many  Boards  of  Directors  instruct  the  auditors  to  check 
and  agree  all  dividend  and  interest  payments,  checking  the  respec- 
tive lists  relating  thereto  with  the  Registers,  and  examining  and 
initialling  the  Dividend  Warrants  before  their  issue. 

Appropriation  Account. 

This  account  takes  various  forms,  and  has  even  been  known  to  close 
with  a  deficiency,  for    example,  by    treating  Debenture    Interest  (a 
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charge  upon  the  business  irrespective  of  profits)  as  an  appropriation  of 
profits,  and  that  although  the  interest  payable  exceeded  the  profits. 
The  account  should  contain  the  balance  of  undivided  profits  brought 
forward  from  the  previous  year,  the  amount  of  profits  for  the  year,  the 
amount  to  be  carried  to  Reserve,  the  amount  of  dividend  to  be  paid,  and 
the  resulting  balance  to  carry  forward  to  the  following  year.  An 
Appropriation  Account  is  not  usually  part  of  a  Balance  Sheet,  but  is 
scheduled  to  it,  and  is  useful  as  a  connecting  link  with  the  figures  of 
the  preceding  year.  The  auditor  should  see  that  the  appropriations  are 
in  accordance  with  the  minutes  of  the  directors'  and  shareholders'  meet- 
ings, and  have  been  duly  given  efi'ect  to  in  the  books,  for  it  occasionally 
happens  that  resolutions  to  carry  sums  to  Reserve  or  write  down 
leases  are  overlooked  by  the  company's  officers. 

Partners'  Salaries,  Capital  Accounts,  Drawing  Accounts  and  Loan 
Accounts,  Interest  on  Capital  and  Interest  on  Drawings,  &c. 

A  summary  should  be  made  of  the  conditions  laid  down  in  the 
Partnership  Deed  as  to  each  of  these  matters.  If  there  be  any  points 
as  to  accounting  in  the  agreement  which  are  obscure,  they  should  be 
cleared  up  by  means  of  a  supplementary  agreement.  A  common 
practice  is,  at  the  end  of  the  partnership  year,  to  credit  the  Capital 
Account  of  each  partner  with  the  amount  of  his  share  of  the  profits  and 
interest  on  his  capital,  less  his  drawings  and  interest  thereon,  and  to 
carry  forward  the  resulting  balances  as  capital.  As  a  result,  each 
partner's  capital  may  vary  from  year  to  year.  This  practice  should  not 
be  followed  unless  it  is  in  accordance  with  the  partnership  deed.  It 
may  be  that  any  surplus  over  the  amount  of  capital  for  which  the  deed 
stipulates  should  be  treated  as  a  loan  to  the  partnership,  ranking  as 
between  the  partners  before  the  stipulated  amount  of  capital  and  carry- 
ing interest  at  a  different  rate,  or  there  may  be  no  provision  at  all  to 
meet  the  case.  Where  a  Partner's  Capital  Account  shows  a  deficiency, 
it  is  also  a  common  practice  to  charge  interest  on  the  amount  of  the 
deficiency,  regardless  of  the  fact  that  this  charge  may  not  be  author- 
ised by  the  partnership  deed.  Any  departure  such  as  this  from  the 
terms  of  the  deed  should  be  brought  to  the  notice  of  each  partner.  The 
auditor  should  see  that  any  borrowings  of  the  firm's  money  by  a 
partner,  or  any  moneys  due  by  a  partner  to  the  firm  for  goods  supplied 
by  the  firm  to  him  or  such  like  are  not  included  among  Sundry  Debtors, 
but  clearly  set  out  in  the  accounts.  He  should  also  see  that  the 
partners  sign  the  accounts  as  correct.  It  is  not  unusual  for  income- 
tax  paid  by  the  firm  to  be  charged  to  profits  as  if  it  were  an  expense. 
Unless,  however,  the  partners'  interest  in  capital,  share  of  profits,  and 
salaries  are  in  strict  ratio,  and  they  have  no  claim  to  relief,  this  method 
of  charging  income-tax  is   not  correct.    Tax   should  be   treated   as  a 
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drawing,  and  charged  to  the  partners'  individual  accounts  according  to 
their  individual  liability,  which  is  based  upon  the  partner's  salary, 
interest  on  capital  less  interest  on  drawings,  and  his  share  of  the  profits 
after  deducting  these  items  and  taking  into  account  any  claims  for 
relief.  Interest  on  drawings  should  be  charged  where  the  drawings 
are  unequal  as  to  date  and  amount.  Each  partner  should  be  asked  to 
agree  the  amount  of  his  drawings.  Where  partners  are  lax  as  to 
control  of  drawings,  a  dishonest  cashier  has  been  known  to  appropriate 
money  and  enter  it  as  partners'  drawings,  and — an  extreme  case — the 
drawings  of  a  deceased  partner  have  been  known  to  continue  (accord- 
ing to  the  books)  for  some  time  after  his  demise.  If  there  are  any 
agreements  with  third  parties  restricting  drawings,  see  that  the  agree- 
ments are  complied  with.  Clauses  in  the  partnership  agreement  as  to 
computing  goodwill  in  the  event  of  a  partner  dying  or  retiring  are  not 
always  clear,  especially  as  to  what  is  to  be  considered  to  be  net  profit. 
The  auditor  should  study  these  clauses  carefully,  and,  if  necessary,  have 
them  amended.  If  any  third  party  have  a  right  to  share  in  the  profits, 
the  auditor  should  see  that  the  method  in  which  the  share  is  to  be 
calculated  is  clearly  set  out  in  the  agreement  relating  thereto,  and  that 
the  correct  amount  is  duly  charged  in  the  Profit  and  Loss  Apcount. 


Books  of  the  Month. 

MANUAL  OF  COST  ACCOUNTS.  By  H.  Julius  Lunt,  A.C.A.  8^x5^, 
viii-l-124  pp.  6s.  n.  [This  work  deserves  a  high  place  in  the  order  of  merit 
of  books  on  Costing.  The  author  has  not  confined  himself  to  any  par- 
ticular class  of  manufacture,  but  deals  with  a  large  variety  of  accounts.  A 
number  of  questions  on  Cost  Accounts  set  at  the  recent  examinations  of  the 
Institute  and  Society  are  also  included.  It  is  a  book  we  can  strongly 
recommend  to  students.] 

GRAIN,  FLOUR,  HAY,  AND  SEED  MERCHANTS'  ACCOUNTS.  By 
George  Johnson,  F.S.S.,  F.C.I.S.  Second  edition.  (The  Accountants' 
Library,  Vol.  X.)    8^  x  5^,  ix  +  98  pp.    7s.  6d.  n. 

BAKERS'  ACCOUNTS.  By  F.  Meggison,  Chartered  Accountant.  (The 
Accountants'  Library,  Vol.  L.)  8^  x  5^,  xii  +  107  pp.  Second  edition, 
los.  n. 

RINGWOOD'S  "  PRINCIPLES  OF  BANKRUPTCY."  Thirteenth 
edition,  by  Alma  Roper.    8^x5^,  xliv  +  4g6  pp.    25s.  n. 

INCOME  AND  EXCESS  PROFITS  TAXES;  The  Financial  Times  Income 
Tax  Guide.    1920  edition.    8^  x  5^.    36  pp.    (Paper  cover),    is.  n. 

MODEL  ANSWERS  TO  INTERMEDIATE  BOOKKEEPING  AND 
FINAL  ADVANCED  ACCOUNTING  PAPERS  set  for  the  Examinations 
of  the  Incorporated  Institute  of  Accountants,  Commonwealth  of  Australia, 
May  1920.  Prepared  by  E.  Pyke,  F.I.C.A.,  A.S.A.A.  iix8|,  42  pp. 
(Paper  cover).    3s.  n. 

INVESTMENT  TERMS  EXEMPLIFIED.  By  C.  R.  Stiles,  F.S.S., 
F.R.G.S.  6|x4,  36  pp.  2s.  6d.  [This  little  book  contains  about  125  defini- 
tions, and  should  prove  a  useful  glossary  to  all  who  are  in  any  way  inter- 
ested in  investment  or  Stock  Exchange  transactions.] 

£1  DECIMAL  STOCK  EQUIVALENTS  FROM  403^2  TO  100  PER  CENT. 
8x5,  98  pp.    5s.  n. 

THE  GAS  WORLD  :  Analysis  of  Municipal  Gas  Accounts,  1918-19.  103  x  8. 
2is.  n. 

SUPER  TAX  TABLES.  By  G.  O.  Parsons,  F.C.I.S.  8^  x  si,  16  pp. 
(Paper  cover),    is.  n. 
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By  W.  H.  Fox. 

(Author  of  "  The  Company  Secretary.") 
Under  the  heading  of Office  Books  "  Mr.  Fox  deals  with 
those  which  are  not  in  any  way  used  as  Books  of  Account 
and  are  not  included  under  that  heading. 

Office  Books. 

They  may  be  roughly  described  as  follows  : — (i)  Letter  Book,  (2) 
Letters  Out  Book,  (3)  Specimen  Book,  (4)  Form  for  sending  out 
cheques,  (5)  Register  of  Letters  received,  (6)  Receipt  Book,  (7)  Annual 
Record,  (8)  Agreement  Book. 

In  former  days  the  custom  of  keeping  a  letter  book,  in  which  all 
letters  written  were  press-copied,  was  universal,  this  book  being  care- 
fully indexed  from  day  to  day  with  two  references  on  each  letter,  namely, 
to  the  folio  of  the  previous  letter  written  to  the  same  person,  and  a  refer- 
ence to  the  next  communication  appearing  in  the  book. 

Nowadays,  however,  in  most  offices,  letters  being  typewritten,  and  a 
duplicate  copy  taken  at  the  same  time,  instead  of  having  copies  of  the 
letters  bound  up  in  one  book,  it  is  more  convenient  to  have  the  letters 
sorted  out  in  batches  all  relating  to  the  same  business. 

In  an  article  of  this  nature  it  may  perhaps  be  deemed  superfluous  to 
refer  in  detail  to  the  manner  in  which  letters  should  be  sent  out,  but  if 
the  Secretary  would  realise  it,  time  would  often  be  saved  to  his  corre- 
spondents if  he  would  fold  the  written  matter  on  the  letter  outside 
instead  of  inside,  as  is  usually  the  case.  In  opening  a  large  quantity 
of  correspondence  the  recipient  will  thus  be  enabled  to  see  at  once  what 
is  the  subject  matter  of  the  letter,  and  gather  the  whole  of  its  contents 
before  the  man  who  has  received  a  letter  carefully  folded  up  with  the 
writing  inside,  has  been  able  to  unfold  the  document. 

It  is  also  convenient  for  reference  to  have  the  day  of  the  week  as  part 
of  the  date  on  the  letter,  and  it  is  perhaps  needless  to  point  out  the 
advantage  to  the  recipient  of  having  the  communication  divided  up  into 
paragraphs.  Sentences  should  be  short,  and  complex  constructions 
should  be  avoided  as  far  as  possible. 

Letters  Out  Book. — As  soon  as  letters  are  signed  and  enclosed  in  the 
envelopes  and  properly  stamped,  they  should,  immediately  before  post- 
ing, be  entered  in  the  Letters  Out  Book  with  the  names  and  addresses 
stated  in  full,  a  special  column  being  kept  for  the  amount  of  the  stamp. 
The  clerk  actually  posting  the  letters  should  initial  the  book,  and  in  the 
case  of  allotment  letters  or  dividend  notices,  where  it  is  important  a 
record  should  be  retained  for  future  reference,  particular  care  should 
be  exercised  in  the  entering  and  calling  over  of  the  entries  prior  to  their 
being  signed  for  by  the  posting  clerk. 

In  cases  where  different  companies  occupy  the  same  office  it  may  be 
the  best  arrangement  to  have  one  general  Letters  Out  Book,  and  at  the 
end  of  the  month  a  summary  of  the  charges  for  stamps  against  each 
company  will  be  made,  and  the  debit  on  the  Stamp  Account  in  the  Petty 
Cash  Ledger  will  be  apportioned  accordingly.  For  the  purposes  of 
reference,  the  month  and  year  should  be  legibly  written  on  the  top  of 
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each  page  of  the  book,  and  in  addition  to  the  cash  column  for  stamps, 
there  should  be  one  mentioning  the  name  of  the  particular  company 
which  has  to  be  charged  at  the  end  of  the  month. 

Day  by  day  a  careful  index  in  a  separate  book  should  be  kept,  which 
should  be  compiled  from  the  Letters  Out  Book,  with  a  reference  to 
the  page  on  which  the  entry  occurs.  In  some  cases  it  may  be  thought 
desirable  to  have  the  right-hand  opening  of  the  book  kept  entirely  avail- 
able for  short  particulars  as  to  what  the  letter  refers  to,  but  the  adop- 
tion of  this  course  will  depend  upon  the  nature  of  the  company's 
business. 

Letters  Received  Register. — This  book  may  be  arranged  on  the  same 
lines  as  the  previous  one,  being  entered  up  immediately  the  letters  arrive 
at  the  office  and  have  been  opened,  and  in  this  case  probably  the  sugges- 
tion of  keeping  the  right-hand  opening  of  the  page  for  short  particu- 
lars of  the  letters  received  may  be  adopted  with  advantage.  The  letters 
should  be  entered  in  the  book  under  a  consecutive  number,  and  this 
number  should  be  written  on  the  letter  in  blue  pencil. 

Callers  Book. — It  is  important  that  the  office  staff  should  become 
accustomed  to  taking  careful  note  of  all  callers'  names  and  business, 
and  these  records  are  best  kept  in  a  book  in  which  also  telephone  calls 
can  be  kept  with  short  particulars  of  messages  received.  Also,  separate 
slips  should  be  kept  for  telephone  messages,  so  that  they  can  be  handed 
on  to  the  clerk  who  has  to  deal  with  the  subject. 

Form  for  sending  out  Cheques. — Instead  of  writing  letters  wfth  each 
cheque  sent  out,  it  is  convenient  to  have  in  book  form  a  printed  letter 
with  a  counterfoil  attached,  giving  the  amount  of  the  cheques  issued 
and  short  particulars  of  the  same.  These  counterfoils  should  be  con- 
sulted regularly  to  see  that  receipts  have  been  returned  for  the  amounts 
paid,  and  the  number  of  the  voucher,  as  appearing  in  the  Bank  Account, 
should  be  marked  in  red  ink  or  blue  pencil  on  the  receipt  itself. 

These  receipts  for  the  purposes  of  subsequent  reference,  and  for  the 
use  of  the  auditors,  may  conveniently  be  affixed  in  a  separate  guard 
book,  and  thus  be  available  immediately  for  reference. 

The  alternative  to  obtaining  a  special  receipt  for  each  cheque  is  for 
the  receipt  itself  to  appear  upon  the  cheque,  and  in  this  case  a  slip  will 
be  sent  with  the  remittance,  stating  that  no  acknowledgment  is  required, 
the  memorandum  at  the  bottom  of  the  cheque  forming  the  necessary 
receipt.  The  special  form  of  cheque  referred  to  may  be  printed  as 
follows  : — 

"MERRIE  ENGLAND"  LIMITED. 
No.  54321.  London,  E.G.,  2nd  November  1920. 

To  The  Securities  Bank  Limited,  /    r^-  '  ' 

Bank  House,  Moorgate  Place,  E.C.2. 


TWO 
PENCE 


Pay  to  Messrs.  X.  Y.  Z.  the  sum  of  Fifty  /  -four  /Pounds  Three  Shillings 
and  Twopence,  provided  the  Receipt  at  /  foot  /is  duly  stamped,  signed, 
and  dated. 

(Signed)  For  and  on  beh  /alf  of  /  "  Merrie  England  "  Limited. 

/  A.  B.,  Secretary. 

C.  D.,  Accountant. 
3S.  2d.  P  Director. 
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Received  from  "Merrie  England"  Limited,  the  above-mentioned  sum 
as  per  particulars  furnished. 


Signature  {Signed) 


Twopence 
X.  Y.  Z. 
Receipt. 


Date  4th  November  1920. 

It  must  be  remembered  that  the  ordinary  receipt  stamp  for  items 
above  ^£2  has  to  be  put  upon  a  form  of  receipt  at  the  bottom  of  the 
cheque  in  addition  to  the  impressed  stamp  appearing  on  the  cheque 
when  issued  by  the  bankers. 

Specimen  Book. — This  book  should  contain  a  specimen  copy  of  all 
printed  matter  issued  by  the  company.  The  book  should  be  made  of 
plain  cartridge  paper  and  the  pages  be  numbered,  and  at  the  beginning 
should  appear  a  form  of  index  so  that  documents  may  be  readily  referred 
to.  To  mention  only  a  few  of  the  documents  it  should  contain,  one 
may  refer  to  the  Company's  Annual  Report  and  Accounts,  notices  of 
extraordinary  meetings,  dividend  warrants,  bonds,  share  certificates, 
prospectuses,  &c. 

A  note  should  be  placed  at  the  head  of  each  page  containing  these 
printed  forms,  stating  the  date  on  which  they  were  issued,  and  in  the 
case  of  a  circular  or  other  documents  having  been  authorised  by  the 
Board  to  be  issued,  a  reference  to  the  Minute  should  also  be  made. 

This  raises  the  question  of  the  descriptive  matter  appearing  on  the  out- 
side of  the  company's  books,  and  it  is  desirable,  in  the  case  of  certificate 
books  and  others  of  a  like  nature,  to  have  some  few  extra  copies  of  the 
certificate  printed,  and  to  affix  one  on  the  outside  front  cover  of  the 
book.  A  glance  at  the  book  will  show  at  once  the  nature  of  its  contents, 
and  it  is  unnecessary  to  emphasise  the  importance,  in  an  office  where  the 
affairs  of  the  company  are  recorded  in  a  considerable  number  of  books, 
of  being  able  to  refer  to  them  with  the  least  possible  delay. 

This  procedure  will  not  apply  to  books  containing  simple  ruled  forms 
as  in  the  case  of  a  Ledger  or  Cash  Book,  where  the  ordinary  endorse- 
ment on  the  back  or  on  the  front  in  gilt  letters  is  the  usual  mode  of 
distinguishing  one  book  from  another. 

It  will,  however,  be  found  a  convenience,  in  ordering  account  books, 
that  when  a  new  cash  book  is  ordered  it  should  be  bound  in  the  same 
colour  as  the  previous  book,  and  have  a  large  distinctive  number  upon 
it,  for  the  purpose  of  reference,  on  the  left-hand  upper  corner  of  the 
front  cover  as  well  as  on  the  back  of  the  book. 

Another  point  which  should  be  mentioned  is  that  books  of  a  differ- 
ent class  may,  for  ready  reference,  have  pasted  upon  the  front  out- 
side cover  a  label  containing  the  name  of  the  book  and  the  consecutive 
number  in  its  class,  which  label  should  be  of  a  distinctive  shape  or 
colour. 

Where  several  companies  are  in  the  same  office,  a  distinctive  colour 
for  the  binding  of  the  account  books  of  each  company  may  be  adopted 
with  advantage. 

Annual  Record. — This  is  a  useful  book  for  reference,  and  is  especially 
applicable  in  an  office  where  more  than  one  business  is  conducted.  It 
it  only  possible  to  suggest  the  headings  of  the  information  which  the 
Secretary  usually  requires  before  him  in  relation  to  any  particular  com- 
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pany.  The  following  general  headings  may  be  found  of  use,  and  these 
can  be  enlarged  upon  or  curtailed  from  time  to  time  as  the  Secretary 
may  find  desirable.  These  may  be  mentioned  as  follows  : — (i)  Registra- 
tion of  company  and  consecutive  number,  (2)  date  of  prospectus  issued, 
(3)  first  allotment  of  shares,  (4)  due  dates  of  allotment  moneys  and 
calls,  (5)  application  made  to  Stock  Exchange,  (6)  statutory  meeting,  (7) 
ordinary  general  meeting,  (8)  annual  return  with  list  of  shareholders, 
(9)  preference  share  dividend  issued,  (10)  debenture  interest  issued,  (11) 
interim  dividend  paid,  (12)  final  dividend  paid,  (13)  dates  of  Board 
meetings  held,  (14)  extraordinary  general  meeting  held,  (15)  additional 
documents  filed  at  Somerset  House  during  the  year. 

A  separate  page  will  be  kept  for  each  year,  and  thus,  by  reference  to 
the  previous  annual  list,  the  Secretary  is  reminded  of  those  matters 
which  require  his  attention  from  time  to  time. 

In  the  case  of  several  companies  in  one  office,  each  company  will  have 
its  annual  records  in  a  separate  volume,  or  if  found  more  convenient,  the 
records  of  the  various  companies  could  be  bound  up  in  one  volume. 

The  Agreement  Book,  which  we  now  propose  to  deal  with,  should 
contain  copies  of  all  contracts  entered  into  by  the  company,  so  that  the 
Secretary  may  have  ready  access  to  the  same  at  any  time,  and  should 
also  contain  copies  of  powers  of  attorney,  instructions  to  manager,  and 
documents  of  a  similar  character. 

It  is  impossible  to  specify  in  such  an  article  as  the  present  any  com- 
plete list  of  all  the  possible  documents  which  would  be  included  by  any 
particular  company  in  its  Agreement  Book,  but  the  following  are 
referred  to  as  being  examples  of  those  which  will  be  required  : — 

(i)  Manager's  agreement  abroad,  (2)  Manager's  agreement  at  home, 
(3)  Power  of  Attorney,  (4)  Instructions  to  Manager  going  abroad,  (5) 
Lease  of  premises,  (6)  Promotion  agreement,  (7)  Purchase  agreement 
covering  fully  paid  shares,  (8)  Novation  agreement,  and  (9)  Trust  Deed. 

A  summary  of  their  contents  may  be  found  useful  : — 

(i)  Manager's  Agreement  Abroad. — Date  of  engagement  and  length 
of  appointment- — date  of  sailing  to  destination  abroad — extent  of  powers 
regarding  superintendence  of  company's  properties  and  works  and  busi- 
ness abroad — employment  of  clerks,  labourers,  &c.,  and  fixed  terms  of 
the  appointment  of  such  employees — power  to  discharge,  dismiss,  or  sus- 
pend them  from  office,  subject  to  any  special  directions  of  the  Board — 
whole  time  and  attention  to  be  given  to  the  company's  affairs  abroad, 
and  an  undertaking  diligently  and  faithfully  to  c^rry  out  such  duties,  and 
to  apply  to  the  Board  for  special  instructions  where  it  may  be  considered 
necessary — to  carefully  supervise  and  superintend  all  expenditure  on  the 
company's  property,  and  check  and  verify  the  same,  and  to  be  respon- 
sible for  the  books  and  accounts  of  the  company  being  properly  and 
accurately  kept — to  render  monthly  reports  and  accounts  to  the  head 
oflfice  in  London,  and  to  estimate  in  advance  and  advise  the  Board  as  to 
probable  future  expenditure  and  receipts — ^the  company  to  be  at  liberty 
to  require  the  manager  to  continue  his  services  for  a  further  period  of 
five  years,  notwithstanding  any  fixed  period  for  the  agreement,  the  com- 
pany may  dismiss  the  manager  in  the  event  of  breach  of  duty  or  mis- 
conduct— reasonable  travelling  and  hotel  and  other  expenses  properly 
incurred  by  the  manager  to  be  paid  by  the  company — the  company  to 
provide  the  manager  with  first-class  passage  to  his  destination,  and 
expenses  on  the  route,  and  first-class  passage  home — if  the  manager  is 
ill,  the  company  may,  after  a  period  of  three  months,  reduce  the  salary 
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of  the  manager  to  half  his  current  rate  of  pay,  and  give  him  notice  to 
determine  the  appointment  to  expire  at  the  end  of  twelve  months — on 
the  determination  of  the  agreement  all  books  and  documents,  plans, 
instruments,  &c.,  to  be  handed  over  to  the  company — an  agreed  rate  of 
salary  to  be  stated  to  be  paid  direct  to  the  manager  abroad  or  to  his 
bankers  or  agents  as  he  may  direct — the  manager  to  be  further  entitled 
beyond  his  salary  to  a  commission  of  2^  per  cent,  on  the  profits  of  the 
company,  but  meanwhile  to  undertake  not  to  accept  any  fee,  gratuity, 
or  commission  from  any  outside  person,  under  pain  of  dismissal  without 
notice,  or  salary  in  lieu  of  notice — all  disputes  under  this  agreement  to 
be  referred  to  two  arbitrators. 

(2)  Manager's  Agreement  at  Home. — This  will  not  require  to  be  of  so 
lengthy  or  complicated  a  nature  as  the  agreement  of  a  manager  going 
abroad  where  the  directors  lose  touch  with  him,  and  will  provide  gener- 
ally for  the  exercise  by  the  manager  of  the  duties  assigned  to  him  by 
the  Board  from  time  to  time — the  date  up  to  which  he  is  to  hold  office — 
terms  as  to  complying  with  the  regulations  given  and  made  by  the 
directors,  and  undertaking  faithfully  to  serve  the  company  and  use  his 
best  endeavours  to  further  the  interests  thereof — the  amount  of  salary 
with  stated  increases  from  year  to  year,  and  share  of  profits — and  terms 
as  to  determination  of  the  agreement. 

(3)  Power  of  Attorney. — This  may  be  given  by  the  company  to  its 
manager  abroad  to  act  in  connection  with  its  affairs,  and  may  provide 
for  the  completion  of  the  property  purchase  agreement  abroad,  and  the 
due  registration  of  the  property  in  the  name  of  the  company — powers  to 
enter  into  any  contract  or  agreement  with  the  object  of  selling  any  of 
the  concessions  or  rights  of  the  company  abroad,  subject  to  the  instruc- 
tions of  the  directors,  to  demand,  sue  for,  and  enforce  payment,  and  to 
give  effectual  receipts  and  discharges  for  all  moneys,  shares,  debentures, 
&c. — to  appoint  and  employ  any  solicitors  or  agents  to  act  for  the 
company. 

As  regards  the  full  Power  of  Attorney,  this  must  be  prepared  by  the 
solicitors,  but  any  law  stationers  will  supply  a  printed  form  which  con- 
tains very  comprehensive  powers,  and  working  from  this  the  directors 
can  cut  out  all  such  powers  as  they  may  deem  it  unnecessary  to  grant  to 
the  manager  or  other  person  employed  in  dealing  with  the  company 
abroad. 

It  may  be  noted  that  a  Power  of  Attorney  can  only  be  made  irrevo- 
cable for  a  term  of  twelve  months,  but  the  power  remains  in  force  until 
it  is  withdrawn.  In  view  of  the  possibility  of  a  Power  of  Attorney 
having  been  withdraw^n,  it  is  desirable  for  the  holder  to  have  it  renewed 
from  time  to  time. 

(4)  Instructions  to  Manager  Going  Abroad. — The  detailed  instructions 
will  be  conveyed  by  means  of  a  letter  in  which  the  manager's  agreement 
will  be  handed  to  him  with  the  Power  of  Attorney,  and  instructions  as 
to  the  legal  advisers  he  should  call  upon  on  arrival  at  his  place  of 
destination,  through  whom  he  will  arrange  to  register  his  Power  of 
Attorney  at  once.  The  manager  will  be  supplied  with  a  registered  cable 
address  of  the  company  abroad,  and  for  cables  from  him  to  London,  and 
will  receive  instructions  as  to  the  amounts  for  which  he  will  be  permitted 
to  draw  upon  the  company  in  London,  meantime  opening  a  local  bank- 
ing account,  a  cable  advice  to  be  sent  to  the  company  when  the  formali- 
ties abroad  have  been  complied  with,  and  all  reports  and  communica- 
tions to  the  Board  in  London  to  be  numbered  consecutively  for  the  pur- 
pose of  reference. 
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(5)  Lease  of  Premises. — This  document  relating  to  the  lease  of  the 
company's  premises  in  London  will  be  prepared  by  the  solicitors,  but  as 
it  may  have  to  be  referred  to  by  the  directors  from  time  to  time,  a  com- 
plete copy  should  be  included  in  the  Agreement  Book.  Any  lease  of 
premises  abroad  for  certified  copies  of  title  deeds  relating  to  property 
purchased,  should  be  obtained  from  the  manager,  and  translations 
should  in  the  same  way  be  kept  in  London  available  for  reference. 

(6)  Promotion  Agreement. — The  promotion  expenses,  in  accordance 
with  the  terms  mutually  arranged,  will  either  be  payable  by  the  com- 
pany, or  by  the  vendor,  or  by  a  separate  promoter  who  undertakes  to 
bring  out  the  company  and  provide  the  necessary  cash  capital.  If  a 
separate  promoter  is  employed,  the  directors  must  see  that  he  has 
sufficient  financial  support  behind  him  to  make  a  successful  issue,  more 
especially  nowadays,  as  the  cost  of  advertising  and  underwriting  has 
been  so  greatly  increased.  The  agreement  will  provide  for  the  payment 
by  the  promoter  or  promoters  of  the  expenses  of  registering  the  com- 
pany, the  amount  of  capital  to  be  underwritten  by  substantial  under- 
writers, and  the  payment  of  a  minimum  sum  for  advertising,  and  also 
for  the  payment  of  the  necessary  fees  to  solicitors,  brokers,  and  others 
in  connection  with  the  issue  of  the  prospectus,  and  the  necessary  outlay 
for  the  distribution  of  the  same. 

(7)  Purchase  Agreement. — This  will  provide  for  the  amount  of  the 
purchase  money,  and  the  deposit  to  be  paid,  and  also  the  date  at  which 
the  purchase  is  to  be  completed.  The  agreement  will  either  be  pre- 
pared between  the  vendor  and  the  company  direct,  in  which  case  it 
cannot  be  executed  by  the  company  until  the  registration  has  been 
effected.  In  this  case  it  is  usual  to  refer  to  the  agreement  in  the 
Memorandum  of  Association,  providing  that  the  first  business  of  the 
company  shall  be  to  enter  into  the  same.  An  alternative  way  of  deal- 
ing with  the  matter  is  for  an  agreement  to  be  entered  into  between  the 
vendor  and  with  a  trustee  for  the  company  about  to  be  registered,  and 
when  the  contract  is  taken  over  by  the  company,  a  short  "  Novation 
Agreement  "  is  entered  into,  and  the  duties  of  the  trustee  are  at  an  end. 
The  Secretary  of  the  proposed  new  company  usually  acts  as  Trustee. 

If  part  of  the  consideration  is  payable  in  fully  paid  shares,  the  agree- 
ment will  have  to  be  filed  at  Somerset  House  before  such  shares  can  be 
allotted  (see  Companies  Act,  1908,  Section  88b). 

(8)  Novation  Agreement. — The  Novation  Agreement  above  referred  to 
is  endorsed  on  the  original  contract  when  the  company  takes  over  the 
liability  for  the  purchase  of  the  property  from  the  vendor,  and  as  it  is 
usually  only  a  short  document,  the  form  may  be  given  in  full  as 
follows  : — 

NOVATION  AGREEMENT  (for  Endorsement  on  Original 
Purchase  Contract). 
An  Agreement  made  this  29th  day  of  May  1920,  between  A.  B.  C.  of 
the  First  Avenue  Hotel,  London,  of  the  first  part,  D.E.F.  of  the  second 
part,  and  "  Merrie  England  Limited  "  of  Great  Swan  Alley,  London, 
E.C.  (hereinafter  called  the  Company)  of  the  third  part.  Whereas 
since  the  execution  of  the  within  written  Agreement  the  Company  has 
been  incorporated  in  accordance  with  the  intention  in  that  behalf 
referred  to  in  such  Agreement. 

Now  IT  IS  HEREBY  MUTUALLY  AGREED  AS  FOLLOV/S  I  

I.  The  within  written  Agreement  shall  be  and  the  same  is  hereby 
ratified  and  adopted  by  the  Company  in  the  same  manner  as  if  the 
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Company  had  been  incorporated  prior  to  the  date  thereof,  and  had  duly 
authorised  the  said  D.E.F.  to  enter  into  the  same  on  its  behalf. 

2.  The  said  D.E.F.  shall  henceforth  be  discharged  from  all  liability 
under  or  in  respect  of  the  said  Agreement. 

In  witness  whereof  the  parties  hereto  of  the  first  two  parts  have 
hereunto  set  their  hands  and  seals,  and  the  party  hereto  of  the  third  part 
hath  caused  its  Common  Seal  to  be  afifixed  the  dav  and  year  first  above 
written. 

Signed,  sealed  and  delivered  by  the  above-named 
A. B.C.  and  D.E.F.  in  the  presence  of 

Alfred  Davit, 
Solicitor, 

Lincoln's  Inn  Fields,  W.C. 

The  Common  Seal  of  "  Merrie  England  " 
Limited  was  hereunto  affixed  in  the  presence 
of 

LK.L.   )  ^. 

Till  XT       I  Directors. 
M.N.O.  J 

D.E.F.  Secretary. 

(9)  Trust  Deed.  A  Trust  Deed  when  prepared  is  made  for  the  benefit 
of  debenture-holders,  and  it  will  provide  for  the  appointment'of  Trustees 
to  hold  certain  properties  as  security  for  subscribers,  or  subsequent 
holders,  of  the  Debentures.  The  Debenture  itself  will  appear  in  a 
schedule  to  the  deed,  and  it  is  a  document  which  the  solicitors  must 
prepare  after  the  conditions  of  the  Debenture  issue  have  been  duly 
decided  upon  by  the  Directors  and  their  financial  advisers. 

Under  certain  conditions  where  default  has  been  made  in  connection 
with  the  payment  of  interest  on  Debentures  or  otherwise,  as  provided 
in  the  deed,  the  Trustees  may  have  to  begin  a  Chancery  action  in  order 
to  enforce  the  terms  of  the  Debentures  and  the  deed  for  the  benefit  of 
the  debenture-holders,  and  appoint  a  Receiver  and  Manager  for  the 
conduct  of  the  company's  business  with  a  view  to  realisation  to  the  best 
advantage. 

The  above  brings  the  description  of  the  Office  Books  to  an  end,  and 
it  is  not  considered  possible  to  give  any  hard  and  fast  lines  upon  which 
the  office  letters  and  papers,  &c.,  are  to  be  kept.  Each  company  must 
arrange  its  documents  and  correspondence  in  accordance  with  its  own 
individual  requirements,  and  no  attempt  is  made  to  describe  the  merits 
or  otherwise  of  schemes  put  forward  by  so-called  office  experts,  who 
supply  special  files,  card  indexes,  duplicating  machines,  and  such  like 
appliances,  which  it  is  alleged  offer  great  facilities  for  conducting  the 
work  of  an  office  with  economy  and  simplicity,  and  afford  other  and 
numerous  (but  so  far  as  the  writer  is  concerned,  undiscovered)  advan- 
tages to  the  Company  Secretary. 
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The  student  will  find  the  pro  forma  examples  of  E.P.D. 
liability  in  the  following  article  very  useful.  The  full 
working  is  given  and  the  way  in  which  the  liability  is 
calculated  is  clearly  shown. 

Excess  Profits  Duty. 

Before  proceeding  further  with  this  duty,  it  will  be  well  to  consider  a 
few  practical  examples  of  liabilities.  The  first  taken  will  be  that  of  a 
limited  company  having  the  following  figures  : — 


Profits. 

Capital 

Year  to  31 

December 

191 1 

i 

24,000 

At  31 

December 

1910 

. ,  184,000 

1912 

33,000 

1911 

. .  192,000 

1913 

28,000 

1912 

. .  206,000 

1/ 

1914 

14,000 

1913 

. ,  210,000 

1915 

15,000 

II 

» 

1914 

. .  205,000 

1916 

28,000 

1915 

. .  248,000 

1917 

42,000 

1916 

. .  252,000 

w 

« 

1918 

56,000 

» 

1917 

. .  254,000 

1919 

35.000 

1918 

. .  250,000 

1920 

24,000 

1919 

. .  180,000 

The  pre-war  standard  would  be  : — 

1912  ..         ..  33,000 

1913  ..         ..  28,000 


2 )  61,000 


jf3o,5O0 


To  this  would  be  added  the  ;^2oo  allowance,  making  ;£5^30,7oo. 
The  pre-war  average  capital  would  be  : — 

1911  . .         . .  192,000 

1912  . .         . .  206,000 


2 )  398,000 


;fi99,ooo 


It  should  be  noted  that  the  capital  at  the  beginning  of  the  year  is 
taken. 

The  capital  adjustments  would  be  : — 


Increase  Decrease 


£ 

£ 

£ 

at  6% 

£ 

£ 

I9I4 

210,000 

—  199,000 

11,000 

660 

1915 

205,000 

—  199,000 

6,000 

.  6% 

.  360 

igi6 

248,000 

—  199,000 

49,000 

»  6% 

.  2,940 

zgi7 

452,000 

-  199,000 

53,000 

«  9% 

. .  4.770 

zgi8 

254,000 

—  199  000 

55,000 

«  9% 

. .  4,950 

1919 

250,000 

—  199,000 

51,000 

H  9% 

. .  4,590 

X920 

180,000 

—  199,000 

19,000 

..  6% 

1,140 
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The  assessments  would  be  : — 


1914 


Less   Pre-War  Standard 
Increased  Capital 


£30,700 
660 


£ 

14,000 


31,360 


Excess 
£ 


50% )  17.360 


Defidency 


8,680 


Less    Pre-War  Standard 
Increased  Capital 


£30,700 
360 


15,000 

31,060 
60% )  16,060 


igi6 


Less   Pre-War  Standard 
Increased  Capital 


£30,700 
2,940 


6o<i 


igi7 


Less   Pre-War  Standard 
Increased  Capital 


£30,700 
4,770 


28,000 

33.640 
)  5,640 

4  ,000 
35,470 


80% )  6,530 


Deficiency 
to  1916  . . 

£ 


5.22 


9,636 


3,384 


£21,700 


The  Deficiencies  to  date  being  £21,700, 
and  the  Duty  £5,224,  there  would  be  no 
charge  for  1917  and  a  net  deficiency  to  carry 
forward  of  £16,476. 

xgx8 


Less   Pre-War  Standard 
Increased  Capital 


£30,700 
4,950 


56,00 
35.650 


80%  )  20,350  16,280 


Setting  off  the  1918  liability  of  £16,280 
against  the  deficiencies  brought  forward 
this  is  a  net  deficiency  to  carry  forward  of 
£196. 


19 19 


Less   Pre-War  Standard 
Increased  Capital 


£30,700 
4.590 


40% 


The  net  deficiency  becomes  £312. 


1920 


Less  Pre-War  Standard 
Less   Decreased  Capital 


35.290 
290 


24,000 
30,700 


116 


6,700 
1,140 

60%)  5,560 


3,336 


The  result  of  the  whole  period  to  31st  December  1920  is  that  there  is  a 
net  deficiency  in  hand  of  ;£5^3,336+;^3i2  =  ;^3,648. 

The  next  example  is  that  of  a  partnership  in  which  A.  &  B.  were  the 
partners.  On  ist  October  1919  the  business  was  converted  to  a  limited 
company,  A.  &  B.  Ltd.,  and  the  majority  of  the  shares  were  taken  up 
by  A.  &  B.    In  the  year  to  30th  September  1920,  directors'  fees  of  ;^2,ooo 
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were  paid  to  the  former  partners.  As  partners,  A.  &  B.  shared  profits 
equally.    A.  also  carried  on  another  business  C.  D. 


The  applicable  figures  are  as  follows  :- 

Profits. 


Capital. 


A.  &  B. 

C.  D. 

A.  &  B. 

C.  D. 

£ 

£ 

£ 

£ 

Year  to  30th  Sept.  191 1  . 

1,640 

370 

At  30th  Sept.  1910  . 

10,500 

2,400 

I9I2  . 

1,080 

560 

1911  . 

11,200 

2,300 

It 

I9I3  • 

1,250 

620 

1912  . 

15,400 

1,800 

I9I4  . 

1,520 

1,040 

w 

1913 

16,200 

2,200 

H 

I9I5  . 

1,860 

1,260 

1914  . 

17,000 

2,100 

I916  . 

2,400 

1,580 

II 

w 

1915  . 

21,000 

2,300 

1917  . 

3.500 

1,050 

1916  . 

23,500 

1,900 

U 

I9I8  . 

5,200 

820 

II 

1917  • 

28,600 

2,100 

II 

1919  . 

4,000 

260 

1918  . 

29,000 

2,000 

1920  . 

3.400 

150  loss 

1919    . . 

27,400 

I,200 

The  pre-war  standard  would  be  : — 
A.  &  B. 

£ 

191 I  ..  ..  1,640  1912 
1913     -•  1.250  1913 

2)2,890 

£1.445 

+  £200 

The  pre-war  average  capitals  would  be  : — 

A.  &B.      f,  c.  D. 

1910  ..  10,500  1911 
1912    .,     15.400  1912 

2)25,900 


c.©. 


£12,950 


£ 
2,300 
1,800 

2)4,100 

£2,050 


£ 

560 
620 


2)1,180 
£590 
+  £200 


The  capital  adjustments  are 


A. &B.  t 

A.  &  B.,  Ltd. 

Incveasi 

Decrease 

£ 

£ 

£ 

£ 

£ 

I9I4    •  • 

16,200  1— 

12,950  ^ 

3,250  @ 

7  % 

227 

I9I5  .. 

17,000  — 

12,950  = 

4.050  @ 

7% 

283 

I9I6 

21,000  — 

12,950  = 

8,050  @ 

7% 

563 

I9I7    . . 

23.500  — 

12,950  = 

10,550  @ 

II  % 

1,160 

I9I8    . . 

28,600  — 

12,950  = 

15,650  (gf 

II  % 

1,721 

I9I9    . . 

29,000  — 

12,950  = 

16,050  @ 

II  % 

1,765 

1920 

27,400  — < 

12,950  = 

14,450  @ 

II  % 

1,589 

Those  of  C. 

D.  are  : 

1914 

2,200  — 

2,050  = 

150  @ 

7  % 

10 

1915  .. 

2,100  — 

2,050  = 

50 

7  % 

4 

1916 

2,300  — 

2,050  = 

250  @ 

7  % 

17 

1917  .. 

1,900  — 

2,050  = 

150  @ 

7  % 

10 

1918  .. 

2,100  — 

2,050  = 

50  @ 

7  % 

4 

1919    • . 

2,000  ~ 

2,050  = 

50  @ 

7  % 

4 

1920 

1,200  — 

2,050  = 

850  @ 

7  % 

60 
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The  assessments  are  ; — 

A.  &  B. 

Excess  Deficiency 

£  £  £ 

1914  ..         ..         ..  1,520 

Less  Pre- War  Standard  . .  £1,645 
Increased  Capital  . .  227 

  1,872 


50%) 

352 

I9I5  .. 

Less 

Pre- War  Standard  . 
Increased  Capital  . 

•  £1,645 
283 

60%) 

1,860 

1,928 
68 

igi6  . . 
Less 

Pre-War  Standard  . 
Increased  Capital  . 

•  £1.645 
563 

2,400 
2,208 

60%) 

192 

"5 

191?  .. 
Less 

Pre-War  Standard. 
Incr63S6d  Ccipitsil 

•  £1,645 
.  1,160 

3.500 
2,805 

75%) 

695 

521 

1918  .. 
Less 

Pre-War  Standard  . 
Increased  Capital  . 

•  £1.645 
.    I. 721 

,200 
,366 

80%  )  1,834 

1,46 

1919  .. 
Less 

Pre-War  Standard . 
Increased  Capital  . 

•  £1.645 
.  1,765 

4,000 
3,410 

50%) 

590 

29 

1920  . . 
Less 

Pre-War  Standard  . 
Increased  Capital  . 
Addition  to  £200  . 

•  £1,645 
.  1,589 
.  438 

55%) 

3.400 

3.672 
272 

176 


The  1920  addition  of  ;^438  is  : — 

1/5  (£4,000  -  (£3.400  -  £1,589))  =  £438. 


The  additions  to  the  ;^2oo  allowance  for  CD.  would  be  :  — 

1917  ..     1/5  (£2,000  —  £1,050  -I-  £10)  =  £188  —  £90  =  £ 

1918  . .     1/5  (£2,000  —       820  +      4)  =  £235  -  £90  =  £1 

1919  . .     1/5  (£2,000  -       260  -h      4)  =  £347  -  £90  =  £25 

1920  1/5   £4,000  =  £80 
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Stock  Exchange  Transactions. 

PART  in,— (Concluded). 

The  Stock  Exchange  does  not  in  its  dealings  recognise  any  parties 
outside  its  own  membership,  -therefore,  in  considering  the  contract 
between  a  broker  and  a  jobber,  it  must  be  borne  in  mind  that  no 
matter  what  instructions  are  given  to  a  broker  by  his  principal,  any 
bargain  made  with  the  jobber  must  be  carried  out  in  accordance  with 
the  rules  and  regulations  of  the  Stock  Exchange.  It  is  also  a  rule 
of  the  Exchange  that  no  member  shall  bring  legal  proceedings  to 
enforce  any  claim  arising  put  of  a  Stock  Exchange  transaction 
against  another  member  or  defaulter  without  the  consent  of  such 
member  or  of  the  Committee.  A  member  may,  of  course,  attempt 
to  enforce  his  claim  by  law,  but  as  this  renders  him  liable  to  expulsion, 
such  an  action  is  seldom  if  ever  resorted  to. 

All  contracts  on  the  Exchange  are  made  subject  to  the  reservation 
of  the  right  of  one  contracting  party  to  rescind  the  contract  if  the  other 
fails  to  complete,  and  to  carry  out  the  transaction  with  another  party 
at  the  market  price,  claiming  against  the  original  contracting  party  for 
any  loss  sustained. 

A  member  wishing  to  enforce  completion  of  any  contract  must  give 
notice  to  the  official  broker  appointed  by  the  Committee  and  instruct 
him  to  buy  or  sell,  as  the  case  may  be,  and  this  is  done  by  public 
auction  in  the  House. 

Where  instructions  have  been  given  to  ''buy  in,"  an  hour's  notice 
of  the  intended  purchase  must  be  posted  up  in  the  Stock  Exchange. 
The  "buying  in"  broker  then  renders  a  contract  note  for  his  pur- 
chase to  the  broker  who  instructed  him,  and  hands  over  the  Securities. 
The  contract  note  is  then  passed  on  to  the  member  against  whom 
the  ''  buying  in"  has  taken  place,  and  the  original  contracting  party 
who  is  not  in  default  can  now  be  placed  in  the  same  position  as  if 
the  original  contract  had  been  duly  completed. 

Similarly,  if  failure  is  made  by  a  buyer,  in  delivering  the  ''ticket" 
(it  will  be  remembered,  in  a  previous  article,  reference  was  made  to 
"ticket  day")  before  12  o'clock  on  "  ticket  day,"  the  person  who 
has  to  deliver  the  Securities  may  assume  that  default  has  been  made 
and  may  "Sell  out"  the  Securities. 

Delivery. 

The  question  of  what  constitutes  a  good  "delivery"  of  stocks  and 
shares  is  important.  It  is  a  rule  that  all  bonds  are  considered  to  be 
good  unless  much  torn  or  damaged  or  a  material  portion  of  the  word- 
ing has  been  obliterated. 
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If  by  error  bonds  that  have  been  ''drawn"  for  redemption  are 
delivered,  the  purchaser  must  hand  them  back  to  the  person  holding 
them  at  the  time  the  ''drawing"  was  made,  providing  undrawn 
securities  are  tendered  to  him  in  excliange. 

Bonds  must  have  attached  to  them  all  coupons  for  interest  which 
are  not  due  for  payment  at  the  time  of  purchase ;  otherwise  the 
delivery  is  bad. 

The  purchaser  of  any  registered  Securities  may  always  refuse  to 
pay  for  a  transfer  deed  of  those  Securities,  unless  the  same  is  either 
accompanied  by  the  share  certificates  or  unless  the  transfer  has  been 
duly  ''certified"  by  the  company  (i.e.  an  acknowledgment  by  the 
company,  usually  stamped  on  the  side  of  the  transfer  deed,  that  a 
certificate  representing  the  shares  transferred  in  the  deed  of  transfer 
has  been  lodged  at  the  offices  of  the  company  and  is  held  by  them). 

Any  bargains  in  Securities  to  bearer  must  be  completed  with  the 
current  coupon  attached  to  the  Bond,  but  if  a  coupon  happens  to  be 
due  on  "settling  day,"  then  the  Bond  is  delivered  "Ex  Coupon." 

The  question  as  to  whether  a  transaction  is  "cum"  or  "ex" 
dividend  is  decided  in  all  cases  of  quoted  Securities  by  the  quotation 
in  the  Stock  Exchange  Official  List.  In  the  case  of  unquoted 
Securities,  the  dealers  fix  the  dates. 

The  usual  practice  is  to  begin  to  quote  bargains  in  Securities  pay- 
able to  bearer  ex  dw.  on  the  actual  day  on  which  the  dividend  is 
payable,  and  in  the  case  of  transferable  stocks  and  shares,  "  ex 
dividend  ' '  from  the  beginning  of  the  account  following  that  in  which 
the  dividend  has  been  declared,  providing  the  dividend  is  payable  to 
the  holders  then  registered. 

In  the  case  of  a  company  closing  its  books  for  the  payment  of  a 
dividend,  then  the  quotation  will  be  ex  dividend  from  the  beginning 
of  the  account  following  that  in  which  the  books  are  closed. 

Calls. 

If  calls  have  been  inade  upon  shares  which  have  been  sold,  the 
transferor  remains  legally  liable  to  the  company  for  the  unpaid  calls 
until  the  transfer  is  actually  registered. 

Cover  System. 

Outside  brokers,  who  are  not  of  course  recognised  by,  or  under 
the  control  of  the  Stock  Exchange,  often  circularise  the  public,  in- 
viting them  to  deal  on  the  "cover  system,"  which  in  effect  limits 
the  liability  of  the  customer  to  the  amount  of  deposit  or  cover. 

The  client  is  advised  to  purchase  (or  sell)  some  particular  stock, 
the  dealer  reserving  the  right  to  close  the  transaction  directly  the 
amount  of  "  cover  "  runs  off — that  is,  if  a  purchase  is  made  and  the 
stock  falls  in  price  to  an  amount  equal  to  the  cover,  then  the  transac- 
tion is  automatically  closed ;  whilst  if  the  stock  rises,  the  client  may 
use  his  discretion  as  to  when  the  stock  is  to  be  sold. 
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Transfer  of  Shares. 
The  method  of  transferring  shares  depends  in  each  case  upon  the 
form  of  a  company's  Articles  of  Association ;  they  may  be  transferred 
either  by  delivery,  by  endorsement,  or  by  execution  of  a  deed  or  other 
instrument  in  writing  requiring  registration  at  the  offices  of  the  com- 
pany, and  the  registration  may  or  may  not  require  the  assent  of  the 
directors. 

If  the  company  is  governed  by  Table  A,  and  has  no  Articles  of 
Association  of  its  own,  then  it  is  only  necessary  that  the  ''instru- 
ment "  of  transfer  should  be  executed  by  transferor  and  transferee, 
and  does  not  make  the  sealing  and  delivery  of  a  deed  compulsory. 

Loans    and  Shares. 

When  certificates  of  shares  are  deposited  as  Security  for  an 
advance  of  money,  but  a  deed  of  transfer  is  not  executed,  an  equit- 
able charge  only  is  created,  so  that  in  the  event  of  thb  Securities 
lodged  not  being  the  property  of  the  borrower,  the  lender  would,  of 
course,  have  no  better  title  to  the  shares  than  the  borrower  possessed. 

If,  however,  the  deposit  of  certificates  is  accompanied  by  transfers 
executed  by  the  borrower  only,  it  would  appear  that  such  a  blank 
transfer  is  a  good  Security  only  when  deposited  by  the  actual  owner 
of  the  shares,  ox  when  accompanied  by  an  authority  from  him 
enabling  the  borrower  to  deal  with  the  shares. 

Defaulters. 

If  a  member  of  the  Stock  Exchange  is  unable  to  fulfil  his  engage- 
ments on  settling  day,  he  is  publicly  declared  as  a  defaulter  in  the 
House,  or,  as  it  is  termed,  he  is  "hammered,"  and  although  it  is 
quite  open  to  him  to  file  his  petition  in  bankruptcy,  or  for  his  out- 
side creditors  to  do  so,  this  is  very  rarely  done,  as  it  is  in  the  best 
interests  of  both  debtor  and  creditors  that  the  estate  should  be 
administered  by  the  Official  Assignee  under  Stock  Exchange  rules. 

The  Official  Assignee  is  appointed  annually  by  the  Committee  and 
it  is  his  duty  to  obtain  all  original  books  of  account  from  the  debtor 
together  with  a  statement  of  affairs,  and  to  summon  and  attend  all 
meetings  of  creditors;  he  strictly  examines  every  account  and  in- 
vestigates any  bargains  which  he  may  suspect  as  having  been  effected 
at  unfair  prices.  Members  are  forbidden  to  carry  on  business  for 
or  to  deal  with  a  defaulter  until  he  has  been  readmitted  as  a  member 
of  the  House. 

Special  Settlements. 

This  term  is  used  in  connection  with  the  issue  of  any  new  loan  or 
shares  in  a  new  company,  and  fixes  the  day  when  bargains  in  such 
shares  must  be  paid  for,  but  no  settlement  can  be  arranged  without 
the  sanction  of  the  Committee  of  the  Stock  Exchange. 

It  is  usual  to  make  application  for  the  new  shares  to  be  officially 
quoted,  at  the  same  time  as  the  special  settlement  is  applied  for. 
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The  Institute  Examinations. 

Prospective  candidates  for  the  Examinations  of  the  Institute  of  Char- 
tered Accountants  will  be  interested  in  the  recent  decision  of  the  Coun- 
cil making  drastic  alterations  in  the  syllabus  of  their  Intermediate  and 
Final  Examinations. 

As  will  be  seen  from  the  new  scheme  detailed  below,  on  and  after 
November  192 1  the  subjects  for  the  Intermediate  Examination  will 
embrace  Bookkeeping,  Accountancy,  Auditing,  and  General  Commercial 
Knowledge  only,  excluding  entirely  all  legal  subjects  hitherto  forming 
quite  a  considerable  portion  of  the  Examination. 

The  compulsory  subjects  in  the  Final  Examination  remain  practically 
unaltered,  but  in  addition  candidates  are  required  to  select  one  of  the 
three  optional  subjects. 

It  is  interesting  to  note  that  one  of  these,  viz.  Economics,  was  also 
one  of  the  additional  subjects  introduced  by  the  Society  of  Incorporated 
Accountants  and  Auditors  at  their  Final  Examination  in  June  last,  and 
our  forecast  in  the  Accountants'  Journal  last  August,  that  the  Institute 
would  probably  follow  suit,  has  been  fully  justified. 

The  new  syllabus  for  Final  candidates  does  not  become  effective  until 
November  1922. 

Intermediate  Examination. 

(a)  General  Commercial  Knowledge,  including  the  principles  and  uses 
of  Bookkeeping. 

(b)  Bookkeeping  and  Accounts,  with  special  reference  to  the  Accounts 
of  Limited  Companies. 

(c)  Bookkeeping  and  Accounts,  including  the  Accounts  of  Partners  and 
Executors. 

(d)  Auditing. 

Final  Examination. 

Compulsory  Subjects. 

(a)  Bankruptcy  and  Company  Law,  including  the  Rights  and  Duties 
of  Liquidators,  Receivers,  and  Trustees  in  Bankruptcy  and  under  Deeds 
of  Arrangement. 

{b)  Partnership  and  Executorship  Law  and  Accounts,  including  the 
Rights  and  Duties  of  Executors,  Trustees  and  Receivers. 

(c)  Advanced  Bookkeeping  and  Accountancy,  including  Costing  and 
Taxation.    (Two  papers.) 

(d)  Auditing. 

(e)  The  Principles  of  Mercantile  Law,  and  the  Law  of  Arbitrations 
and  Awards. 

Optional  Subjects. 
{Each  candidate  being  required  to  select  one.) 
(J)  Economics. 

(g)  Banking,  Currency  and  Foreign  Exchange. 

(h)  Elementary  Actuarial  Science. 
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Corporation  Profits  Tax. 

Corporation  Profits  Tax  is  a  new  and  permanent  tax  charged  on  the 
profits  of  all  companies  and  corporate  bodies,  the  liability  of  whose 
members  is  limited  by  Act  of  Parliament. 

It  is  not  charged  to  individuals  as  is  income-tax. 

The  profits  of  "  British  Companies,"  i.e.  companies  *'  incorporated 
by  or  under  the  laws  of  the  United  Kingdom  "  are  assessable.  For  this 
purpose  the  company  need  not  be  "  resident,"  i.e.  controlled  in  the 
United  Kingdom,  which  is  a  governing  factor  in  the  case  of  income-tax. 

The  profits  of  foreign  companies,  i.e.  companies  which  are  not 
British  companies,  are  charged  in  so  far  as  they  arise  in  the  United 
Kingdom.  This  corresponds  with  the  income-tax  liability,  but  in  the 
case  of  '*  British  companies  "  not  resident  "  in  the  United  Kingdom, 
the  income-tax  is  charged  as  for  foreign  companies,  whilst  Corporation 
Profits  Tax  is  charged  as  for  British  companies. 

Special  Treatment. 

Exempt  from  C.P.T. 

Companies  formed  before  the  commencement  of  the  Act  whose  assets 
consist  wholly  of  stock  or  other  securities  issued  by  any  public 
authority,  and  formerly  held  by  the  persons  by  whom  the  company  was 
formed. 

Exempt  for  Three  Years  until  T^ist  December  1922. 

(a)  Companies  carrying  on  wholly  in  the  United   Kingdom  gas, 

water,  electricity,  tramway,  hydraulic  power,  dock,  canal  or 
railway  undertakings,  and  are  precluded  by  statute  from  charg- 
ing any  higher  price  or  distributing  any  higher  rate  of  dividend 
than  authorised  by  that  Act. 

{h)  Building  Societies. 

Co-operative  Societies. 

(a)  Unregistered  mutual  trading  concerns  must  include  as  profits  the 
surplus  arising  from  transactions  with  members. 

{h)  Societies  registered  under  the  Industrial  and  Provident  Societies 
Act,  1893,  are  to  treat  as  trade  expenses  any  sums  paid  by  way 
of  bonus,  discount,  or  dividends  on  purchases  whether  to  mem- 
bers or  non-members. 

Life  Assurance  Companies. 

For  the  purposes  of  this  tax  any  company  carrying  on  life  assurance 
business  and  any  other  business,  shall  be  separately  assessed  for  the 
life  business  and  the  other  business,  and  a  special  method  of  assess- 
ment for  the  life  business  is  provided,  which  is  understood  to  mean 
that  that  portion  of  an  insurance  fund  which  belongs  to  the  policy- 
holders shall  be  freed  from  Corporation  Profits  Tax. 
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Tax  is  charged  at  the  rate  of  5  per  cent,  on  the  profits,  but  the  first 
^500  of  profits  is  free  of  tax  each  year,  and  for  accounting  periods  of 
less  than  a  year  a  proportion  of  ;^5oo  is  free  of  tax. 

In  the  case  of  a  British  company  an  allowance  is  made  in  respect 
of  fixed  interest  charges,  so  that  the  tax  must  not  exceed  10  per  cent, 
of  the  profits  after  deducting  interest  actually  paid  out  of  them  at  fixed 
rates  on — 

(1)  Debentures  or  Debenture  Stocks. 

(2)  Preference  Shares  (so  far  as  the  dividend  paid  is  at  a  fixed  rate). 

(3)  Permanent  loans  issued  before  the  commencement  of  the  Act,  or 

in  the  case  of  (i)  and  (3)  any  later  issues  in  replacement  of  these. 
The  profits  assessable  are  calculated  on  the  same  principles  as  for 
Schedule  D  Income  Tax,  but  for  the  actual  accounting  period  of  assess- 
ment, which  need  not  be  an  income-tax  year,  and  not  on  the  average  of 
any  years. 

The  profits  so  estimated  arc  not  necessarily  liable  to  income-tax. 
The  profits  assessable  to  Corporation  Profits  Tax  include 

(1)  Profits  from  lands,  tenements,  or  hereditaments,  forming  part  of 

the  assets  of  a  company,  and  include  any  such  premises  used  for 
the  purposes  of  the  company. 

(2)  Interest  dividends  or  income  from  investments  or  from  any  other 
source  except  those  received  directly  or  indirectly  from  a  company 
liable  to  assessment  to  Corporation  Profits  Tax  thereon. 

(3)  Profits  attributable  to  the  accounting  period  arising  from  partially 
completed  contracts. 

The  following  deductions  are  allowed  : — 

(1)  Interest  on  money  borrowed  for  the  purposes  of  the  company, 
rents,  royalties,  and  other  payments,  except  dividends  or  distri- 
buted profits,  from  which  income-tax  is  collected  at  source,  except 
any  such  interest,  &c.,  payable  to  a  director  or  other  person  con- 
cerned in  the  management,  who  has  directly  or  indirectly,  solely 
or  jointly  with  others,  a  controlling  interest. 

(2)  Share  of  profits  distributed  to  employees  under  a  profit-sharing 

scheme. 

(3)  Wear  and  tear  or  renewals,  obsolescence,  or  capital  expenditure  for 

the  development  of  the  business  as  allowed  for  income-tax  or 
Excess  Profits  Duty,  whichever  is  the  greater. 

(4)  Excess  Profits  Duty  or  Mineral  Rights  Duty  payable  in  the  United 
Kingdom  or  abroad  for  the  period,  any  repayment  of  Excess 
Profits  Duty  for  a  previous  year  to  be  excluded  from  the  assess- 
able profits. 

(5)  Remuneration  to  a  director  or  other  person  controlling  the  com- 
pany up  to  p£^i,ooo  per  annum. 

The  following  are  not  allowable  as  deductions  : — 
(i^  Interest  on  permanent  loans. 

(2)  Artificial  transactions  which  reduce  the  amount  of  the  profits. 

(3)  Corporation  Profits  Tax. 

(4)  Income-tax. 

Unemployment  Insurance. 

The  Unemployed  Insurance  Act,  1920,  comes  into  operation  on  the 
8th  November  of  this  year,  and  under  it  substantially  all  persons  for 
whom  National  Health  Insurance  contributions  have  now  to  be  paid, 
except  outworkers  and  persons  employed  in  agriculture  and  private 
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domestic  service,  will  have  to  be  insured.  The  employees  of  local 
authorities  and  persons  with  rights  under  a  statutory  superannuation 
scheme  are  excepted  under  certain  conditions,  but  generally  the  excep- 
tions include  only  persons  who  are  excepted  from  the  Health  Insurance 
Acts.  Workpeople  over  seventy  years  of  age  will  be  insurable,  except  in 
the  case  of  old-age  pensioners. 

The  Act  is  an  extension  of  the  scheme  introduced  by  Part  II  of  the 
National  Insurance  Act,  191 1,  and  all  contributions  paid  under  the  old 
scheme  count  as  an  equal  number  of  contributions  under  the  new 
Act. 

The  contributions  are  as  follows  : — 


Total 

Weekly  Rates. 

Employee's 
Contrib'n. 

Employer's 
Contrib'n. 

value  of 

stamp. 

Men  of  18  and  over 

...  4d. 

4d. 

8d. 

Women    ,,  ,, 

...  3d. 

3id. 

6^d. 

Boys  of  16  and  under  18 

...  2d. 

2d. 

4d. 

Girls      ,,       ,,  ... 

...  i|d. 

2d. 

3id. 

For  every  contribution  paid  in  respect  of  men  and  women  the  State 
contributes  2d.  and  id.  respectively,  and  in  the  case  of  boys  and  girls 
id.  and  id.  respectively.  The  contributions  will  be  collected  by  means 
of  special  unemployment  stamps  as  at  present,  but  the  unemployment 
books  will  be  obtained,  not  through  the  Post  Office  as  in  the  case  of 
Health  Insurance,  but  through  the  Employment  Exchanges. 

The  benefits  provided  are  as  follows: — Men  15s.,  women  12s.,  boys 
7s.  6d.,  and  girls  6s.  per  week  each.  No  benefit  is  payable  for  the  first 
three  days  of  unemployment ;  thereafter,  it  is  payable  for  a  maximum 
of  fifteen  weeks  in  any  insurance  year,  subject  to  only  one  week  of 
benefit  being  drawn  for  every  six  contributions  standing  to  the  credit 
of  the  insured  contributor.  Contributors  who  have  made  500  contri- 
butions (or  a  smaller  number,  if  over  the  age  of  fifty-five  on  entry  into 
insurance),  will  be  entitled,  on  reaching  sixty  years  of  age,  to  a  refund 
of  their  own  contributions,  less  any  benefit  paid,  together  with  interest. 

The  benefit  may  be  obtained  either  directly  from  the  Unemployment 
Fund  through  an  Employment  Exchange  or  Branch  Employment 
Office,  or  through  the  association  or  society  of  which  the  contributor 
may  be  a  member. 

It  is  impossible  in  a  short  note  to  give  more  than  a  very  brief 
summary  of  the  provisions  of  the  Act,  but  sufficient  has  been  said  to 
give  readers  a  general  idea  of  the  scope  of  the  new  scheme. 

Prize  Essay  Competition. 

There  were  only  two  entries  for  Competition  No  2,  and  therefore  no 
prize  is  awarded.  In  Competition  No.  3  the  prize  in  the  Final  Divi- 
sion goes  to  "  Teaichanko,"  Mr.  R.  C.  F.  Besch,  c/o  Messrs.  Thomson, 
Hill  &  Co.,  19A  Coleman  Street,  London,  E.C.,  for  his  essay  on  "  Advice 
to  an  Intermediate  Student."  There  were  not  sufficient  entries  in  the 
Intermediate  Division. 

The  subjects  for  November  are  : — 

Intermediate. — The  Best  System  of  Internal  Check  for  Prevention  of 
Fraud  in  Accounts. 

Final. — ^The  best  Imaginary  Report  as  to  the  Investigation  of  a  Busi- 
ness with  a  view  to  Purchase. 
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In  this  column  Income-tax  recent  alterations  of  law  and  practice  are 
discussed  and  explained  and  readers'  queries  are  answered.  Arrangements 
have  been  made  to  reply  to  these  queries  by  post,  the  replies  being  pub- 
lished subsequently  in  the  "  Journal  "  under  noms  de  plume.  A  stamped 
addressed  envelope  should  be  enclosed  with  the  queries  and  the  service  is 
limited  to  subscribers  to  the  "Journal." 

New  Business. 

A  correspondent  "  Manchester,"  suggests  the  following  method  of 
dealing  with  a  new  business  : — 

£ 

Profits  given  Year  to  December  31  1920  . .  3,000 
,,  H         II    1921    . .  2,000 

I,  I,         „    1922    . .  1,200 

»         „    1923    . .  700 

Repayment  given  =  £2,300. 

Alternative  suggested  under  Rule  8,  Cases  I  and  II,  Schedule  D.  Assessment  on  actual 
amount  of  Profits  arising  in  each  year.   Repayment  on 

£  £  £ 

1919-  20  ..  J  X  3,000    =  750 

1920-  21  ..  s  X  3,000    =  2,250 

i  X  2,000    =  500 

  2,750 

1921-  22  ..  j   X   2,000    =  1,500 

i  X  1,200  =  300 

  1,800 

1922-  23  ..  I  X  1,200  =  900 

I  X    700  =  175 

  1,075 

Total  Repayment  = 

1923-24  as  given,  unless  adjustment  under  Section  43  can  be  claimed,  in  which  case  he  would 
be  assessed  as  under  :— 

£ 

Year  to  December  1921       . .  2,000 
„  „  1922       ..  1,200 

„  „  1923       . .  700 

3)3,900 

£1,300 

and  Repayment  made  on  £766. 

The  accounts  can  be  split  when  that  course  is  more  favourable  to  the 
taxpayer,  but,  on  a  strict  construction  of  the  law,  splitting  is  not  permis- 
sible. As,  however,  the  Revenue  attempts  to  split  accounts  when  the 
Revenue  is  benefited  thereby,  the  splitting  cannot  be  refused  when 
requested  by  the  taxpayer. 

Breweries. 

A  correspondent  "  Bacchus  "  asks  if  the  jull  annual  value  of  brewery 
premises  occupied  by  the  owner  for  business  purposes  is  deductible  for 
Schedule  D  and  Excess  Profits  Duty. 

For  income-tax  only  the  net  Schedule  A  is  allowable  except  for  houses 
let  to  tenants,  when' the  gross  is  allowable  under    Usher's  Wiltshire 
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1,425 
£2.875 
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Brewery  v.  Bruce.  For  Excess  Profits  Duty  no  allowance  for  Schedule 
A  is  permissible,  except  for  tied  houses,  when  the  gross  is  allowable  under 
Waller  v.  Inland  Revenue. 

Deficiencies. 

A  trader  converted  his  business  into  a  limited  company  which  was 
registered  on  i6th  August  1919,  but  the  business  was  taken  over  from 
31st  March  1919.  The  correspondent  '*  Nicholas  "  states  that  the  defi- 
ciencies of  the  trader  are  refused  to  the  company. 

Gittus  V.  Inland  Revenue  decided  in  the  Court  of  Appeal  that  a 
deficiency  was  personal,  and  could  not  pass  to  a  successor,  and  that,  in 
order  to  carry  forward  a  deficiency,  there  must  be  practical  identity  of 
proprietorship.  Now,  if  the  previous  owner  is  practically  the  sole  share- 
holder, the  deficiencies  should  be  allowed,  as  there  is  the  real  identity  of 
proprietorship.    It  is  suggested  that  the  claim  be  advanced  on  this  basis. 

Bonus  Shares. 

It  is  asked  iDy  a  correspondent  as  follows  : — A  company  is  being  re- 
organised (to  give  effect  to  a  co-partnership  scheme),  and  proposes  to  dis- 
tribute the  balance  of  profit  at  the  date  of  reorganisation  amongst  its  em- 
ployees in  bonus  shares  (without  the  option  of  cash).  Tax  has,  of  course, 
been  paid  on  the  profit  in  question,  and  the  said  bonus  shares  were  natur- 
ally not  deducted  in  arriving  at  the  Schedule  D  assessment.  Can  the 
recipient  of  the  shares  re-claim  for  tax  paid  by  the  company,  and  are 
the  shares  returnable  by  the  recipient  for  income-tax  purposes?  How 
should  the  issue  be  dealt  with  by  the  company  from  an  income-tax  point 
of  view?  The  company  proposes  to  remunerate  its  chief  employees  by 
means  of  a  fixed  salary  in  cash,  and  the  issue  of  bonus  shares  (without 
any  cash  option)  dependent  entirely  on  the  result  of  each  year's  trading. 
Are  the  bonus  shares  returnable  for  income-tax  purposes  by  the 
recipients. 

The  shares  will  be  income  of  the  employee  on  the  basis  of  the  real 
value  of  the  shares.  They  will  be  deductible  by  the  company  just  as 
if  they  were  wages  or  commission.  The  position  is  the  same  as  if  the 
payment  had  been  constructively  in  cash,  and  the  employees  had  imme- 
diately taken  up  shares  with  the  cash.  The  shares  can  be  converted 
into  cash.  The  case  of  Inland  Revenue  v.  Blott  is  not  relevant,  as  it 
dealt  with  the  case  of  a  shareholder,  and  it  was  held  that  the  bonus 
shares  were  not  income,  as  the  company  had  not  paid  a  dividend  but 
merely  altered  the  form  of  its  assets,  so  that  the  shareholder  had  only 
had  his  holding  altered  in  form  without  altering  its  total  value.  The 
position  is  quite  different  with  an  employee  who  is  financially  better  off 
by  the  value  of  the  shares,  and  the  original  shareholders  are  worse  oft' 
to  the  extent  of  the  bonus  shares 

Double  Assessment. 

For  the  year  1919-20  a  return  for  assessment  under  Schedule  D  was 
made,  which  included  bank  interest  and  National  War  Bond  interest. 
It  has  now  been  discovered  that  the  figure  included  for  the  War  Bond 
interest  was  the  net  amount  received  for  the  previous  year  after  deduc- 
tion of  tax  at  the  source,  and  income-tax  has  accordingly  been  paid  on 
the  amount  twice  over.  It  is  asked  by  Lexicon  "  if  repayment  can 
be  claimed. 
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The  Accountants*  Journal. 

There  has  been  a  technical  "  double  assessment,"  and  a  claim  should 
be  made  to  the  local  Inspector  of  Taxes  for  repayment  on  the  basis  of 
that  "  double  assessment."  The  receipt  for  the  tax  paid,  and  the 
vouchers  showing  the  deduction  of  tax,  should  be  sent  with  the  claim. 

Building  Societies. 

In  a  case  mentioned  by  a  correspondent,  a  building  society  pays  in- 
come-tax under  Arrangement  B,  and  it  is  asked  if  interest  on  War  Bonds 
and  Exchequer  Bonds  is  correctly  included  in  the  charge. 

The  deducted  tax  should  be  allowed  against  the  Arrangement  B  tax,  as 
the  latter  covers  the  full  liability,  and  the  Exchequer  Bonds  interest  is 
part  of  the  income  used  to  pay  the  share  interest,  &c.,  and  is  therefore 
pan  of  that  assessed  under  Arrangement  B. 

Free  of  Tax  Fees. 

A  company  decides  to  pay  the  tax  on  directors'  fees,  and  the  cash 
payment  to  the  director  for  the  year  1920-21  is  ;^i83  6s.  8d.  The 
Inspector  works  out  the  liability  of  tax  on  same  as  follows  : — 

£291   o  o  at  6s  «»  £87  6  0  duly  payable 
10%  deduction     29   2  o 


261  18  0 

Tax  on  ^'aei  18   0  at  6s  =  78  11  4 

£183   6   8  net  amount  payable 

The  correspondent's  computation  is  as  follows  : — 

Cash  paid  to  director      £183   6  8 
Add  Tax  at  6s  78  u  4 


making  it  a  gross  sum  =    261  18  o 
Less  10%  on  earned  income      26   3  lo 

Tax  payable  is  6s.  on 

£235  14   2  =  £70  14  6 

The  director  is  in  the  position  of  having  ;^i83  6s.  8d.  left  after  he  has 
paid  the  tax.  Now,  the  net  figure  is  gross — 10  per  cent  of  gross — tax 
at  6s.  on  90  per  cent,  of  gross,  i.e.  90  per  cent  of  gross — 30  per  cent,  of 
90  per  cent,  of  gross  =1831  =  90  per  cent,  of  gross -27  per  cent  of  gross 
=  63  per  cent.,  so  that  gross  =  ;^29i. 

Interest  on  Estate  Duty. 

It  is  asked  by  "  Duty  "  if  interest  on  Estate  Duty  is  chargeable 
against  the  income  of  a  trust  estate. 

The  disallowance  follows  the  general  and  settled  practice,  and  opposi- 
tion would  be  ineffective. 

Pensions. 

In  a  case  referred  to  by  *'  J.  T."  a  pension  is  given  to  an  old  employee 
on  retirement,  and  it  is  asked  how  it  should  be  dealt  with. 
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No  deduction  of  tax  should  be  made,  and  the  recipient  will  be  charged 
direct.    The  pension  will  be  charged  by  the  firm  as  wages. 

Schedule  A. 

A  correspondent  **  Ignoramus  "  raises  the  following  questions  : — 

(1)  The  occupier  of  a  house  paying  5s.  6d.  per  week  rent  subsequently 
purchases.  The  Schedule  '*  A  "  assessment  duly  arrives,  setting  forth 
the  amount  of  tax  payable  as  follows  : — 6s.  in  on  ^8  6s.  for  ist 
instalment  =  p^i  4s.  iid.  The  owner's  income  is  such  that  he  almost 
escapes  paying  income-tax.  Should  not  the  rate  of  tax  in  this  case  be  at 
3s.  in 

(2)  When  approached  on  this  beforementioned  point,  the  Inspector  of 
Taxes  invariably  raises  the  assessment  value  to  equal  the  amount  of  the 
annual  gross  rental,  less  i  for  repairs.  Can  he  rightly  do  this,  and  then 
assess  on  the  advanced  amount  at  3s.  in  ?  I  understand  that  only 
the  Overseers  could  increase  assessments. 

(3)  I  understand  that  a  landlord  is  assessed  on  the  net  income  derived 
from  property,  i.e.  the  gross  rent,  less  ground  rent,  rates  and  allowance 
for  repairs.  Does  this  apply  to  the  occupier,  who  is  owner  also?  It  is 
obviously  unfair  to  allow  a  landlord  the  deductions  mentioned  above,  and 
to  charge  the  occupier-owner  on  gross  rental  less  allowance  for  repairs 
only. 

(1)  The  tax  should  be  at  3s.  in  the  unless  mortgage  interest  is 
payable,  which  should  be  kept  in  charge  at  6s.  Interest  paid  to  a 
Building  Society  is  deductible  from  the  assessment. 

(2)  There  is  no  power  to  increase  the  assessment  unless  there  are 
structural  alterations.    (Turner  v.  Carlton.) 

(3)  The  assessment  is  the  same  on  an  owner  who  occupies.  The 
ground  rent  is  not  deducted,  as  the  owner  deducts  tax  when  paying  the 
ground  rent.  The  only  basis  of  Schedule  A  is  *'  annual  value,"  i.e.  the 
rental  value  when  the  tenant  bears  rates,  so  that  rates  have  to  be 
deducted  from  the  gross  rental  value,  which  includes  rates. 

Schedule  E. 

A  secretary  of  a  company  asks  what  basis  he  should  follow  in  making 
the  return  of  salaries  under  Schedule  E. 

It  is  impossible  to  give  the  salaries  of  the  year  of  assessment,  and  the 
practice  is  to  give  either  the  salaries  current  when  the  return  is  made,  or 
those  of  the  preceding  year. 
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By  Albert  Crew,  Barrister-at-Law. 

An  up-to-date  knowledge  of  recent  decisions  in  the  Courts 
is  of  the  greatest  value  to  accounta7tts  and  business  men 
and  to  students  reading  for  their  examinations.  In  this 
column  are  noted  the  salient  features  of  the  leading  cases 
decided  during  the  preceding  month. 

Companies. 

Alteration  of  Memorandnm.    Extension  of  Objects. 

The  Court  confirmed  alterations  of  a  memorandum  of  association  of  a  ship- 
ping company  in  which  the  objects  clause — 

(1)  As  to  form,  went  beyond  a  strict  statement  and  definition  of  the  objects, 
and  included  a  variety  of  powers  designed  to  secure  the  objects. 

(2)  Contained  provisions  enabling  the  company,  which  was  formerly 
for  carriage  by  land  and  sea,  inter  alia 

{a)  To  carry  by  air,  and  to  perform  functions  and  exercise  powers  sub- 
sidiary thereto. 

[b)  To  acquire  and  take  over  the  business,  &c.,  of   any  other  company 
carrying  on  business  of  a  similar  nature. 

[c)  To  lend  money  to  customers. 

[d)  To  obtain  provisional  orders,  or  Acts  of  Parliament. 

{e)  To  dispose  of  generally,  including  to  sell  any  part  of  the  property  and 

rights  <  t  the  company. 
(/)  To  promote  freedom  of  contract,  and  to  resist,  insure  against^  counter- 
act   and  discourage  interference  therewith,  and  to  subscribe  to  any 
association  or  fund  for  any  such  purposes. 
Thf  Court  refused  to  confirm  an  interpretation  clause  to  the  effect  that 
each  paragraph  in  the  objects  clause  should  not  be  limited  or  restricted  by 
inference  drtiwn  from  the  terms  of  any  other  paragraph,  or  from  the  name 
of  the  company.    North  of  Scotland  and  Orkney  and  Shetland  Steam  Naviga- 
tion Co.  (1920,  57  Sc.L.R.  689). 

Contract. 

A greement  between  the  Parties  subject  to  subsequent  Formal  Contract. 

Where  an  offer  and  acceptance  are  made  [a)  subject  to  a  subsequent  formal 
contract,  if  such  contract  is  a  condition  or  term  which,  until  performed,  keeps 
the  agreement  in  suspense,  the  offer  and  acceptance  have  no  contractual 
force.  On  the  other  hand,  if  all  the  terms  are  agreed  in  and  [b)  a  formal 
contract  is  only  contemplated  as  putting  the  terms  in  legal  shape,  the  agree- 
ment is  effectual  before  and  irrespective  of  such  formal  contract.  Thomfson 
V.  The  King  (1920,  2  I.R.,  K.B.D.  365). 

Gaming. 

Partnershif  for  Betting. 

No  partnership  for  the  purpose  of  betting  is  possible  under  English  law, 
and  therefore  an  action  will  not  lie  by  such  a  partnership  to  recover  back 
money  paid  by  the  partnership  in  respect  of  bets.  C  Connor  6^  Ould  v. 
Ralston  {1920,  36  T.L.R.  768). 
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Innkeepers . 

Obligation  to  Lodge  Travellers. 

An  innkeeper,  while  under  an  obligation  to  receive  travellers,  has  a  discre- 
tion as  to  rejecting  guests  that  are  not  suitable  to  the  character  of  his  estab- 
lishment, subject  to  the  proviso  that  he  must  not  exercise  his  discretion 
capriciously  or  maliciously.  It  was  held  that  a  railway  station  hotel  belong- 
ing to  a  railway  company,  which  issued  a  general  invitation  to  the  travelling 
public  to  resort  thereto,  was  subject  to  the  obligations  imposed  by  the  law 
on  common  inns,  including  the  obligation  to  provide  accommodation  for 
travellers  resorting  thereto,  but  that  the  owners  of  such  an  hotel  were  justi- 
fied in  refusing  accommodation  to  a  Jewish  money-lender  who  had  been 
pilloried  in  the  public  press  without  taking  action  to  vindicate  his  char- 
acter, who  by  his  conduct  in  the  hotel  had  attracted  attention ;  whose 
presence  in  the  hotel,  at  the  time  largely  frequented  by  young  officers,  some 
of  whom  he  entertained  there,  had  been  the  occasion  of  complaint  at  the 
instance  of  guests  in  the  hotel.  Roth  field  v.  North  British  Railway  Comfany 
(1920,  57  Sc.L.R,  661). 

Insurance. 

Non-disclosure  of  Material  Fact. 

On  25th  September  plaintiffs  effected  with  the  defendants  a  policy  of  re- 
insurance upon  cargo  "  lost  or  not  lost,"  which  the  plaintiffs  had  them- 
selves previously  insured.  On  the  night  of  24th  September  it  was  known 
at  Lloyd's  that  part  of  this  cargo  had  been  destroyed,  which  fact  was  posted 
on  the  casualty  board  at  Lloyd's  in  the  morning  of  25th  September,  and  a 
casualty  slip  was  sent  by  Lloyd's  to  their  subscribers,  including  the  plaintiffs. 
At  10  a.m.  on  25th  September,  the  plaintiffs  instructed  their  brokers  to  effect 
the  re-insurance  policy  at  Lloyd's,  which  they  did  the  same  day  at  4  p.m. 
The  plaintiffs,  although  they  had  the  casualty  slip,  did  not  read  it,  and  did 
not,  in  fact,  know  of  the  casualty.  The  defendants  when  they  wrote  the  risk 
were  equally  ignorant  of  it.  The  defendants  relied  on  Sections  18  and  19 
of  the  Marine  Insurance  Act,  1906,  and  contended  that  there  had  been  con- 
cealment by  the  plaintiffs  of  a  material  fact,  but  the  plaintiffs  contended  that 
they  were  not  bound  to  disclose  any  circumstances  known,  or  pre- 
sumed to  be  known  to  underwriters,  which  in  the  course  of  their 
business  they  ought  to  know.  It  was  held  that  the  plaintiffs 
ought,  in  the  ordinary  course  of  business,  to  have  known  of  the 
casualty  in  time  to  recall  their  instructions  to  their  brokers  to  effect  the  re- 
insurance. They  had  no  right  to  neglect  the  casualty  slips  in  a  case  where 
they  were  already  on  a  risk  on  the  ship.  The  defendants,  if  they  had  looked 
at  the  slips,  could  not  be  expected  to  have  always  present  to  their  minds 
information  about  a  vessel  which,  at  the  time  they  got  the  information,  would 
have  no  interest  for  them  at  aU.  Judgment  was  given  for  the  defendants, 
which  was  affirmed  on  appeal.  London  General  Insurance  Co.  v.  General 
Marine  Underwriters''  Association  (1920,  42  W.N.  322). 

Wills  and  Executors. 

Hodily  Infirmity  of  Executor. 

When  an  executor's  bodily  health  is  such  that  he  is  unable  to  perform  the 
duties  of  his  office  the  Court  has  jurisdiction  to  impound  the  grant  made 
to  him,  and  to  make  a  grant  of  administration  to  another  person,  limited 
during  the  executor's  incapacity.  In  the  Goods  of  Knott  (1920,  2  I.R., 
K.B.D.  397). 

Gift  to  be  selected  by  three  named  Persons,  and  Death  of  one  Selector  without 
any  Selection  having  been  made. 

A  testator  directed  that  the  trustees  of  his  wiU  should,  out  of  specified 
moneys,  pay  10  per  cent,  to  such  religious,  charitable,  and  philanthropic 
objects  as  three  named  persons  should  jointly  appoint.  These  three  p)ersons 
all  survived  the  testator,  but  one  of  them  died  without  any  appointment  hav- 
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ing  been  made.  It  was  held  that  the  death  of  one  of  the  appointors  without 
any  appointment  having  been  made,  would  not  prevent  a  selection  of  chari- 
table objects  being  made;  but  that  the  a/id  must  be  read  as  or,  and  that  as 
one  or  more  of  the  selected  objects  might  be  merely  philanthropic,  and  not 
necessarily  charitable,  no  general  charitable  intention  w^as  shown,  and  the 
gift  in  favour  of  charity  therefore  failed.    In  re  Eades  {1920,  2  Ch.  353). 

Gift  to  Charity  to  be  selected  by  W.,  who  died  before  Testatrix. 

A  testatrix,  after  appointing  an  executor  and  trustee,  gave  her  personal 
estate  in  England,  subject  to  payment  of  her  testamentary  expenses  and 
debts  and  a  legacy,  to  her  sister  for  life  She  then  directed  that  on  the 
death  of  her  sister,  certain  legacies  should  be  raised  and  paid,  and  subject 
thereto  gave  the  rest  and  residue  of  her  personal  estate  in  England  to  such 
charitable  institution  or  society  in  England,  Russia,  or  elsewhere,  "  as  may 
be  selected  by  my  friend  W.,  within  three  calendar  months  froni  the  time  of 
the  decease  of  my  sister."  Both  the  sister  and  W.  predeceased  the  testatrix.  It 
was  held  that  the  testatrix  had  not,  by  her  residuary  gift,  shown  a  paramount 
general  charitable  intention,  that  the  discretion  conferred  on  W.  and  its 
exercise  were  of  the  essence  of  the  gift,  and  accordingly,  that  the  gift  of 
residue  failed,  and  the  residue  went  as  in  intestacy.  In  re  Willis  (1920,  2  Ch. 
358). 

Absolute  Gift  and  Qualifying  Trusts. 

The  principle  laid  down  in  Lassence  v.  Tierney  (i  Mac.  and  G.  551)  and 
Hancock  v.  Watson  {1902,  71  L.J.  Ch.  179) — namely,  that  where  property 
is  segregated  from  the  estate  of  the  testator  by  being  given  absolutely,  and 
then  the  absolute  gift  is  modified  by  a  settlement,  to  the  extent  to  which 
the  settlement  is  not  exhaustive  the  original  absolute  gift  prevails — is  appli- 
cable to  real  estate  as  well  as  to  personalty.  Moryosefh  v.  Moryosefh  {1920, 
89  L.T.  Ch.  376). 

A  Bequest  in  favour  of  Charitable  Institutions  is  not  void  for  uncertainty. 

A  residuary  bequest  made  in  favour  of  such  charitable  and  benevolent 
institutions  in  Glasgow  and  Paisley  as  the  trustees  in  their  discretion  may 
seem  best  is  not  void  for  uncertainty.  CaldweWs  Trustees  v.  Caldwell  (1920, 
57  Sc.L.T.  593). 

Authenticity  of  Deletions  of  a  Will. 

A  testamentary  writing,  holograph  of  a  deceased  blacksmith,  was  found  in 
a  locked  repository  where  he  kept  his  private  papers,  enclosed  in  an  envelope 
marked  with  his  own  name,  and  with  the  word  "  private."  The  deed  con- 
tained certain  provisions  which  had  been  deleted  by  a  pen  being  drawn 
through  them,  but  the  deletions  were  not  initialled  or  otherwise  authenticated. 
The  beneficiaries  in  whose  favour  the  provisions  so  deleted  were  conceived 
had  all,  with  one  exception,  predeceased  the  testator.  It  was  held  that  the 
deletions  must  be  presumed  to  have  been  made  by  the  testator  with  the 
intention  of  altering  the  deed,  and  that  the  provisions  so  deleted  were 
validly  cancelled.    Allan's  Executrix  v.  Cockburn  (1920,  57  Sc.L.T.R.  614). 

Work  and  Labour. 

Minimum  Wages,  Man  Emfloyed  in  Garden. 

A  person  who  employs  a  man  in  a  fruit  and  vegetable  garden  which  is  not 
cultivated  whoUy  or  mainly  for  the  purpose  of  market  gardening  as  a  trade 
or  business,  is  not  bound  to  pay  the  minimum  wage  fixed  under  the  Corn 
Production  Act,  1917.    Bickerdike  v.  Fairfax-Lucy  {1920,  36  T.L.R.  210). 

Whether  Minimum  Wages  are  Payable  Weekly. 

The  Corn  Production  Act,  191 7,  Section  4(1)  does  not  make  it  compulsory 
on  the  employer  of  a  workman  in  agriculture  who  is  engaged  by  the  year 
to  pay  the  wages  fixed  under  the  Act  weekly,  but  only  provides  for  the  rate 
at  which  wages  are  to  be  paid.    Ham-pton  v.  Smith  (1920,  36  T.L.R.  209). 
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November  ist,  Monday. — West  of  England  District  Society  of  Incor- 
porated Accountants. — Lecture,  "  The  Determination  of  Wages,"  by 
Mr.  Hubert  Phillips,  B.A.,  5.30  p.m.,  at  The  Royal  Hotel,  College 
Green,  Bristol. 

November  2nd,  Tuesday. — London  Incorporated  Accountants  Students* 
Society. — Lecture,  "  Executorship  Law,"  by  Mr.  C.  A.  Sales,  LL.B., 
6.30  p.m.,  at  50  Gresham  Street,  London,  E.G. 

November  yd,  Wednesday. — London  Chartered  Accountant  Students' 
Society. — Joint  Debate  with  Chartered  Secretaries  Students'  Society,  on 
Sections  44,  46,  and  52  of  the  Finance  Act,  1920,  6  p.m.,  at  the  Insti- 
tute of  Chartered  Accountants. 

November  /\th,  Thursday. — Liverpool  Chartered  Accountant  Students' 
Association. — Lecture,  "  International  Law,"  by  Dr.  D.  F.  de  THoste 
Ranking,  M.A.,  LL.D.,  t;.3o  p.m.,  at  13  Union  Court,  Liverpool. 

November  ^th,  Friday. — Birmingham  Chartered  Accountant  Students'' 
Society.— Lecture,  "  Bills  of  Exchange,"  by  Mr.  F.  S.  Saville,  LL.B., 
6.30  p.m.,  at  8  Newhall  Street,  Birmingham. 

School  of  Accountancy  Students'  Association  (Leeds  Branch). — 
Lecture,  "  Commercial  Law,"  by  Mr.  L.  Godlove,  7.30  p.m.,  at  10  Park 
Street,  Leeds. 

November  ?>th,  Monday. — Corporation  of  Insurance  Brokers  Metro- 
politan AND  Home  Counties  District  Committee. — Lecture,  "  The 
Essential  Features  of  Profit  Insurance,"  by  Mr.  John  Gentle,  8  p.m.,  at 
The  Connaught  Rooms,  Great  Queen  Street,  W.C.  i. 

School  of  Accountancy  Students'  Association  (London  Branch). — 
Lecture,  "  Hints  on  the  Study  of  Executorship  Accounts,"  by  Mr.  W.  H. 
■Grainger,  7  p.m.,  at  Essex  HaU,  Essex  Street,  Strand,  London,  W.C. 

November  loth,  Wednesday. — London  Chartered  Accountant  Students' 
Society. — Lecture,  "  Accounts  of  Hospitals  and  Other  Charities,"  by 
Sir  Basil  Mayhew,  K.B.E.,  F.C.A.,  6  p.m.,  at  the  Institute  of  Char- 
tered Accountants. 

Nottingham  Chartered  Accountant  Students'  Society. — Lecture, 
"  Examination  Hints  on  Executorship  Law  and  Accounts,"  by  Mr, 
W.  H.  Grainger,  A.S.A.A. 

Sheffield  Chartered  Accountants  Students'  Society. — Discussion  on 
the  Institute  Examination  Papers. 

November  nth,  Thursday. — Leeds  and  District  Chartered  Accountants 
Students'  Association. — Joint  Debate  with  Liverpool  Chartered 
Accountant  Students'  Association,  at  Leeds. 

November  12th,  Friday. — Birmingham  Chartered  Accountant  Students' 
Society. — Joint  Debate  with  Law  Students'  Society,  6.30  p.m.,  at  8  New- 
hall  Street,  Birmingham. 

South  Wales  and  Monmouthshire  Chartered  Accountant  Students' 
Society. — Discussion  on  the  Institute's  May  Examination  Papers,  7.30 
p.m.,  at  5  High  Street,  Cardiff. 

November  \^th,  Monday. — West  of  England  District  Society  of  Incor- 
porated Accountants. — Lecture,  "  Currency  and  Prices,"  by  Mr. 
Hubert  Phillips,  B.A.,  5.30  p.m.,  at  Royal  Hotel,  College  Green, 
Bristol. 
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November  lyth,  Wednesday. — London  Chartered  Accountant  Students' 
Society. — Essay  awarded  First  Prize  in  connection  with  Course  of  Lec- 
tures on  Costing  to  be  read  by  Mr.  W.  C.  Green,  6  p.;n.,  at  the  In.'.titute 
of  Chartered  Accountants. 

November  jSth,  Thursday. — Liverpool  Chartered  Accountant  Students' 
Association. — Discussion  on  Prize  Essay  and  Presentation,  5.30  p.m.,  at 
13  Union  Court,  Liverpool. 

November  \<^th,  Friday. — Birmingham  Chartered  Accountant  Students' 
Society. — Lecture,  "  Preparation  for  the  Institute  Examinations,"  by 
Mr.  B.  G.  Vickery,  A.C.A.,  6.30  p.m.,  at  8  Newhall  Street,  Birmingham. 

School  of  Accountancy  Students'  Association  (Leeds  Branch). — 
Lecture,  "  Partnership  Law  and  Accounts,"  by  Mr.  G.  T.  Roxburgh, 
A.L.A.A.,  7.30  p.m.,  at  10  Park  Street,  Leeds. 

November  22nd,  Monday. — MANCHESTER  CHARTERED  Accountants  Students' 
Society. — Lecture,  "  Army  Cost  Accounts,"  by  Major  C.  H.  Charlton, 
CM. A.,  6  p.m.,  at  60  Spring  Gardens,  Manchester. 

West  of  England  District  Society  of  Incorporated  Accountants. — 
Lecture,  "  The  Formation  and  Installation  of  Costing  Systems,"  by  Mr. 
S.  T.  Morns,  A.S.A.A.,  5.30  p.m.,  at  Royal  Hotel,  College  Green, 
Bristol. 

November  2/^th,  Wednesday. — Nottingham  Chartered  Accountant  Stu- 
dents' Society. — "  Meeting  of  Creditors."  Chairman,  Mr.  H.  F. 
HoUoway,  F.C.A. 

Sheffield  Chartered  Accountants  Students'  Society. — Lecture, 
"  Receivership,"  by  Mr.  R.  M.  F.  Gill,  A.C.A. 

North  West  Lancashire  District  Society  of  Incorporated 
Accountants. — Lecture,  "  Scientific  Costing,"  by  Mr.  E.  Miles  Taylor, 
F.C.A. 

November  Thursday. — Liverpool  Chartered  Accountant  Students' 

Association. — Lecture,  "  The  Audit  of  Shipping  Accounts,"  by  Mr. 
J.  Harvey,  A.C.A. ,  5.30  p.m.,  at  13  Union  Court,  Liverpool. 

November  26th,  Friday. — Birmingham  Chartered  Accountant  Students' 
Society. — Lecture,  "  The  Trustee  in  his  Relation  to  the  Property  of  the 
Bankrupt,"  by  Dr.  D.  F.  de  I'Hoste  Ranking,  LL.D.,  6.30  p.m.,  at  8 
Newhall  Street,  Birmingham. 

South  Wales  and  Monmouthshire  Chartered  Accountant  Students' 
Society. — Short  Papers  by  Messrs  C.  Munn,  A.C.A.,  R.  G.  White, 
A.C.A.,  and  E.  L.  Pope-,  A.C.A.,  7.30  p.m.,  at  5  High  Street,  Cardiff. 

School  of  Accountancy  Students'  Association  (Leeds  Branch). — 
Lecture,  "  Negotiable  Instruments,"  by  Mr.  J.  Wurzal,  LL.B.,  7.30  p.m., 
at  10  Park  Street,  Leeds. 

November  2(^ih,  Monday. — West  of  England  District  Society  of  Incor- 
porated Accountants. — Lecture,  "  Principles  of  Taxation,"  by  Mr. 
Hubert  Phillips,  B.A.,  5.30  p.m.,  at  the  Royal  Hotel,  College  Green, 
Bristol. 
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The  Chartered  Accountant  Students  Society  of  London. 

Sir  J.  S.  Harmood-Banner,  M.P.,  F.C.A.,  has  kindly  promised  to  act  as 
Mr.  Speaker  at  the  Parliamentary  Debate  with  the  Chartered  Secretaries 
Students'  Society  at  the  Institute  of  Chartered  Accountants,  on  Wednesday, 
the  3rd  inst.  The  subject  for  debate  is  the  Finance  Act,  1920,  Sections  Nos. 
44,  6,  and  52,  relating  to  Excess  Profits  Duty,  Beer  Duty,  and  Corporation 
Tax  respectively. 

The  duties  of  Parliamentary  Ministers  will  be  undertaken  as  follows:  — 
Char.cellor  of  the  Exchequer .—VLx.  B.  O'D.  Manning,  A.C.A.  (C.A.S.S.). 
Parliatnentary  Secretary  to  the  Treasury. — Mr.  W.  E.  HoUidge  (Sees.) 
Minister  without  Portfolio— M.x.  N.  D.  Ashley,  B.A.  (C.A.S.S.). 
Leader  of  Of  position. — Mr.  F.  W.  Harris  (Sees.). 
Chairman  of  Labour  Party. — Mr.  C.  S.  Bamber  (Sees.). 
Full  particulars  of  the  proceedings  can  be  obtained  from  the  Secretary. 
Particulars  of  the  lectures  by  Sir  Basil  E.  Mayhew,  K.B.E.,  F.C.A.,  and 
Mr.  W.  C.  Green,  will  be  found  in  the  Monthly  Calendar  on  page  419. 

Chartered  Accountants  Students'  Society  of  KLingston -upon -Hull. 

The  twenty-first  annual  general  meeting  of  the  above  Society  was  held  at 
the  Hall  of  the  Incorporated  Law  Society,  Bowlalley  Lane,  on  Tuesday,  22nd 
September,  Mr.  J.  B.  Batchelor,  A.C.A. ,  in  the  chair. 

The  Report  and  Accounts  for  the  year  ended  30th  April  1920  were  read, 
approved,  and  adopted. 

The  following  officers  were  elected  for  the  ensuing  year:  — 

President.— Mr.  W.  F.  Harris,  F.C.A. 

Vice-Presidents.— yiessxs.  W.  Smailes,  F.C.A.,  A.  W.  Retchford,  A.C.A., 
T.  Goldie,  A.C.A.,  J.  J.  Campbell,  A.C.A.,  T.  Fawley  Judge,  A.C.A.,  and 
W.  G.  Vickerman,  A.C.A. 

Hon.  Treasurer. — Mr.  J.  B.  Batchelor,  A.C.A. 

Assistant  Hon.  Treasurer. — Mr.  F.  S.  Mowforth. 

Hon  Secretary. — Mr.  G.  B.  Robins,  A.C.A. 

Assistant  Hon.  Secretary. — Mr.  E.  C.  Mallett. 

Hon.  Librarian. — Mr.  H.  E.  GettingeU. 

Assistant  Hon.  Librarian. — Mr.  R.  L.  Davy. 

Hon.  Auditors. — Messrs.  E.  W.  Shaw,  A.C.A.,  and  D.  B.  Hargreave, 
A.C.A. 

Committee. — Messrs.  C.  M.  Strachan,  A.C.A.,  H.  T.  Flowers,  G.  H. 
Lambert,  A.C.A.,  H.  O.  Locking,  A.C.A.,  G.  Akester,  Q.  R.  W.  Agerskow, 
and  T.  W.  Revell,  A.C.A. 

The  syllabus  for  the  Autumn  Session  was  discussed,  and  arrangements 
made  in  accordance  with  the  wishes  expressed  by  members  in  their  replies 
to  the  questions  circulated  by  the  Committee. 

The  Nottingham  Chartered  Accountants  Students'  Society. 

The  first  lecture  of  the  above-named  Society  was  held  on  Wednesday,  13th 
October,  at  the  Victoria  Station  Hotel,  Nottingham,  and  was  very  well 
attended,  forty  students  being  present. 

On  the  kind  invitation  of  the  Chairman,  Mr.  W.  Gath,  F.C.A.,  who  is 
President  of  the  Students'  Society  for  the  current  year,  the  students  were 
entertained  to  tea  prior  to  the  lecture. 

The  lecture  was  given  by  Dr.  D.  F.  de  I'Hoste  Ranking,  M.A.,  LL.D., 
and  was  entitled  "  The  Position  of  a  Trustee  in  regard  to  the  Property  of  a 
Bankrupt."  A  most  interesting  lecture  was  heard.  Dr.  Ranking  quoting  aU 
the  recent  cases  which  affected  the  subject,  and  quite  a  number  of  ques- 
tions were  put  to  the  lecturer  at  the  close  of  his  lecture. 

A  hearty  vote  of  thanks  was  given  to  Dr.  Ranking  for  his  lecture,  pro- 
posed by  the  Chairman.  The  proceedings  terminated  by  a  vote  of  thanks  to 
the  Chairman,  proposed  by  Mr.  Sergeant,  and  seconded  by  Dr.  Ranking. 
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The  second  lecture  took  place  on  Wednesday,  20th  October,  at 
the  Victoria  Station  Hotel,  Nottingham.  The  lecture  was  very  well 
attended,  some  fifty  students  being  present,  who  were,  prior  to  the 
lecture,  entertained  to  tea  by  Mr.  W.  J.  West,  A.CA.,  who  unfortunately, 
owing  to  indisposition,  was  unable  to  take  the  chair,  his  place  being  taken 
by  Mr.  A.  L.  Morell,  A.C.A.,  at  very  short  notice.  The  subject  of  the  lecture 
was  the  Finance  Act,  1920,  and  a  most  interesting  lecture  was  given  by  Mr, 

E.  H.  Palmer,  A.CA.  The  lecture  produced  many  questions  from  the 
students,  which  were  answered  by  Mr.  Palmer  during  the  course  of  the 
lecture.  Mr.  Palmer  had  intended  to  lecture  on  Income-tax,  Excess  Profits 
Duty,  and  Corporation  Tax,  but  was  unable  to  touch  on  the  two  latter  sub- 
jects. It  was  put  before  the  meeting  that  Mr.  Palmer  be  asked  to  continue 
his  lecture  on  Wednesday,  27  October,  and  the  local  debate  arranged  for  that 
date  be  postponed  indefinitely.  This  was  carried  unanimously,  and  Mr. 
Palmer  kindly  consented  to  continue  his  lecture  on  that  date.  The  meeting 
concluded  with  the  usual  vote  of  thanks. 

The  following  lectures  have  been  arranged  : — 1920 — Nov.  loth  (Wednesday), 
lecture,  "  Examination  Hints  on  Executorship  Law  and  Accounts,"  Lec- 
turer, Mr.  W.  H.  Grainger,  A.S.A.A.  ;  Chairman,    Mr.    R.  B.  Baggaley, 

F.  C.A.  Nov.  24th  (Wednesday),  Nottingham  Chartered  Accountants  Stu- 
dents'. Society  "  Meeting  of  Creditors,"  Chairman,  Mr.  H.  F.  Holloway, 
F.C.A.  Dec.  7th  (Tuesday),  Nottingham  Chartered  Accountants  Students' 
Debate,  Chairman,  Mr.  E.  H.  Palmer,  A.CA.  Dec.  i6th  (Thursday),  lec- 
ture, "  National  and  Industrial  Finance  Contrasted,"  Lecturer,  Mr.  A.  F. 
Dodd,  F.C.A.;  Chairman,  Mr.  T.  G.  Mellors,  J. P.,  F.C.A.  1921— Jan  12th 
(Wednesday),  lecture,  "  Sale  of  Goods,"  Lecturer,  Mr.  E.  Huntsman  (Soli- 
citor) ;  Chairman,  Mr.  Robert  Rhodes  (President  Nottingham  Chartered 
Accountants'  Society).  Jan.  27th  (Thursday),  Joint  Debate  with  the 
Sheffield  Chartered  Accountants  Students'  Society,  Chairman,  Mr.  A.  R. 
Leivers,  F.C.A. 


Sheffield  Chartered  Accountant  Students'  Society. 

The  complete  syllabus  is  not  yet  ready,  but  the  following  lectures  have  been 
arranged  :  — 

Oct.  13. — Ten  Minute  Papers  by  Students. 

Oct.  20.— Mr.  H.  Wells  Smith,  F.C.A.,  on  "  The  Consolidation  and  Altera- 
tion of  Share  Capital." 

Oct.  27.— Mr.  A.  L.  Boddington,  F.C.A.,  on  "  The  Accountant  and 
Finance." 

]^ov.  3. — Mr.  S.  Blythen,  O.B.E.,  F.C.A.  (subject  to  be  announced  later). 

Nov.  10. — Discussion  on  Institute  Papers. 

Nov.  24.— Mr.  R.  M.  F.  Gill,  A.C.A.,  on  "  Receivership." 

Dec.  15. — Informal  Debate. 

The  Examination  Preparation  Classes  have  again  commenced.  The 
Senior  Classes  are  held  each  Saturday  at  9.30  a.m.  and  are  again  con- 
ducted by  Mr.  F.  C  Young,  F.C.A.,  on  Accountancy  and  Auditing,  and  by 
Mr.  Raymond  Meeke,  LL.B.,  on  Legal  Subjects.  The  Junior  Classes  are 
held  each  Friday  at  6.30  p.m.,  under  the  direction  of  Mr.  B.  E.  Brown, 

A.CA.  ,    ,        .  • 

We  notice  in  the  current  issue  of  The  Accountant  several  alterations  in 
the  syllabus  for  the  Institute  Examinations.  The  "  scrapping  "  of  "  Rights 
and  Duties  "  in  the  Intermediate  has  caused  many  students  to  sing  songs 
of  praise,  but  the  additional  subjects  in  the  Final  more  than  counter- 
balance this  jubilation. 

We  trust  that  Messrs.  Gee  &  Co.  will  endeavour  to  publish  articles  on 
these  new  and  terrifying  subjects  which  now  we  see  as  in  a  glass  darkly, 
but  then  (November  1922)  face  to  fax:e. 
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We  have  a  few  candidates  for  the  November  Examinations  whom  we  wish 
the  best  of  luck,  and  we  hope  again  to  see  at  least  one  Sheffielder  in  the 
Honours  List. 

Enough  is  as  good  as  a  feast  even  of  Accountancy.  Who  says  football? 
We  should  be  pleased  to  welcome  any  other  Students'  Society  to  a  game  of 
"  soccer  "  during  the  season;  if  agreeable,  the  losers  to  stand  the  winners  a 
show  in  the  evening.  Anyone  wishing  to  accept,  please  communicate  with 
the  Hon.  Secretary,  c/o  Messrs.  Knox,  Burbidge  &  Co.,  45  Bank  Street, 
Sheffield. 

The  South  Wales  and  Monmouthshire  Chartered  Accountant 
Students'  Society. 

The  following  lectures  have  been  arranged: — 1920 — Oct.  28th  [Thursday), 
lecture,  "  The  Teaching  of  Accountancy  by  Diagrammatic  Representation," 
by  Mr.  James  Stephenson,  M.A.,  B.Com,,  B.Sc.  Nov.  12th  (Friday) 
Discussion  on  the  Institute's  May  Examination  Papers.  Openers :  Final, 
Mr.  C.  E.  McLay,  A.C.A.  Intermediate:  Mr.  F.  R.  Lowther.  Nov.  26th 
(Friday),  Short  Papers,  by  Messrs.  C.  Munn,  A.C.A,  R.  G.  White,  A.C.A., 
and  E.  L.  Pope,  A.C.A.  (subjects  to  be  announced  later).  Dec.  17th  (Friday), 
Ten  Minutes'  Papers,  1921 — Jan.  5th  (Wednesday),  lecture,  "  A  Few  Notes 
on  Brewery  Accounts,"  by  Mr.  A.  H.  Williams,  A.C.A.  Jan.  26th  (Wednes- 
day), lecture,  "  Negotiable  Instruments,"  by  Mr.  Barnett  Janner,  B.A., 
Solicitor.  Feb.  i8th  (Friday),  Mock  Public  Examination  of  a  Bankrupt. 
Mar.  nth  (Friday),  lecture  "  An  Elementary  Lecture  on  the  value  of 
Economics  to  the  Accountant,"  by  Mr.  Percival  E.  Robathan,  C.A.  April  ist 
(Friday),  Debate,  "  Does  Costing  Pay?"  (Further  particulars  will  be 
given  later.) 

Unless  otherwise  announced,  all  meetings  will  take  place  at  the  Society's 
Room  (which  is  situated  on  the  top  floor  of  No.  5  High  Street,  Cardiff),  at 
7.30  p.m. 

Ten  Minutes  Papers,  subject,  "  The  Principles  of  Costing  as  applied  to  any 
trade  or  profession  with  which  you  are  familiar."  The  Competition  will  be 
divided  into  a  Senior  and  Junior  Section,  and  a  prize  will  be  awarded  in 
each  section.  The  Junior  Section  includes  articled  clerks  who  have  not 
passed  their  Intermediate  Examination ;  the  Senior  Section  includes  those 
who  have  passed  or  been  excused  their  Intermediate  Examinations,  but 
qualified  members  may  not  compete.  The  papers  must  be  sent  to  the 
Hon.  Secretary  not  later  than  Saturday,  27th  November  1920,  in  sealed 
envelopes  marked,  "  Ten  Minutes  Paper,"  in  the  top  left-hand  corner. 
Further  particulars  can  be  obtained  from  the  Hon.  Secretary.  The  Com- 
mittee trust  that  the  members  will  give  their  hearty  support  to  the  meetings 
by  their  regular  and  punctual  attendance  and  by  taking  part  in  the  discus- 
sions which  will  follow  the  lectures.  It  is  also  hoped  that  there  will  be  a 
large  number  of  entries  for  the  Ten  Minutes  Paper  Competition.  The  Com- 
mittee will  be  pleased  to  receive  suggestions  from  the  members  for  increasing 
the  usefulness  of  the  Society.  WiU  members  please  inform  all  articled  clerks 
to  Chartered  Accountants  who  are  not  members  of  the  Society,  of  its 
activities. 


Company  Law. 


By  Wilfred  H.  Grainger,  A.S.A.A. 

A  thorough  knowledge  of  Company  Law  is  essential  to  a 
business  man,  and  Mr,  Grainger  has  here  concisely  sum- 
marised the  provisions  of  the  Companies  Consolidation 
Act,  1908,  giving  references  to  many  of  the  leading  cases. 

Incorporation  may  be  effected  not  only  under  the  Companies  Consolidation 
Act,  but  also  by  Royal  Charter  and  by  Special  Acts  of  Parliament,  such  as 
the  Life  Assurance,  Friendly  Societies,  and  Building  Societies  Acts. 

Under  the  Companies  Consolidation  Act,  which  came  into  force  on  ist 
July  1908,  any  seven  persons  may  form  themselves  into  an  incorporated 
company,  which  may  be  one  of  five  different  kinds,  with  liability,  viz.  : — 

(1)  Limited  by  shares, 

(2)  Liability  limited  by  guarantee,  without  share  capital. 

(3)  Liability  limited  by  guarantee,  and  having  a  share  capital. 

(4)  Unlimited  liability  and  having  a  share  capital. 

(5)  Unlimited  liability  and  not  having  a  share  capital. 

And  any  of  these  may  be  either  a  public  or  a  *private  company. 

I  do  not  propose  to  consider  all  the  above  classes,  but  to  deal 
with  the  first,  viz.  a  company  with  liability  limited  by  shares.  Let 
us  see  first  of  all  exactly  what  is  meant  by  incorporation,  by  this 
the  members  composing  a  company  are  formed  into  a  corporation  which 
becomes  a  distinct  entity  apart  from  the  members  composing  it,  and  able 
to  sue  its  own  members  and  be  sued  by  them,  and  the  property  of  the  corpora- 
tion and  not  that  of  its  members  becomes  liable  for  its  debts. 

It  is  worth  noticing  the  ways  in  which  the  members  of  a  company  differ 
from  the  members  of  a  partnership.    Briefly,  they  are  as  follows  : — 

[a)  A  partnership  is  not  recognised  as  having  individuality  apart  from 
the  members  composing  it,   a  company  has. 

(6)  All  partners  have  equal  rights  of  management,  whereas  in  a  company 
the  management  usually  vests  in  a  body  of  directors. 

(c)  A  partner's  liability  for  the  firm's  debts  is  unlimited  (unless  he  be  a 
limited  partner),  whereas  in  a  limited  company  a  member's  liability 
is  limited  to  the  amount  of  his  share  or  guarantee. 

{d)  Partners  are  agents  for  the  firm  and  one  another.  Shareholders  of 
a  company  are  not. 

{e)  Partners  cannot  transfer  their  shares  in  the  partnership  so  as  to  give 
the  transferee  powers  equal  to  their  own  (except  in  the  case  of  a  limited 
partner).    Shareholders  of  a  company  may  do  so. 

Every  company  incorporated  under  the  Company's  Act  must  have  what 
is  called  a 


*  (a)  Restricts  the  right  to  transfer  its  shares. 

(b)  Limits  number  of  members  (exclusive  of  employees)  to  50. 

(c)  Prohibits  any  public  issue  of  shares  and  debentures. 

(d)  May  have  a  minimum  of  2  members. 
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Memoranditm  of  Association. 

This  document  is  sometimes  described  as  the  charter  of  the  company  and 
may  be  regarded  as  a  contract  between  the  members  of  the  company  and 
the  outside  world,  and  when  it  has  been  registered  confines  the  actions  of  the 
company  to  the  specific  terms  contained  in  the  memorandum.  Any  breach 
of  these  terms,  or  acts  outside  the  same,  being  ultra  vires,  and,  when  registered, 
every  person  in  the  outside  world  is  deemed  to  have  received  notice  of  it. 

Now,  this  memorandum  must  contain  the  following  particulars  : — 

(1)  The  name  of  the  company,  with  "  limited  "  as  the  last  word  in  its 
name,  except  in  the  case  of  unlimited  companies  and  of  associations, 
not  for  profit  incorporated  under  licence  of  the  Board  of  Trade. 

(2)  The  part  of  the  United  Kingdom  (whether  England,  Scotland,  or 
Ireland)  in  which  the  registered  office  of  the  company  is  to  be  situate. 

(3)  The  objects  for  which  the  company  is  established. 

(4)  A  statement  that  the  liability  of  the  members  is  limited.  And  in  the 
case  of  a  company  limited  by  shares : — 

(5)  The  amount  of  share  capital  with  which  the  company  proposes  to 
be  registered,  and  the  division  thereof  into  shares  of  a  fixed  amount. 

If  the  company  is  to  be  limited  by  guarantee  zmfhouf  a  share  capital, 
instead  of  Clause  5  the  memorandum  must  contain  : — 

(5)    A  declaration  that  each  member  undertakes  to  contribute  a  specified 
amount  in  the  event  of  the  company  being  wound  up  during  the  time 
that  he  is  a  member  or  within  one  year  afterwards. 
It  must  be  signed  by  the  seven  or  more  persons  who  are  forming  the  com- 
pany, and  each  must  write  opposite  his  name  the  number  of  shares  he 
agrees  to  take. 

The  registration  of  the  memorandum  with  the  Registrar  of  Joint  Stock 
Companies  is  in  reality  the  formal  creation  of  the  company,  and  it  then 
commences  to  have  a  corporate  existence. 

In  addition  to  the  "  memorandum  "  most  companies  have  "  articles  of 
association,"  which  must  be  carefully  distinguished  from  the  former,  these 
being  the  rules  or  bye -laws  which  govern  the  internal  administration  of  the 
company,  and  whilst  the  memorandum  is  obligatory,  the  articles  are 
optional,  and  any  company  not  providing  their  own  articles  are  governed 
by  the  rules  of  Table  A  (the  schedules  at  the  end  of  the  Companies  Act),  and 
even  where  articles  are  in  existence,  the  regulations  under  Table  A  will 
still  apply,  unless  expressly  excluded. 

Upon  registration,  the  m^emorandum  must  be  impressed  with  a  los.  stamp, 
and  also  with  a  stamp  representing  the  fees  payable  upon  the  share  capital 
of  the  company,  at  the  rate  of  5s.  per  cent,  upon  the  nominal  capital. 

Before  the  Registrar  of  Joint  Stock  Companies  will  issue  a  certificate  of 
incorporation,  it  is  necessary  that  the  following  documents  must  be  filed  : — 

(1)  Memorandum  and  articles  of  association  (if  any). 

(2)  A  list  of  directors,  with  their  written  consent  to  act. 

(3)  A  written  contract  by  the  directors  that  they  will  take  the  necessary 
qualification  shares. 

(4)  A  statutory  declaration  that  all  the  regulations  of  the  Companies  Act 
as  to  registration,  &c.,  have  been  complied  with  to  be  filed  by  a  director, 
secretary,  or  company's  solicitor. 

Now,  although  the  certificate  of  incorporation  is  evidence  that  all  necessary 
formalities  as  to  registration  have  been  complied  with  it  will  not  (except  in 
the  case  of  a  private  company)  entitle  the  company  to  commence  business. 
Before  this  is  possible  it  is  necessary  that  the  following  conditions  have  been 
complied  with,  viz.  : — 
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A  public  company  cannot  commence  business  until — 

{a)  Shares  (subject  to  the  payment  of  the  whole  amount  thereof  in  cash) 
to  an  amount  not  less  than  the  minimum  subscription  have  been 
allotted. 

[b)  Every  director  has  paid  a  proportion  in  cash  equal  to  that  paid  by 
public  on  application  and  allotment  on  all  shares  contracted  to  be 
taken  by  him. 

(c)  A  statutory  declaration  that  these  conditions  have  been  complied 
with  has  been  filed. 

Public  companies  not  issuing  a  prospectus  must  prepare  and  file  a 
statement  in  lieu  of  same,  which  must  be  signed  by  the  directors. 

Companies  issuing  a  prospectus  must  include  therein  certain  particulars 
required  by  the  Act  (to  which  I  shall  refer  later),  and  each  director  must 
sign  the  copy,  which  is  then  filed  with  the  Registrar. 

The  prospectus  will,  of  course,  invite  applications  from  the  public  for 
shares,  and,  upon  a  sufficient  number  being  received,  to  cover  the  amount 
of  the  minimum  subscription,  the  company  may  then  proceed  to  allot  the 
shares.  Within  one  calendar  month  after  the  allotment,  the  company  must 
file  with  the  Registrar  a  return  showing  details  of  the  shares  allotted,  and 
also  the  statutory  declaration  by  one  of  the  directors  or  the  secretary  that 
I  referred  to  just  now. 

The  Registrar  will  then  issue  a  certificate  entitling  the  company  to  commence 
business. 

The  next  point  that  arises  is  the  statutory  meetinq  of  the  company,  and 
this  must  be  held  not  less  than  one  month  nor  more  than  three  months  from 
the  date  of  the  receipt  of  the  certificate  just  referred  to,  and  seven  clear 
days  before  the  meeting,  the  directors  must  forward  to  every  member  a  copy 
of  the  report  required  by  Section  6s,  which  contains  the  auditor's  certificate 
as  to  receipts  and  payments  on  account  of  capital,  &c. 

The  question  very  frequently  arises  as  to  the  exact  status  of  the  preliminavy 
agreements  entered  into  on  behalf  of  the  company  that  is  being  formed. 

These  are  usually  executed  in  the  names  of  the  vendor  and  either  the 
company  itself  or  a  trustee  nominated  to  act  on  its  behalf.  In  the  former 
case,  as  it  is  legally  impossible  for  a  company  to  enter  into  contracts  before 
it  has  come  into  existence,  the  company  cannot  be  bound  by  any  such  contract 
until  the  directors  adopt  it  after  incorporation  has  taken  place,  and,  in  the 
latter,  the  trustee  will  be  personally  bound,  unless  protecting  himself  by 
including  a  power  of  rescission. 

It  is  quite  usual  to  find  a  condition  embodied  in  the  memorandum 
providing  that  the  company  shall  adopt  any  preliminary  contracts  entered 
into  on  its  behalf. 

By  Section  87,  Subsection  3,  any  contract  made  by  a  company  before  it 
is  entitled  to  commence  business  is  provisional,  and  only  becomes  binding 
when  the  certificate  to  commence  business  has  been  received. 

To  return  to  the  memorandum  and  the  details  that  must  be  contained 
therein,  the  following  points  are  deserving  of  attention  : — 

(i)  A  company  may  adopt  any  name,  providing  it  does  not  so  closely 
resemble  that  of  another  company  as  to  deceive  the  public,  as  was  the  case 
in  Tussaud  v.  Tiissaud,  where  Madam  Tussaud  &  Sons,  Ltd.,  obtained  an 
injunction  restraining  Louis  J.  K.  Tussaud  from  registering  a  waxworks 
exhibition  in  the  name  of  Louis  Tussaud,  Ltd.,  as  it  was  held  that  were  he 
allowed  to  register  under  this  title  he  would  be  obtaining  the  benefit  of  the 
goodwill  attaching  to  the  older  company  and  also  deceiving  the  public,  who 
would  naturally  be  under  the  impression  they  were  seeing  the  "  original 
Madam  Tussaud's  waxwork's  exhibition." 
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Every  company  (with  the  exception  of  unlimited  companies  and  associa- 
tions incorporated  under  licence  from  the  Board  of  Trade  and  not  carrying 
on  business  for  purposes  of  profits)  must  have  the  word  "  limited  "  as  the 
last  word  of  its  title — and  this  name  must  be  legibly  painted  or  affixed  outside 
its  place  of  business  and  also  be  clearly  shown  in  its  seal  and  in  all  official 
publications,  documents,  cheques,  bills  of  exchange,  receipts,  &c. 

This  is  particularly  important  in  the  case  of  bills  of  exchange,  for  it  was  held 
in  the  case  oi  Atkins  v.  Wardle  that  the  directors  of  a  company  were  personally 
liable  for  the  amount  of  a  bill  of  exchange  accepted  by  them  as  directors  of 
the  company,  because  the  name  was  incorrectly  given  in  the  draft  and  the 
acceptance. 

Except  with  the  written  consent  of  the  Home  Secretary,  a  company  must 
not  make  use  of  the  words  Royal,  Imperial,  King,  Queen,  Crown,  Emperor, 
or  Empress  as  part  of  its  name.  Should  a  company  desire  to  change  its 
name,  it  may  do  so  by  special  resolution  and  consent  of  the  Board  of  Trade, 
which  must  be  registered  with  the  Registrar  and  a  certificate  of  registration 
obtained. 

II, — The  Registered  Office. 

This  clause  must  definitely  state  where  the  registered  office  is  to  be  situated, 
i.e.  England,  Scotland,  or  Ireland,  and  the  actual  address  of  the  company 
does  not  appear  here,  as  it  is  stated  in  another  document,  and  no  alteration 
can  be  made  without  the  sanction  of  a  Special  Act  of  Parliament. 

III. — The  Objects  Clause. 

This  is  by  far  the  most  important  clause  of  the  memorandum,  as  it  limits 
the  nature  of  the  business  that  a  company  can  legally  carry  on,  and  directors 
who  undertake  any  business  outside  the  limits  given  by  the  memorandum  will 
be  personally  liable  for  any  losses  incurred.  Since  the  memorandum  is  regis- 
tered, all  persons  dealing  with  a  company  are  considered  to  have  had  notice 
of  any  limitations  as  to  the  company's  capacity  to  contract,  and  if,  therefore, 
any  contract  is  entered  into  which  is  ultra  vires,  the  contracting  parties  not 
only  obtain  no  rights  against  the  company,  but  the  company  may  recover 
any  moneys  paid  under  such  a  contract  (Great  Eastern  Railway  Co.  v.  Turner). 
It  must  not,  however,  be  assumed  that  everything  is  ultra  vires  which  is  not 
included  in  so  many  words  in  the  memorandum,  and  anything  that  may 
fairly  be  regarded  as  incidental  to  the  objects  mentioned  will  not,  unless 
expressly  prohibited,  be  regarded  as  ultra  vires,  e.g.,  take  the  case  of  a  hotel 
company,  Buckley,  L.T.,  stated  :  "  In  a  large  number  of  cases  the  mainten- 
"  ance  of  a  garden  and  pleasure  ground,  tennis  lawns,  or  a  bowling  green 
"  would  be  legitimate,  provided  the  hotel  were  in  a  suitable  situation,  but  if 
"  it  were  situate  in  the  Strand,  the  right  would  probably  no  longer  exist,  and 
"  the  question  becomes  one  of  fact  in  each  case." 

The  following  acts  have  been  held  to  be  ultra  vires  : — 

A  company  has  power  to  defend  an  action  against  the  editor  for  a  libel 
in  a  newspaper  published  by  the  company  or  paying  costs  of  proceedings 
against  a  person  who  has  libelled  the  directors  and  the  company,  but  not  if 
the  libel  is  on  the  directors  alone  iStuddert  v.  Grosvenor),  and,  in  the  case  of 
the  Cyclists'  Touring  Club,  it  was  held  that  this  company  was  promoted  to 
protect  the  rights  of  cyclists  and  their  power  could  not  be  extended  to  include 
the  rights  of  motorists. 

The  objects  clause  may,  however,  be  altered  as  follows  : — {a)  With  a  view 
of  extending  the  particular  business  of  the  company,  but  the  Court  will  not 
sanction  an  alteration  that  would  enable  a  company  to  carry  on  a  business 
that  had  no  connection  whatever  with  the  business  for  which  the  company 
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was  formed  ;  {b}  The  Court  must  be  satisfied  that  sufficient  notice  of  the 
alterations  has  been  given  to  the  holders  of  debentures  or  any  persons  likely 
to  be  afiected  by  the  alterations  ;  (c)  That,  in  the  case  of  any  creditor  object- 
ing, either  his  consent  or  acknowledgment  that  his  debt  or  claim  has  been 
discharged  is  proved  to  the  Court's  satisfaction. 

The  capital  clause  of  a  company  may  be  altered  in  the  following  respects  : — 
A  company  may  make  alterations  in  its  capital  in  various  ways  : — 

(1)  It  may  increase  its  capital. 

(2)  It  may  reduce  its  capital. 

(3)  It  may  enforce  forfeitures  of  shares  and,  under  certain  conditions, 
accept  surrender  of  shares. 

(4)  It  may  consolidate  its  shares  into  shares  of  larger  amount  and 
convert  its  paid-up  shares  into  stock,  and  subsequently  reconvert 
the  stock  into  shares. 

{5)    It  may  sub-divide  its  shares. 

(i)  A  company,  if  authorised  by  its  articles,  may  increase  its  share  capital 
by  the  issue  of  new  shares  to  such  amount  as  it  thinks  expedient,  and  this 
authority  may  require  either  a  special  or  an  ordinary  resolution  to  be  passed 
before  the  increase  can  be  made,  but  in  either  case  notice  must  be  given  to 
the  Registrar  of  Joint  Stock  Companies  within  fifteen  days  after  the  date  of 
the  resolution. 

If  the  articles  give  no  power,  then  it  will  be  necessary  to  alter  the  articles 
by  special  resolution,  and  the  alteration  can  then  be  made  in  accordance  with 
the  terms  of  the  special  resolution. 

(2)  Reduction  of  Capital. 

Section  46  power  is  given  to  a  company  to : — 

{a)    Extinguish  or  reduce  the  liability  on  any  of  its  shares  in  respect 

of  share  capital  not  paid  up  ;  or 
(6)   Either  with  or  without  extinguishing  or  reducing  liability  on  any 

of  its  shares,  cancel  any  paid-up  share  capital  which  is  lost  or 

unrepresented  by  available  assets  ;  or 
(c)    Either  with  or  without  extinguishing  or  reducing  liability  on  any 

of  its  shares,  pay  off  any  paid-up  share  capital  which  is  in  excess 

of  the  company's  wants. 

This  being  additional  to  the  powers  given  in  Section  40,  which  allows  a 
company  to  return  accumulated  profits  to  shareholders  in  reduction  of  paid- 
up  capital,  and  Section  (41)  by  which  they  may  cancel  shares  which  have  not 
been  taken  or  agreed  to  be  taken. 

{a)  The  creditors  of  a  company  can  oppose  the  reduction  of  capital, 
except  in  the  following  cases,  where  the  reduction  does  not  involve 
either  the  diminution  of  any  liability  in  respect  of  unpaid  capital 
or  the  payment  to  any  shareholders  of  paid-up  capital. 
(6)  The  Court  may  give  its  sanction  in  spite  of  the  opposition  of  a 
creditor,  or  creditors,  providing  the  company  sets  aside  a  sum 
sufficient  to  satisf}'  the  claims  of  the  creditors. 

Where  such  a  reduction  has  taken  place,  the  words  "  and  reduced  "  must 
be  placed  after  the  word  "  limited  "  in  the  title  of  the  company,  but  the 
Court  may  dispense  with  this  addition  in  cases  where  there  is  no  diminution 
of  liability  or  repayment  of  capital  to  the  members. 

(3)  Forfeiture  and  Surrender  of  Shares. 

Unless  authorised  by  the  articles,  a  company  cannot  either  forfeit  or 
accept  surrender  of  shares  without  leave  of  the  Court. 
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{4)  By  Section  41 — 

"  If  so  authorised  by  its  articles,"  a  company  limited  by  shares  may 
consolidate  and  divide  all  or  any  of  its  share  capital  into  shares  of  larger 
amount  than  its  existing  shares,  or  convert  all  or  any  of  its  paid-up  shares 
into  stock,  and  may  subsequently  reconvert  such  stock  into  paid-up  shares, 
and  thereafter  every  copy  of  the  memorandum  must  be  in  accordance  with 
the  alteration. 

It  should  be  noted  that  a  company  cannot  make  an  original  issue  of  stock, 
it  mu^t  first  issue  shares  and  these,  when  fully  paid,  may  be  converted  into 
stock. 

(5)  Subdivision  oj  Shares. 

In  cases  where  the  capital  of  the  company  is  divided  into  shares  of  a  large 
amount,  it  is  sometimes  considered  desirable  to  subdivide  them  into  shares 
of  smaller  amount,  as,  for  example,  each  share  of  a  hundred  pounds  into  ten 
shares  of  ten  pounds,  or  each  share  of  ten  pounds  into  ten  shares  of 
one  pound.  Section  41  allows  a  company  limited  by  shares  to  do  this 
by  special  resolution,  if  the  company  is  so  authorised  by  its  articles.  If, 
therefore,  power  to  pass  such  a  resolution  is  not  contained  in  the  articles, 
two  special  resolutions  will  be  required — one  taking  power  "  by  special 
resolution  "  to  sub-divide,  the  other  acting  upon  that  power. 

The  memorandum  and  articles  of  association,  when  once  they  have  been 
registered,  bind  the  compan}^  and  its  members  to  the  same  extent  as  if  each 
had  signed  and  sealed  them,  and  every  person  dealing  with  the  company  is 
considered  to  have  notice  of  any  limitations  contained  in  the  articles,  and 
contracts  v%^ill  be  construed  accordingly. 

As  I  stated  just  now  it  is  not  obligatory  upon  companies  to  adopt  articles 
of  association,  for  Section  11  provides  that  the  regulations  of  Table  A  shall 
apply  in  so  far  as  they  are  not  modified  or  excluded. 

Large  companies  almost  invariably  adopt  their  own  articles  and  exclude 
Table  A,  whilst  some  adopt  Table  A,  except  as  to  certain  sections*  Unlike 
the  memorandum,  articles  may  be  altered  at  any  time  by  special  resolution 
without  obtaining  the  consent  of  the  Court.  The  only  restriction  upon  this 
power  being  as  to  anything  that  would  be  unjust,  unfair,  or  likely  to  defraud 
a  minority  of  shareholders,  or  anything  illegal,  or  ultra  vires. 

Issue  of  Prospectus. 

By  Section  285  a  prospectus  is  defined  as  "  any  prospectus,  notice,  circular, 
advertisement,  or  other  invitation  offering  to  the  public  for  subscription  or 
purchase  any  shares  or  debentures  of  a  company." 

Prospectus  to  be  Dated  and  Filed  (Section  80), 

Every  prospectus  issued  by  or  on  behalf  of  a  company  or  in  relation  to  any 
intended  company  must  be  dated,  and  such  date,  unless  the  contrary  is  proved, 
is  to  be  taken  as  the  date  of  publication  of  the  prospectus.  Before  the  date 
of  publication  a  copy  of  the  prospectus  must  be  signed  by  every  person 
named  as  a  director  or  proposed  director,  or  by  his  agent,  authorised  in  writing, 
and  filed  with  the  Registrar.  Until  so  filed  the  prospectus  must  not  be 
issued,  and  when  issued  it  must  bear  on  the  face  of  it  a  statement  that  it  has 
been  filed  with  him.  The  Registrar  is  forbidden  to  register  any  prospectus 
unless  it  is  dated  and  signed  as  above  mentioned. 

Every  prospectus  must  contain  the  following  particulars  : — 

(i)  The  contents  of  the  memorandum  of  association,  including  the 
names,  addresses,  and  descriptions  of  the  signatories  and  the 
number  of  shares  subscribed  for  by  them  respectively. 
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(2)  The  number  of  founders',  management,  or  deferred  shares  (if  any), 
and  the  nature  and  extent  of  the  holder's  interest  in  the  property 
and  profits  of  the  company.  (This  will  require  a  statement  both 
of  their  rights  as  to  dividends  and  to  share  in  the  assets  in  case 
of  a  winding-up.) 

(3)  The  amount  of  the  directors'  share  qualification. 

(4)  The  provisions  in  the  articles  of  association  as  to  the  remunera» 
tion  of  the  directors.  (To  comply  with  this  it  will  be  necessary 
practically  to  set  out  the  articles  verbatim.) 

(5)  The  names,  descriptions,  addresses,  nationality,  and  occupation 
of  the  directors  or  proposed  directors.  (As  regards  description, 
it  is  thought  that  it  will  not  suffice  to  say  "  Director  of  the 
A.B.  Co.,  Ltd.,"  but  that  a  real  description  must  be  given.  As 
regards  address,  it  has  been  held,  under  a  rule  of  the  Supreme 
Court  requiring  a  plaintiff  to  give  his  address,  that  this  means 
his  residence,  and  that  his  place  of  business  is  not  sufficient.) 

(6)  The  minimum  subscription  on  which  the  directors  may  proceed 
to  allotment,  and  sums  payable  on  application  and  allotment. 

(7)  Details  of  any  shares  and  debentures  issued  or  agreed  to  be  issued 
during  preceding  two  years,  either  fully  or  partly  paid  up  other- 
wise than  in  cash  and  the  consideration  for  which  the  issue  is 
made. 

(8)  Names  and  addresses  of  vendors  of  property  acquired  by  the 
company  and  details  of  the  consideration  paid  for  such  property. 

(9)  The  amount  paid  for  goodwill,  if  any. 

(10)  The  amount  of  any  commission  paid  during  preceding  two  years 
for  procuring  subscriptions. 

(11)  Amount  or  estimated  amount  of  preliminary  expenses. 

(12)  Amount  paid  within  preceding  two  years  to  any  promoter. 

(13)  The  dates  and  parties  to  every  material  contract  entered  into 
within  two  years,  stating  where  the  same  may  be  inspected. 

(14)  Names  and  addresses  of  auditors,  if  any. 

(15)  Full  details  of  the  interest  that  any  director  may  have  in  the 
promotion  of  the  company  or  in  the  property  acquired  by  the 
company. 

(16)  The  voting  rights  of  shareholders  of  each  class  of  share. 

Space  will  not  permit  more  than  a  passing  glance  at  a  few  of  the  most 
important  of  these  particulars. 

(i)  It  must  be  noticed  with  regard  to  the  minimum  subscyiption  that  no 
allotment  of  shares  may  take  place  until  the  minimum  has  been  received, 
and  it  has  been  held  in  the  case  of  Meavs  v.  Western  Canada  Pulp  Paper 
Co.  that  cheques  received  in  application  for  shares  do  not  rank  as  part  of  the 
necessary  amount  until  they  have  been  cashed,  neither  do  cheques  received 
and  held  over,  although  subsequently  honoured — consequently  you  will 
see  the  necessity  for  directors  not  to  proceed  to  allotment  until  applicant's 
cheques  have  been  cashed. 

Section  85  provides  that  if  the  necessary  sum  is  not  subscribed  within 
40  days  after  the  first  issue  of  the  prospectus,  then  all  application  money  must 
be  returned,  and,  if  the  same  is  not  returned  witliin  48  days,  the  directors 
are  liable  to  interest  at  5  per  cent,  from  that  time. 

Misrepyesentation  in  Prospectus. 
If  a  shareholder  can  show  that  he  was  influenced  in  his  application  for 
shares  in  a  company  by  a  material  misrepresentation  he  is  entitled  to  apply 
for  a  return  of  all  monies  paid  by  him,  together  with  interest  at  4  per  cent, 
trom  the  time  of  payment,  but  this  will  not  apply  in  the  case  of  a  person 
buying  the  shares  from  another. 
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Rescission  of  a  contract  to  take  shares  may  be  obtained  when  the  share- 
holder is  able  to  show  : — 

{a)   That  a  mis-statement  was  made  by  or  on  behalf  of  the  company, 

(6)   That  it  was  a  material  one. 

{c)   That  he  relied  upon  it  in  taking  the  shares. 

(d)  That  he  came  for  relief  before  liquidation  and  within  a  reasonable 
time. 

But  it  need  not  show  that  the  statement  was  made  fraudulently  or  was 
known  to  the  directors  to  be  untrue. 

It  often  becomes  a  question  as  to  how  far  the  company  is  liable  for  the 
misrepresentations  made,  and  the  decisions  in  various  cases  may  be  summed 
up  as  follows  : — 

(1)  The  statements  must  have  been  made  by  the  directors  or  general 
agents  of  the  company. 

(2)  By  a  special  agent  acting  within  the  scope  of  his  authority. 

So  also  material  omissions  may  amount  to  a  misrepresentation,  e.g.  the 
omissions  of  the  real  name  of  the  vendor,  and  the  insertion  of  a  fictitious 
vendor  in  order  to  conceal  true  facts. 

In  addition  to  the  right  to  repudiate  shares  applied  for,  upon  the  issue  of 
a  false  prospectus,  the  shareholder  may  also  claim  damages.  Prior  to  the 
Directors'  Liability  Act,  1890,  the  only  remedy  was  an  action  for  deceit; 
but  since  that  date  and  by  Section  84,  which  incorporates  that  Act,  the 
shareholders  may  bring  an  action  for  damages  against  either  director  or 
promoters,  providing  he  can  show  : — 

(a)  That  a  mis-statement  was  made  by  the  persons  sought  to  be 
charged. 

(&)   That  it  was  a  material  one. 

(c)  That  he  was  induced  by  the  mis-statement  to  take  the  shares. 

(d)  That  he  has  suffered  damage,  for  "  fraud  without  damage  or 
damage  without  fraud,  gives  no  cause  for  action,  but  where  these 
two  concur  an  action  lies." 

{e)  But  if  the  persons  charged  prove  that  they  believed  the  statement 
to  be  true,  and  had  reasonable  grounds  for  such  belief,  the  action 
will  fail. 

The  only  way  in  which  a  person  liable  under  this  section  can  escape  liability 
is  by  proving  : — 

(a)  That,  having  consented  to  become  a  director,  he  withdrew  his  consent 
before  the  issue  of  the  prospectus,  and  that  the  prospectus  was  issued  without 
his  authority  or  consent ;  or  (ft)  that  the  prospectus  was  issued  without  his 
knowledge  or  consent,  and  that  on  becoming  aware  of  its  issue  he  forthwith 
gave  reasonable  public  notice  that  it  was  so  issued  without  his  knowledge 
or  consent ;  or  {c)  that  after  the  issue  of  the  prospectus,  and  before  allot- 
ment thereunder,  he,  on  becoming  aware  of  an  untrue  statement  therein, 
withdrew  his  consent  thereto  and  caused  reasonable  public  notice  of  such 
withdrawal  and  of  the  reason  therefor  to  be  given. 

In  this  connection  the  axiom  "  actio  personalis  moritur  cum  persona  " 
must  be  mentioned,  but  here  the  action  survives  to  the  extent  of  the  profit 
or  loss  resulting  to  the  estate  of  plaintiff  or  defendant,  so  that  where  a  person 
has  taken  shares  on  the  faith  of  a  misleading  prospectus  his  executors  can 
commence  or  continue  an  action  for  the  loss  suffered  by  his  estate,  but  where 
a  director  or  promoter  dies,  his  executors  can  only  be  sued  providing  his 
estate  has  received  benefit  by  the  fraud. 

Commission  on  Underwriting. 
Section  89  gives  power  to  a  company  to  pay  commission  upon  underwriting 
agreements  or  for  obtaining  subscribers  to  the  share  capital,  but  such  com- 
mission must  be  authorised  by  its  articles  and  must  not  exceed  the  amount 
or  rate  per  cent,  thus  authorised. 
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It  will  possibly  occur  to  some  that  this  payment  of  commission 
practically  amounts  to  issuing  shares  at  a  discount,  but  it  is  not 
the  same,  since  if  the  company  went  into  liquidation  before  the  commissions 
were  paid  the  whole  amount  of  shares  could  be  called  up,  whilst  the  share- 
holders would  be  an  unsecured  creditor  for  his  commission. 

Preliminary  Expenses. 
Section  8i  requires  the  prospectus  to  give  an  estimate  of  preliminary 
expenses  to  be  incurred  in  floating  a  company,  and  the  following  list  of  items 
may  be  included  under  this  heading  : — 

(1)  The  cost  of  preparing,  settling,  and  printing  the  memorandum 
and  articles  of  association. 

(2)  The  cost  of  registering  the  company  and  the  various  documents 
required  by  the  Acts,  including  stamp  duties  and  fees. 

(3)  The  cost  of  preparing,  printing,  and  circulating  or  advertising 
the  prospectus. 

(4)  The  cost  of  the  preparation  and  execution  of  all  preliminary 
agreements,  including  the  stamp  duties  thereon. 

(5)  The  fee  (if  any)  paid  to  brokers  for  allowing  their  names  to  be 
advertised  on  the  prospectus. 

(6)  Law  costs  in  connection  with  the  formation  and  registration  of 
the  company,  and  the  preparation  and  issue  of  the  prospectus. 

(7)  The  cost  of  the  preparation  and  printing  of  the  debentures  and  the 
debenture  trust  deed  (if  any)  including  the  stamp  duty. 

(S)  The  cost  of  preparing,  printing,  and  stamping  letters  of  allotment 

and  printing  share  certificates. 
(9)  Probably,  also,  the  cost  of  preparing  and  making  the  original 

books  and  seal  of  the  company. 

The  amount  paid  or  payable  for  underwriting  commission  and  the  amount 
paid  or  intended  to  be  paid  to  any  promoter,  having  to  be  stated  separately. 
If  the  amount  is  not  included  in  the  figure  given  for  preliminary  expenses, 
it  will  be  advisable  to  state  expressly  that  the  amount  named  is  exclusive 
of  these. 

Statutory  Meeting. 

Section  65  provides  that  the  first  statutory  meeting  of  a  company  must 
"be  held  not  less  than  one  month  nor  more  than  three  months  after  the  company 
is  entitled  to  commence  business,  and  seven  days  before  the  date  of  the 
meeting  a  report  certified  by  not  less  than  two  directors  must  be  sent  to 
every  member,  giving  the  following  particulars  : — 

(1)  The  total  number  of  shares  allotted,  distinguishing  those  issued 
as  fully  or  partly  paid  up  otherwise  than  in  cash,  and  stating  the 
consideration  for  which  they  have  been  allotted. 

(2)  The  total  amount  of  cash  received  by  the  company  in  respect  of 
all  the  shares  allotted,  distinguished  as  aforesaid. 

(3)  An  abstract  of  the  receipts  of  the  company  on  account  of  its 
capital,  whether  from  shares  or  debentures,  and  of  the  payments 
made  thereout,  up  to  a  date  within  seven  days  of  the  date  of  the 
report,  exhibiting  under  distinctive  headings  the  receipts  of  the 
company  from  shares  and  debentures  and  other  sources,  the  pay- 
ments made  thereout,  and  particulars  concerning  the  balance 
remaining  in  hand  and  an  account  or  estimate  of  the  preliminary 
expenses  of  the  company. 

(4)  The  names,  addresses,  and  descriptions  of  the  directors,  auditors 
(if  any),  managers  (if  any),  and  secretary  of  the  company.  (This 
will  show  if  there  has  been  any  change  since  the  issue  of  the 
prospectus.) 
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(5)  The  particulars  of  any  contract  the  modification  of  which  is  to 
be  submitted  to  the  meeting  for  its  approval,  together  with  the 
particulars  of  the  modification  or  proposed  modification. 
Here  we  have  one  of  the  first  important  duties  of  an  auditor  under  the 
Act,  for  Subsection  4  of  Section  65  states  that  the  statutory  report  shall, 
so  far  as  it  relates  to  the  shares  allotted  by  the  company  and  to  the  cash 
received  in  respect  of  such  shares,  and  to  the  receipts  and  payments  of  the 
company  on  Capital  Account  be  certified  as  correct  by  the  auditors,  if  any, 
of  the  company. 

A  copy  of  the  statutory  report  must  be  filed  with  the  Registrar  of  Joint 
Stock  Companies. 

In  this  connection  I  think  it  may  be  useful  if  I  interpolate  a  short  audit 
programme,  which  will  be  useful  to  accountants  who  may  be  required  to 
certify  such  a  report. 

The  form  of  the  auditor's  certificate  in  connection  with  this  report  is  as 
follows  : — 

"  We,  the  undersigned,  being  the  auditors  of  the  company,  hereby 
certify  that  so  much  of  this  report  as  relates  to  the  shares  allotted,  the 
cash  received  in  respect  of  such  shares,  and  the  receipts  and  payments 
of  the  company  on  Capital  Account,  is  correct." 

Share  Capital  Audit. 

The  following  are  the  principal  points  in  a  Share  Capital  Audit  : — 

1 .  Check  application  and  allotment  letters  with  Application  and  Allotment 
Book. 

2.  Check  Application  and  Allotment  Book  to  Share  Ledger. 

3.  Check  all  Minutes  of  Allotment. 

4.  Check  Pass  Book  with  Shareholders'  Cash  Book. 

5.  Check  postings  of  Shareholders'  Cash  Book  to  Share  Ledger. 

6.  Check  moneys  returned  to  applicants  for  share  not  allotted. 

7.  In  the  event  of  shares  being  issued  other  than  for  cash,  see  the  contract 
and  that  it  is  properly  filed  at  Somerset  House. 

8.  If  any  shares  are  issued  to  the  nominees  of  the  vendor,  see  that  written 
authority  is  given  by  the  vendor  to  allot  to  such  persons  and  that  the  shares 
so  allotted  are  included  m  the  contract  with  the  vendor  filed  at  Somerset 
House. 

9.  Verify  the  calls  made  and  check  the  Call  Books  to  the  Share  Ledger. 

10.  Verify  cash  received  in  respect  of  calls  with  Bank  Pass  Book. 

11.  Check  cash  received  on  account  of  calls  to  Share  Ledger. 

12.  Check  balances  of  Share  Ledger,  to  see  that  the  total  balances  agree 
with  the  total  number  of  shares  issued. 

13.  See  that  the  total  issued  is  within  the  authorised  issue  according  to 
the  memorandum  and  articles. 

14.  See  that  the  minimum  subscription  (if  any)  has  been  reached  before 
allotment. 

15.  See  that  the  proper  returns  of  allotments  have  been  made  to  Somerset 
House. 

Stocks  and  Shares. 

The  memorandum  of  a  company  must  show  the  division  of  its  capital 
with  shares  of  a  fixed  amount.  Now  these  shares  may  be  of  various  kinds, 
but  each  must  bear  a  distinctive  number  and  each  share  is  a  unit  of  the 
company's  capital  and  cannot  be  split  unto  fractions  (as  is  the  case  with 
stock). 

There  are  usually  Ordinary  and  Preference  Shares,  the  latter  being  divided 
into  two  classes  :  {a)  Those  having  preferential  rights  as  to  dividends  and 
(6)  those  having  also  preferential  rights  against  the  assets  of  the  company 
in  case  of  liquidation. 
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These  rights  are  usually  given  by  the  memorandum  ;  they  may  also  be 
given  by  the  articles,  but  as  the  articles  may  very  easily  be  altered,  it  follows 
in  such  a  case  the  rights  of  the  shareholders  might  also  be  altered. 

Shares  are  also  sometimes  described  as  being  Cumulative  Preference  Shares, 
which,  as  the  term  implies,  gives  the  holder  the  right  to  arrears  of  unpaid 
dividends  being  carried  forward  until  such  time  as  the  company  is  in  a  position 
to  pay  them,  but  even  if  shares  are  only  described  as  preference,  it  has  been 
decided  that  they  are  cumulative  as  to  dividends,  so  that  the  term  appears 
to  be  somewhat  superfluous  {Webb  v.  Earl). 

Companies  sometimes  adopt  the  practice  of  remunerating  the  vendors  or 
promoters  in  part  by  the  issue  of  what  are  called  Founders  Shares  ;  these  are, 
in  effect,  Deferred  Shares,  i.e.  they  receive  no  dividend  until  a  dividend  fixed 
by  agreement  has  been  paid  upon  the  Ordinary  and  Preference  Shares  ;  the 
existence  of  such  shares  naturally  decreases  the  value  of  the  ordinary  shares. 

Section  8i  provides  that  particulars  of  all  such  shares  must  be  disclosed 
in  the  prospectus.    By  Section  92 — 

(1)  Every  company  shall,  within  two  months  after  the  allotment  of  any 
of  its  shares,  debenture.^,  or  debenture  stock,  and  within  two  months  after 
the  registration  of  the  transfer  of  any  such  shares,  debentures,  or  debenture 
stock,  complete  and  have  ready  for  delivery  the  certificates  of  all  shares, 
the  debentures,  and  the  certificates  of  all  debentures  stock  allotted  or  trans- 
ferred, unless  the  conditions  of  issue  of  the  shares,  debentures,  or  debenture 
stock  otherwise  provide. 

(2)  If  default  is  made  in  complying  with  the  requirements  of  this  section, 
the  company  and  every  director,  manager,  secretary,  and  other  officer  of  the 
company  who  is  knowingly  a  party  to  the  default,  shall  be  liable  to  a  fine  not 
exceeding  five  pounds  for  every  day  during  which  the  default  continues. 

Statutory  Books. 

The  Statutory  Books  required  to  be  kept  by  all  companies  are  : — 
(i)  Register  of  Members,  which  according  to  Section  25  must  contain  the 
following  particulars  : — 

(1)  The  names  and  addresses,  and  the  occupations,  if  any,  of  the 
members,  and  in  the  case  of  a  company  having  a  share  capital  a 
statement  of  the  shares  held  by  each  member,  distinguishing  each 
share  by  its  number,  and  of  the  amount  paid  or  agreed  to  be  con- 
sidered as  paid  on  the  shares  of  each  member. 

(2)  The  date  at  which  each  person  was  entered  in  the  register  as 
a  member. 

(3)  The  date  at  which  any  person  ceased  to  be  a  member. 

It  is  a  common  practice  to  combine  the  Register  of  Members  and  the 
Shareholders  so  as  to  show  the  number  of  shares  held  by  each  member,  the 
distinctive  numbers  of  the  shares,  the  amount  called  up  and  paid  on  the 
shares,  and  the  other  details  required  by  Section  25. 

The  Register  must  be  open  to  the  inspection  of  any  member  of  the  company 
gratis,  and  to  any  other  person  upon  a  payment  of  is.,  and  any  member 
or  other  person  may  require  and  is  entitled  to  a  copy  of  this  or  of  the  annual 
list  and  summary  upon  the  payment  of  6d.  per  100  words. 

It  should  be  noticed  that  an  infant  may  become  a  member  either  by  signing 
the  memorandum  or  by  transfer,  but  a  company  has  power  to  refuse  to 
accept  a  minor  as  a  shareholder  and  should  always  do  so  if  the  shares  are  not 
fully  paid  up  for  the  infant  may  repudiate  the  shares  on  attaining  majority, 
and  should  he  do  so  the  person  transferring  the  shares  to  him  will  become 
liable  and  will  be  placed  on  the  Register  or  B  List  of  the  contributories,  as 
the  case  may  be. 
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An  infant  will  be  liable  to  calls,  although  they  cannot  be  enforced  against 
him,  and  in  the  case  of  Crenver  Co.  ;  ex  parte  Wilson,  a  director  who  procured 
an  allotment  to  his  infant  children  who  were  minors  when  the  company  was 
wound  up  was  held  liable  to  pay  the  calls  that  could  not  be  enforced  against 
the  intants. 

Register  of  Mortgages. 

By  Section  loo  every  limited  company  m.ust  keep  a  register  of  all  mortgages 
and  charges  specifically  affecting  the  property  of  the  company,  in  which  must 
be  entered  a  short  description  of  the  property  mortgaged  or  charged,  with 
the  amount  of  charge  created,  and  except  in  the  case  of  securities  to  bearer 
the  names  of  the  mortgagees  or  persons  entitled  to  such  charge.  If  any 
property  of  the  company  is  mortgaged  or  charged  without  such  entry  being 
made,  every  director,  manager,  or  other  officer  of  the  company  who  knowingly 
and  wilfully  authorises  or  permits  the  omission  is  liable  to  a  penalty  of  fifty 
pounds. 

The  Register  of  Mortgages  must  be  open  to  the  inspection  of  any  person 
upon  payment  of  a  fee  not  exceeding  is. 

Section  93  is  very  important,  and  states  that — 

Every  mortgage  or  charge  created  after  the  first  day  of  July  nineteen 
hundred  and  eight  by  a  company  registered  in  England  or  Ireland,  and 
being  either — 

(a)   A  mortgage  or  charge  for  the  purpose  of  securing  any  issue  of 
debentures  ;  or 

[h)  A  mortgage  or  charge  on  uncalled  share  capital  of  the  company  ;  or 
{cS   A  mortgage  or  charge  created  or  evidenced  by  an  instrument  which, 

if  executed  by  an  individual,  would  require  registration  as  a  bill 

of  sale  ;  or 

[d)   A  mortgage  or  charge  on  any  land,  wherever  situate,  or  any 

interest  therein  ;  or 
{e)    A  mortgage  or  charge  on  any  book  debts  of  the  company  ;  or 
(/)    A  floating  charge  on  the  undertaking  or  property  of  the  company 

must  be  registered  within  twenty-one  days  after  its  creation  or  it  is  void 

against  creditors  and  liquidators. 

Minnie  Book. 

Section  7 1  provides  that  a  record  must  be  kept  of  all  proceedings  of  general 
and  directors'  meetings,  and  the  minutes  of  the  same  must  be  signed  by  the 
chairman  of  the  next  meeting. 

This  is  a  most  important  book  to  auditors,  who  will  require  to  inspect  it 
for  many  purposes,  such  as  the  verification  of  allotments  of  shares,  authorisa- 
tion of  calls,  investments,  appointments  of  officers,  salaries,  and  the  like. 

Section  75  requires  a  register  of  directors  and  managers  to  be  kept,  con- 
taining their  names,  addresses,  occupations  and  nationality,  and  a  copy  to  be 
filed  with  the  Registrar,  who  must  also  be  notified  of  any  change  in  the 
directorate  or  management. 

Annual  List  and  Summary. 

Section  26  (i)  :  Every  company  having  a  share  capital  shall  once  at  • 
least  in  every  year  make  a  list  of  all  persons  who,  on  the  fourteenth  day  after 
the  first  or  only  ordinary  general  meeting  in  the  year  are  members  of  the 
company,  and  of  all  persons  who  have  ceased  to  be  members  since  the  date 
of  the  last  return  or  (in  the  case  of  the  first  return)  of  the  incorporation  of 
the  company.  (2)  The  list  must  state  the  names,  addresses,  and  occupations 
of  all  the  past  and  present  members,  therein  mentioned,  and  the  number  of 
shares  held  by  each  of  the  existing  members  at  the  date  of  the  return,  specify- 
ing shares  transferred  since  the  date  of  the  last  return  or  (in  the  case  of  the 
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first  return  of  the  incorporation  of  the  company)  by  persons  who  are  still 
members  and  have  ceased  to  be  members  respectively,  and  the  date  of 
registration  of  the  transfers,  and  must  contain  a  summary  distinguishing 
between  shares  issued  for  cash  and  shares  issued  as  fully  or  partly  paid  up 
otherwise  than  in  cash,  and  specifying  the  following  particulars  : — 

(a)  The  amount  of  the  share  capital  of  the  company  and  the  number 
of  the  shares  into  which  it  is  divided. 

(^)  The  number  of  shares  taken  from  the  commencement  of  the 
company-  up  to  the  date  of  the  return. 

(c)    The  amount  called  up  on  each  share. 

{d)  The  total  amount  of  calls  received. 

(s)    The  total  amount  of  calls  unpaid. 

(/)  The  total  amount  of  the  sums  (if  any)  paid  by  way  ot  commission 
in  respect  of  any  shares  or  debentures,  or  allowed  by  way  of 
discount  in  respect  of  any  debentures,  since  the  date  of  the  last 
return. 

(g)  The  total  number  of  shares  forfeited. 

(h)  The  total  amount  of  shares  or  stock  for  which  share  warrants  are 
outstanding  at  the  date  of  the  return. 

(i)  The  total  amount  of  share  warrants  issued  and  surrendered 
respectively  since  the  date  of  the  last  return. 

(k)  The  number  of  shares  of  amount  of  stock  comprised  in  each  share 
warrant. 

(/)  The  names  and  addresses  of  the  persons  who  at  the  date  of  the 
return  are  the  directors  of  the  company,  or  occupy  the  position 
of  directors,  by  whatever  name  called  ;  and 

(w)  The  total  amount  of  debt  due  from  the  company  in  respect  of  all 
mortgages  and  charges  which  are  required  to  be  registered. 

(3)  The  summary  must  also  (except  where  the  company  is  a  private  com- 
pany) include  a  statement.made  up  to  date  as  may  be  specified  in  the  statement, 
in  the  form  of  a  Balance  Sheet,  audited  by  the  company's  auditors  and 
containing  a  summary  of  its  share  capital,  its  liabilities,  and  its  assets,  giving 
such  particulars  as  will  disclose  the  general  nature  of  those  liabilities  and 
as.^ets,  and  how  the  value  of  the  fixed  assets  have  been  arrived  at,  but  the 
Balance  Sheet  need  not  include  a  statement  of  profit. 

This  section  embodied  a  new  provision,  enacted  by  the  1907  Companies 
Act,  viz.  that  in  connection  with  the  Balance  Sheet  it  is  now  necessary  to 
state  how  the  value  of  the  fixed  assets  have  been  arrived  at,  and  some  such 
statement  as  : — 

"  Freehold  property  is  taken  at  cost  price  ;  stock  as  valued  by  the 
manager  ;  investments  at  market  price,  31st  December," 
will  probably  be  sufficient  to  satisfy  this  requirement. 

Dividends. 

A  further  new  provision  of  considerable  importance  was  introduced  in 
1907  and  incorporated  in  Section  91  of  the  Companies  Consolidation  Act, 
1908,  giving  power  to  a  company  to  pay  interest  out  of  capital  in  certain 
cases,  viz.,  where  a  company  issues  shares  to  defray  the  cost  of  constructing 
buildings,  works,  or  plant,  which  cannot  be  made  profitable  for  a  lengthened 
period,  subject,  however,  to  the  following  conditions: — 

(1)  No  such  payment  shall  be  made  unless  the  same  is  authorised 
by  the  articles  or  by  special  resolution. 

(2)  No  such  payment,  whether  authorised  by  the  articles  or  by  special 
resolution,  shall  be  made  without  the  previoiis  sanction  of  the 
Board  of  Trade. 
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(3)  Before  sanctioning  any  such  payment,  the  Board  of  Trade  may,  at 
the  expense  of  the  company,  appoint  a  person  to  inquire  and 
report  to  them  as  to  the  circumstances  of  the  case,  and  may,  before 
making  the  appointment,  require  the  company  to  give  security 
for  the  payment  of  the  costs  of  the  inquiry. 

(4)  The  payment  shall  be  made  only  for  such  period  as  may  be 
determined  by  the  Board  of  Trade,  and  such  period  shall  in  no 
case  extend  beyond  the  close  of  the  half  year  next  after  the  half 
year  during  which  the  works  or  buildings  have  been  actually 
completed  or  the  plant  provided. 

(5)  The  rate  of  interest  shall  in  no  case  exceed  4  per  cent,  per  annum 
or  such  lower  rate  as  may  for  the  time  being  be  prescribed  by 
Order  in  Council. 

(6)  The  payment  of  the  interest  shall  not  operate  as  a  reduction  of 
the  amount  paid  up  on  the  shares  in  respect  of  which  it  is  paid. 

(7)  The  accounts  of  the  company  shall  show  the  share  capital  on 
which,  and  the  rate  at  which,  interest  has  been  paid  out  of  capital 
during  the  period  to  which  the  accounts  relate. 

Apart  from  this  power,  no  company  may  pay  dividends  except  out  of 
profits,  and  directors  who  wilfully  pay  dividends  out  of  capital  will  be 
personally  liable  to  make  good  the  same.    {Kingston  Cotton  Mills, 

It  has  been  held,  however,  that  they  are  not  liable  if  the  dividend  has  been 
paid  upon  the  result  of  a  bona  fide  valuation  of  assets  afterwards  found  to  be 
over-estimated  {Stringer's  case) ,  and  also  a  director  was  excused  liability  who 
was  absent  when  an  interim  dividend  was  authorised  by  his  co-directors. 

Shareholders,  knowing  they  are  receiving  dividends  paid  out  of  capital, 
have  been  ordered  to  indemnify  directors  for  the  amounts  so  received. 
(Maxham  v.  Grant.)  It  is  not  by  any  means  easy  to  decide  what  are  profits 
available  for  the  payment  of  dividend,  but  as  a  general  rule  the  excess  of  a 
company's  earnings  after  deducting  its  expenses  is  the  amount  of  its  profits  ; 
but  before  arriving  at  the  profits  available  for  dividends  it  is  only  right  that 
depreciation  should  be  provided  for  in  respect  of  its  wasting  assets,  and  it 
has  become  a  generally  accepted  principle  that  losses  arising  from  fixed 
assets  need  not  be  made  good,  but  those  occurring  upon  floating  assets  must 
be — before  a  dividend  can  be  paid — although  it  is  often  a  question  of  fact 
in  each  case  as  to  what  are  and  what  are  not  fixed  assets. 

The  following  rules  are  suggested  by  an  authority  for  the  guidance  of 
directors  in  this  matter  : — 

{a)  Every  company  should,  as  far  as  possible,  provide  for  unexpected 
losses  by  creating  a  Reserve  Fund. 

(6)  Provision  should  be  made  out  of  profits  for  replacing  depreciation 
or  wasting  property,  such  provision  being  measured  by  the  length 
of  time  during  which  the  property  may  reasonably  be  expected 
to  last ;  and  in  like  manner  sums  should  be  set  aside  to  allow  for 
debts  proving  bad. 

(c)  Accidents  such  as  ordinarily  occur  should  be  made  the  subject 
of  insurance,  the  premiums  being  paid  out  of  profits 

(d)  If  a  loss  occurs  and  the  provision  made  in  previous  years  is  not 
sufficient  to  make  good  the  amount,  it  is  not  safe  to  pay  dividends 
until  the  loss  is  made  good,  although  there  is  a  strong  ground  for 
arguing  that  under  such  an  article  as  Clause  80  of  the  original 
Table  A  the  loss  might  be  spread  over  several  years,  the  company 
paying  a  reduced  dividend  meanwhile. 

(e)  If  the  loss  is  large,  so  that  it  cannot  be  made  good  out  of  profits 
within  a  reasonable  period,  the  capital  should  be  reduced  with 
the  sanction  of  the  Court. 
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Audit. 

I  have  lelt  the  most  important  part  of  the  Act  affecting  accountants  to 
the  end,  and  this  is,  of  course,  the  provision  made  for  audit  and  auditors. 
Sections  112  and  113  are  so  important  that  I  must  give  them  in  full  : — 

(1)  Every  company  shall  at  each  annual  general  meeting  appoint 
an  auditor  or  auditors  to  hold  office  until  the  next  annual  general 
meeting. 

(2)  If  an  appointment  of  auditors  is  not  made  at  an  annual  general 
meeting,  the  Board  of  Trade  may,  on  the  application  of  any 
member  of  the  company,  appoint  an  auditor  of  the  company  for 
the  current  year,  and  fix  the  remuneration  to  be  paid  to  him  by 
the  company  for  his  services. 

(3^1  A  director  or  officer  of  the  company  shall  not  be  capable  of  being 
appointed  auditor  of  the  company. 

(4)  A  person,  other  than  a  retiring  auditor,  shall  not  be  capable  of 
being  appointed  auditor  at  an  annual  general  meeting  unless 
notice  of  an  intention  to  nominate  that  person  to  the  office  of 
auditor  has  been  given  by  a  shareholder  to  the  company  not 
less  than  fourteen  days  before  the  annual  general  meeting,  and 
the  company  shall  send  a  copy  of  any  such  notice  to  the  retiring 
auditor,  and  shall  give  notice  thereof  to  the  shareholders,  either 
by  advertisement  or  in  any  other  mode  allowed  by  the  articles, 
not  less  than  seven  days  before  the  annual  general  meeting. 

(5)  The  first  auditors  of  the  company  may  be  appointed  by  the 
directors  before  the  statutory  meeting,  and,  if  so  appointed,  shall 
hold  office  until  the  first  annual  general  meeting,  unless  previously 
removed  by  a  resolution  of  the  shareholders  in  general  meeting, 
in  which  case  the  shareholders  at  that  meeting  may  appoint 
auditors. 

(6)  The  directors  may  fill  any  casual  vacancy  in  the  office  of  auditor, 
but  while  any  such  vacancy  continues,  the  surviving  or  continuing 
auditor  or  auditors,  if  any,  may  act. 

(7)  The  remuneration  of  the  auditors  of  a  company  shall  be  fixed  by 
the  company  in  general  meeting,  except  that  the  remuneration 
of  any  auditor  appointed  before  the  statutory  meeting  or  to  fill 
any  casual  vacancy  may  be  fixed  by  the  directors. 

Section  113  : — 

(1)  Every  auditor  of  a  company  shall  have  a  right  of  access  at  all 
times  to  the  books  and  accounts  and  vouchers  of  the  company, 
and  shall  be  entitled  to  require  from  the  directors  and  officers  of 
the  company  such  information  and  explanation  as  may  be  necessary 
for  the  performance  of  the  duties  of  the  auditors. 

(2)  The  auditor  shall  make  a  report  to  the  shareholders  on  the 
accounts  examined  by  them  and  on  every  Balance  Sheet  laid  before 
the  company  in  general  meeting  during  their  tenure  of  office, 
and  the  report  shall  state  : — 

(a)  whether  or  not  they  have  obtained  all  the  information  and 
explanations  they  have  required  ;  and 

(6)  whether,  in  their  opinion,  the  Balance  Sheet  referred  to  in 
the  report  is  properly  drawn  up  so  as  to  exhibit  a  true  and 
correct  view  of  the  state  of  the  company's  affairs  and  according 
to  the  best  of  their  information  and  the  explanations  given  to 
them  and  as  shown  by  the  boohs  of  the  company. 

Subsection  iv.  is  of  very  great  importance  to  auditors,  and  was  first 
introduced  in  the  1907  Act.    There  is  no  doubt  it  was  introduced  to  prevent 
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a  company  quietly  displacing  an  auditor  who  had  been  too  conscientious  in 
his  duties  or  too  frank  m  his  report  for  the  directors'  liking,  for,  under  the  old 
Act,  he  could  be  displaced  without  any  notice  either  to  the  shareholders  or 
the  auditors. 

It  should  be  noticed  that  the  1900  Act  required  the  auditors  to  give  a 
certificate  and  a  report,  but  under  the  (Consolidation  Act  these  are  now 
blended  in  one  report.  There  is  unfortunately  nothing  in  the  Act  to  provide 
that  auditors  must  be  qualified  in  an}''  way,  although  when  the  Bill  of  1907 
was  before  Parliament  there  was  a  provision  that  at  least  one  auditor  of  every 
company  having  a  capital  of  / 100,000  should  be  a  professional  accountant. 
It  was,  alas,  rejected. 

It  has  been  said  that  auditors  are  agents  for  the  shareholders,  and  it  is  their 
duty  to  investigate  the  affairs  of  the  company  and  to  report  to  the  shareholders 
upon  them,  and  where  any  loss  arises  to  the  company  by  the  neglect  of  this 
duty  the  auditors  may  be  held  personally  responsible.  (Leeds  Estate  Building 
Society  v.  Shepperd.) 

When  once  the  auditors  have  made  a  report  to  the  directors  they  must 
firmly  refuse  to  either  modify  it  or  suppress  any  part  of  it. 

Decisions  affecting  Auditors. 
Lee  V.  Neuchatel  Asphalte  Co.,  Ltd. — 

Held,  that  a  company  may  by  its  articles  of  association  provide  for  the 
distribution  of  profits  arrived  at  before  making  good  the  depreciation  of 
fixed  assets. 

Vemer  v.  The  General  and  Commercial  Investment  Trust,  Ltd. — 

Held,  that  an  injunction  to  restrain  a  company  from  paying  a  proposed 
dividend  out  of  current  profits  on  the  ground  that  the  capital  of  the  company 
is  not  intact  must  be  refused  if  the  company  is  solvent  and  acting  within 
its  articles. 

Wilmer  v.  McNamara  &>  Co.,  Ltd. — 

Held,  that  a  company  cannot  be  restrained  from  declaring  a  dividend  out 
of  current  profits,  because  no  provision  has  been  made  for  depreciation  of 
fixed  assets. 

Cox  V.  Edinburgh  and  District  Tramways  Co.,  Ltd. — 

Held,  that  when  a  tramways  company  alters  its  system  from  horse  traction 
into  cable  traction,  nothing  need  be  written  off  Capital  Account  before 
paying  dividends  out  of  current  profits. 
Foster  v.  The  New  Trinidad  Lake  Asphalte  Co.,  Lid. — 

Held,  that  an  unexpected  appreciation  in  the  value  of  assets  taken  over 
by  a  company  at  its  formation  is  not  profit  available  for  dividend,  even 
though  the  asset  in  question  be  a  book  debt. 
Luhhock  V.  The  British  Bank  of  South  Africa,  Ltd. — 

Held,  that  if  a  company's  articles  of  association  so  provide,  a  profit  made 
on  the  sale  of  a  part  of  the  undertaking  is  available  for  dividend. 
The  Leeds  Estate  Building  and  Investment  Society,  Ltd.  v.  Shepherd. — 

Held,  to  be  an  auditor's  duty  to  see  that  accounts  he  certifies  are  actually 
correct.    Liability  for  neglect. 
The  Irish  Woollen  Co.,  Ltd.  v.  Tyson  and  others. — 

Held,ithat  when  the  accounts  of  a  company  have  been  falsified,  and  dividends 
improperly  paid  out  of  capital  in  consequence,  the  auditor  is  liable  if  the 
falsifications  might  have  been  discovered  by  the  exercise  of  reasonable  care 
and  skill. 

The  London  and  General  Bank,  Ltd. — 

Held,  that  the  auditor  of  a  company  registered  under  the  Companies 
Act,  1879,  is  an  "  officer  "  of  that  company  within  the  meaning  of  the  Com- 
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panics  (Winding-up)  Act,  1890,  and,  further,  that  an  auditor  is  guilty  of 
misfeasance  who,  when  dissatisfied  with  the  accounts  of  a  company,  does 
not  plainly  draw  attention  to  the  grounds  for  his  dissatisfaction  in  his 
certificate. 

In  the  case  of  the  Kingston  Mill  Co.,  Ltd. — 

Held,  that  in  the  absence  of  suspicious  circumstances,  an  auditor  is  not 
guilty  of  negligence  who  relies  upon  the  statement  made  by  trusted  officers 
of  the  company. 

The  London  Oil  Storage  Co.,  Ltd.  v.  Seeav,  Hasluck  &^  Co. — 

Held,  that  it  is  the  duty  of  the  auditor  of  the  company  to  take  proper 

steps  to  verif}^  the  existence  of  assets  stated  in  the  Balance  Sheet. 

In  conclusion,  I  should  like  to  quote  Lord  Lindley's  judgment  in  the 

London  <Sy  General  Bank  case  : — 

"  It  is  no  part  of  an  auditor's  duty  to  give  advice,  either  to  directors 
or  shareholders,  as  to  what  they  ought  to  do.  An  auditor  has  nothing 
to  do  with  the  prudence  or  imprudence  of  making  loans  with  or  without 
security.  It  is  nothing  to  him  whether  the  business  of  a  company  is 
conducted  prudently  or  imprudently,  profitably  or  unprofitably.  It 
is  nothing  to  him  whether  dividends  are  properly  or  improperly  declared, 
provided  he  discharges  his  own  duty  to  the  shareholders.  His  business 
IS  to  ascertain  and  state  the  true  financial  position  of  the  company  at 
the  time  of  the  audit,  and  his  duty  is  confined  to  that.  But  then  comes 
the  question.  How  is  he  to  ascertain  that  position  ?  The  answer  is  : 
By  examining  the  books  of  the  company.  But  he  does  not  discharge 
his  duty  by  doing  this  without  inquiry  and  without  taking  any  trouble 
to  see  that  the  books  themselves  show  the  company's  true  position.  He 
must  take  reasonable  care  to  ascertain  that  they  do  so.  Unless  he  does 
this,  his  audit  will  be  worse  than  an  idle  farce.  Assuming  the  books  to 
be  so  kept  as  to  show  the  true  position  of  the  company,  the  auditor  has 
to  frame  a  Balance  Sheet,  showing  that  position  according  to  the  bocks, 
and  to  certify  that  the  Balance  is  correct  in  that  sense  .  .  .  An 
auditor,  however,  is  not  bound  to  do  more  than  exercise  reasonable 
care  and  skill  in  making  inquiries  and  investigations.  He  is  not  an 
insurer  .  .  .  What  is  reasonable  care  in  any  particular  case  must 
depend  upon  the  circumstances  of  that  case.  Where  there  is  nothing 
to  excite  suspicion  very  little  inquiry  will  be  reasonably  sufficient,  and 
in  practice  I  believe  business  men  select  a  few  cases  at  haphazard,  see 
that  they  are  right,  and  assume  that  others  like  them  are  correct  also. 
Where  suspicion  is  aroused,  more  care  is  obviously  necessary." 
And  that  of  Lopes,  in  the  Kingston  Cotton  Mill's  case  : — 

"  It  is  the  duty  of  an  auditor  to  bring  to  bear  on  the  work  he  has  to 
perform  that  skill,  care,  and  caution  which  a  reasonably  competent, 
careful,  and  cautious  auditor  would  use.  What  is  reasonable  skill,  care, 
and  caution  must  depend  on  the  particular  circumstances  of  each  case. 
An  auditor  is  not  bound  to  be  a  detective,  or,  as  was  said,  to  approach 
his  work  with  suspicion,  or  with  a  foregone  conclusion  that  there  is 
something  wrong.  He  is  a  watch-dog,  not  a  bloodhound.  He  is  justi- 
fied in  believing  tried  servants  of  the  company  in  whom  confidence  is 
placed  by  the  company.  He  is  entitled  to  assume  that  they  are  honest, 
and  to  rely  upon  their  representations  provided  he  takes  reasonable 
care.  If  there  is  anything  calculated  to  excite  suspicion,  he  should  probe 
it  to  the  bottom  ;  but  in  the  absence  of  anything  of  that  kind  he  is  only 
bound  to  be  reasonably  cautious  and  careful  ....  It  is  not  the 
duty  of  an  auditor  to  take  stock  ;  he  is  not  a  stock  expert  ;  there  are 
many  matters  in  which  he  must  rely  on  the  honesty  and  accuracy  of 
others.    He  does  not  guarantee  the  discovery  of  all  fraud." 
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Woman  Secretary,* 

By  Miss  M.  E.  Wright. 

(Of  the  London  office  of  the  Liverpool  &  London  &  Globe  Insurance 
Company,  Ltd.) 

The  uninitiated  are  apt  to  imagine  that  no  special  qualifi- 
cations are  necessary  for  a  secretary,  but  in  the  following 
paper  Miss  Wright  shows  that  this  idea  is  entirely  wrong, 
and  deals  fully  with  the  knowledge  and  equipment  without 
which  efficiency  is  impossible . 

The  subject  of  my  paper  is,  as  you  are  aware,  "  The  Training  and  Equip- 
ment of  a  Woman  Secretary."  A  considerable  part  of  this  audience  is 
composed  of  members  of  the  sterner  sex,  whose  knowledge  of  the  subject 
may  be  somewhat  slight,  unless  they  number  among  their  relatives  or  friends 
ladies  who  practise,  or  aspiro  to  practise,  the  particular  calling  upon,  which 
I  propose  to  speak.  Whatever  the  point  of  view,  1  will  endeavour  to 
avoid  being  tedious  in  presenting  the  subject. 

I  will  begin  by  a  brief  reference  to  one  or  two  of  those  who  in  the  past 
have  practised  the  secretary's  craft.  The  profession  is  one  of  the  oldest  in 
the  world.  Wherever  there  was  a  man  of  deeds,  there  invariably  was 
also  a  secretary  to  record  them.  The  profession  of  a  secretary  was  also  one 
of  the  most  honourable.  In  ancient  days  the  holder  of  such  an  office  was 
always  a  prominent  personage.  Holy  writ  abounds  with  evidence  on  this 
point.  The  historical  books  of  the  Old  Testament  (from  which,  even  in 
these  modern  days,  the  majority  of  people  derive  their  chief  knowledge  of 
the  period  of  history  they  cover)  contain  many  references  to  the  import- 
ance assigned  to  the  position  of  a  Scribe.  Over  and  over  again,  in  the 
books  of  Samuel,  of  the  Kings,  of  the  Chronicles,  when  a  ruler  succeeded  to 
power,  there  are  set  forth  the  name  of  the  King  and  the  names  of  his  minis- 
ters, among  whom  the  Scribe  is  always  mentioned  in  company  with  such 
prominent  people  as  the  Master  of  the  Household,  the  Captain  of  the  Host, 
and  the  Keeper  of  the  Tribute.  Even  in  those  days  there  were  evidently 
Scribes  and  Scribes,  for,  in  the  seventh  chapter  of  the  Book  of  Ezra,  it  is 
written  of  one  man  that  he  was  a  ready  scribe.  The  same  verse  adds  that 
to  him  the  King  granted  all  his  requests — a  very  happy  state  of  things,  one 
would  imagine,  for  that  official. 

As  to  the  means  by  which  ancient  secretaries  kept  their  records.  In  the 
days  when  the  art  of  writing  was  unknown,  the  forerunner  of  the  present- 
day  secretary  preserved  his  record  by  word  of  mouth  (i.e.  by  means  of 
songs) ;  later,  by  rough  drawings  scratched  with  flints  on  rocks  and  stones ; 
then,  as  civilisation  slowly  developed,  and  some  three  thousand  years  ago 
£in  alphabetic  system  of  writing  was  evolved,  by  paintings  on  wood  and 
skins  by  means  of  reeds ;  later,  by  the  use  of  sharp-pointed  instruments  on 
boards  covered  with  wax,  or  on  clay  tablets  which  were  afterwards  baked  in 
the  sun ;  and  by  many  other  means,  "until  the  Chinese  invention  of  paper 
in  the  first  century  of  our  era  made  all  former  methods  old-fashioned.  The 
desirability  of  a  more  expeditious  system  of  writing  for  taking  notes  was 
early  felt.  Various  methods  of  comparatively  rapid  writing  by  means  of 
characters  briefer  than  ordinary  writing  were  developed  independently 
among  the  scribes  of  ancient  nations. 


♦A  paper  read  to  the  members  of  the  No.  i  Cornhill  Club,  which  consists  of  the  London  and 
District  staffs  of  the  Liverpool  &  London  &  Globe,  the  Central,  and  the  Thames  &  Mersey 
Marine  Insurance  Companies. 
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The  first  system  of  shorthand  (which  was  an  abbreviated  system  of  long- 
hand) of  which  any  account  has  come  down  to  our  time  is  attributed  to 
Cicero,  who  some  2,000  years  ago  taught  it  to  his  secretary,  a  slave  named 
Tiro.  This  Tiro  (who  is  described  as  a  youth  of  singular  parts  and 
industry,  extremely  serviceable  to  his  master  in  all  his  affairs,  both  civil 
and  domestic)  improved  the  system  considerably,  and  imparted  it  to  a  num- 
ber of  other  slaves.  (By  the  way,  for  several  centuries  shorthand  writers 
were  always  slaves.)  During  the  Consulate  of  Cicero  these  slaves  accom- 
panied Tiro  in  the  train  of  their  master,  in  order  to  report  his  speeches 
when  that  eminent  man  made  an  oration  in  the  Senate.  Their  system  of 
reporting  was  accomplished  by  means  of  what  one  may  call  "team"  work, 
that  is,  the  first  man  wrote  about  20  words,  the  next  man  then  did  similarly, 
and  so  on.  When  all  was  over  they  fitted  the  portions  together  and  pro- 
duced the  complete  whole.  This  is  the  first  record  that  has  come  down  to 
us  of  shorthand  writers  being  employed  for  public  purposes.  One  report 
only,  made  by  these  men,  has  been  preserved — namely,  the  speech  of  Cato 
in  the  Senate  supporting  Cicero  in  his  denunciation  of  the  famous  Catiline 
conspiracy. 

To  digress  for  a  moment,  these  shorthand  writers  and  their  successors, 
from  their  work  of  taking  notes,  were  called  Notarii,  and  from  the  fact 
that  they  grew  more  or  less  versed  in  the  laws  of  the  Empire,  were  regarded 
as  lawyers.    Our  word  Notary  is  thus  derived. 

To  return  to  Tiro  and  his  Notarii  ;  these  men  wrote  their  notes  on  wax- 
covered  boards  by  means  of  iron  styles.  When  the  notes  were  no  longer 
required,  the  wax  bearing  the  impression  was  rubbed  smooth  (cylindrical 
phonograph  records  are  similarly  treated  to-day),  and  the  board  used  over 
and  over  again  until  the  wax  grew  too  thin,  when  the  board  was  re-coated. 
\\  hen  it  was  desired  to  preserve  a  record,  the  characters  were  copied  on  to 
tablets  of  various  materials,  most  frequently  clay  tablets,  which  were  after- 
wards baked  in  the  sun  and  thus  made  permanent.  Eventually  the  use  of  the 
iron  stylus  was  prohibited  by  law,  bone  or  ivory  being  substituted.  This 
was  in  consequence  of  a  riot  in  the  Senate,  when  certain  Notarii  stabbed 
to  death  with  their  styles  a  Senator  whose  views  were  in  opposition  to  those 
of  their  master  ! 

All  the  secretaries  of  ancient  times  appear  to  have  been  men.  Woman 
as  a  secretary  is  an  entirely  modern  product,  and  to  trace  her  rise  it  is 
necessary  to  pass  over  a  gap  from  Tiro  of  nearly  2,000  years.  The  gradual 
transition  of  society  from  the  far-off  communal  life  of  the  tribe  to  the  highly- 
developed  industrial  system  of  to-day  has  produced  a  revolutionary  change 
in  the  life  of  women.  Until  the  last  century  it  was,  in  Europe,  usually  on 
men  alone  that  the  burden  fell  of  providing  by  their  own  exertions  outside 
the  home  the  food,  clothes,  home  and  protection  which  afforded  the  means 
of  existence  for  themselves  and  their  families.  Women  administered  and 
developed  within  the  home  what  had  already  been  created — a  very  different 
thing. 

But  a  new  state  of  affairs  was  to  arise.  Towards  the  end  of  the  i8th 
century  the  construction  of  canals  in  this  country,  followed  soon  after  by  the 
discovery  of  steam  power,  introduced  improved  means  of  transit.  This, 
together  with  the  introduction  of  machinery  into  manufacture,  revolutionised 
the  life  of  the  whole  world.  The  application  of  these  new  principles  resulted 
in  many  complications  and  developments.  Prior,  say,  to  1760,  there  was 
in  England  no  system  of  employer  and  employed  as  we  know  it.  Speak- 
ing generally,  men  and  women  carried  on  home  industries,  and  produced 
for  themselves  and  for  their  near  neighbours  what  was  required.  But  with 
better  means  of  transit  there  came  into  existence  the  middleman,  who  took 
over  and  sold  elsewhere  the  products  of  home  industry,  and  thus  stimu- 
lated output.  This  in  turn  afforded  an  impetus  to  invention,  and  resulted 
in  the  gradual  introduction  of  methods  which  increased  a  hundredfold  the 
output  of  individual  workers.    Then  came  the  use  of  steam-power,  followed 
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by  concentration  in  production,  and  the  consequent  development  of  the 
factory  system.  This  system  sounded  the  death-knell  of  the  home  indus- 
tries of  England,  for  from  this  time  forward  the  mass  of  the  people  ceased 
to  be  their  own  masters. 

In  this  country,  the  result  was  that  for  the  first  time  it  became  neces- 
sary for  the  daughters  of  families,  by  the  hundred  thousand,  to  go  outside 
their  homes  in  order  to  seek  the  means  of  livelihood.  In  the  early  days  of 
the  movement  there  were  practically  only  three  principal  avenues  open  m 
such  women,  viz.  domestic  and  allied  service,  teaching  in  private  families, 
and  working  in  mills  and  similar  undertakings;  but  during  the  last  fifty 
years  the  spread  of  education  has  widened  the  general  outlook,  and  the 
expansion  of  human  activity  consequent  on  improved  means  of  transit  all  over 
the  world  has  created  innumerable  new  outlets,  and  called  for  workers 
of  every  kind  and  degree. 

The  stupendous  increase  of  trade  created  openings  for  vast  numbers 
of  clerical  workers.  The  continued  development  of  trade  hastened  the  use 
and  perfection  of  the  typewriting  machine,  which,  in  conjunction  with 
shorthand,  proved  to  be  the  "  Open  Sesame  "  for  women  desiring  to  enter 
business  life.  It  was  about  the  year  1886  that  the  appearance  of  the  type- 
writer as  a  commercial  instrument  in  this  country  began  to  draw  women 
into  business  offices  as  typists  and  shorthand  writers.  As  a  rule  they  had 
no  knowledge  whatever  of  business,  and  their  work  being  an  innovation 
they  had  no  previous  experience  to  guide  them.  From  the  start  they  tended 
towards  expertness  in  their  craft  rather  than  to  real  knowledge  of  the  busi- 
ness in  which  they  were  engaged.  To  a  greater  degree  than  any  other 
clerical  worker  they  undertook  work  which  could  be  done  correctly  without 
its  raison  d^etre  being  necessarily  understood.  The  effect  of  this  was  to 
make  it  difficult  for  shorthand-typists,  pure  and  simple,  to  learn  a  business, 
and  their  opportunities  for  advancement  were  correspondingly  limited.  The 
recognition  of  the  handicap  was  the  first  step  towards  improvement.  The 
woman  compelled  to  earn  her  own  livelihood  sought  ways  and  means  to 
improve  her  status. 

Fortunately  the  enormous  expansion  of  trade  during  the  last  quarter 
of  a  century,  with  its  unlimited  scope  for  ability  of  every  degree,  has  pro- 
vided women  in  business  with  opportunities  for  doing  work  of  import- 
ance and  interest,  and  there  are  now  few  branches  of  commerce  in  which 
women  are  not  employed  in  one  capacity  or  another.  On  the  clerical  side 
of  business  up  to  the  present  the  greatest  numbers  of  women  have  devoted 
themselves  to  shorthand-writing  and  typewriting.  The  higher  grades  of 
shorthand  writers  fall  into  two  classes,  one  devoting  itself  entirely  to 
competent  high-speed  work,  and  the  other,  which  I  shall  now  describe, 
undertaking  the  more  varied  duties  of  a  secretary. 

On  the  administrative  or  executive  side  of  any  undertaking,  one  of  the 
most  interesting  positions  open  to  a  woman  at  the  present  time  is  that  of 
secretary  to  a  principal  officer.  In  commerce,  in  these  days,  the  head  of  an 
important  undertaking  entrusts  the  technical  working  of  the  business  to 
experts  in  each  branch.  He  himself  devotes  his  attention  to  the  general 
policy  of  the  concern,  and  to  the  most  important  decisions  arising  out  of 
each  day's  happenings.  He  holds  his  office  because  of  his  superior  powers 
and  larger  mastery  of  affairs,  and  is  apt  to  be  a  greatly  occupied  man  who 
will  find  it  essential  to  employ  a  secretary  or  secretaries.  It  is  obvious  that 
an  efficient  chief  will  require  efficient  service. 

Up  to  the  present,  women  secretaries  have  usually  begun  their  careers 
as  shorthand-typists,  and,  having  been  promoted,  have  gained  knowledge  and 
experience  as  they  went  along.  This,  of  course,  is  an  excellent  method, 
but  it  is  not  ideal.  Many  qualifications  are  demanded  of  the  modern 
secretary,  and  it  is  best  to  acquire  as  many  of  them  as  possible  before  enter- 
ing on  the  actual  practice  of  the  secretarial  career. 
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What  is  the  equipment  to  be  acquired  by  a  young  woman  desiring  to 
become  a  first-class  business  secretary?    In  outline  it  is  as  follows  : — 
First. — A  good  gemeral  education. 

Second. — First-class  specialised  knowledge  of  chief  technical  subjects. 
Third. — Elementary  business  knowledge. 

Good  General  Education. 

The  standard  of  education  should  be  as  high  as  possible — certainly  not 
lower  than  matriculation  standard — including  at  least  one  foreign  language. 
I  draw  special  attention  to  the  importance  of  English.  It  is  absolutely 
essential  for  a  secretary  to  attain  a  mastery  of  fluent  and  correct  composi- 
tion. During  the  working  day  there  is  no  time  to  consider  over-long  the 
construction  of  a  sentence  or  to  ponder  phraseology,  yet  it  is  a  sine  qua 
non  that  correspondence  shall  accord  with  the  dignity  and  tone  of  the 
important  undertaking  from  which  it  emanates.  Study  and  practice  alone 
will  produce  this  mastery.  It  is,  of  course,  essential  that  there  should  be 
no  possibility  of  a  grammatical  or  spelling  error  in  the  productions  of  a 
secretary. 

Specialised  Knowledge  of  Chief  Technical  Subjects. 

First  and  Foremost — Shorthand. — The  equipment  in  shorthand-writing 
must  be  absolutely  first-class,  combining  thorough  mastery  in  writing  and 
reading  back.  A  speed  of  less  than  150  words  per  minute  is  not  first-class. 
When  writing  shorthand  legibility  should  be  aimed  at,  so  that  third  parties 
can,  if  necessary,  transcribe  the  notes. 

Second. — A  mastery  of  typewriting,  and  of  all  modern  methods  of  making 
duplicate  copies.  There  should  be  a  speed  here  of  not  less  than  60  words 
per  minute.  Secretaries  frequently  have  to  work  under  great  strain,  and 
fast  typewriting  is  always  an  advantage.  As  regards  the  machine,  there 
are  so  many  excellent  varieties  of  typewriters  nowadays,  that  so  long  as 
an  instrument  has  what  is  known  as  the  standard  keyboard  it  is  unnecessary 
to  recommend  any  special  make. 

Third. — Efficient  knowledge  of  methods  of  filing  correspondence.  This  is 
very  important  work. 

Elementary  Business  Knowledge. 

My  final  general  heading,  viz.  "  elementary  business  knowledge,"  covers 
a  somewhat  wide  field.  Lest  the  range  be  thought  too  wide,  I  would  remind 
you  that  an  efficient  secretary  must  aim  to  be  an  expert  in  one  or  two  sub- 
jects, and  to  have  as  broad  a  general  knowledge  as  it  is  possible  to  acquire. 
One  is  hardly  able  to  know  enough,  or  to  have  too  many  qualifications. 
What  I  have  called  "elementary"  information  should  include: — 

{a)  A  good  knowledge  of  the  Post  Office  guide.  Read  with  a  little  imagina- 
tion, this  guide  can  be  a  fascinating  study,  for  it  is  a  mine  of  interesting 
information.  Time  spent  in  gaining  a  knowledge  of  the  "out-of-the-way" 
services  the  Post  Office  renders  is  repaid  over  and  over  again,  especially 
as  it  is  in  times  of  pressure  that  such  information  is  usually  required. 

[b)  A  good  knowledge  of  railway,  ocean,  and  air  routes  all  over  the 
world,  with  their  ports  and  places  of  call,  not  omitting  a  knowledge  of  the 
highways,  by-ways,  and  subways  of  London. 

{c)  A  knowledge  of  the  principal  cable  systems,  methods  of  cabling,  and 
codes  used  in  connection  therewith,  not  forgetting  a  knowledge  of  the  time 
in  the  principal  cities  of  the  world.  There  is  no  advantage  in  despatching 
a  cable  at  3  o'clock  in  the  afternoon  at,  say,  half-a-crown  a  word  which 
will  arrive  at  its  destination  at  midnight,  if  by  arranging  foi  the  cable 
to  be  despatched  some  hours  later  it  will  go  at  half-price,  and  arrive  when 
the  recipient  is  awake  ! 

\d)  An  elementary  knowledge  of  foreign  systems  of  coinage  and  weights 
and  measures  and  their  English  equivalents. 

{e)  An  elementary  knowledge  of  bookkeeping. 


444 


The  Training  and  Equipment  of  a  Woman  Secretary. 


(/)  An  elementary  knowledge  of  banking  arrangements— for  instance, 
knowledge  of  the  procedure  in  regard  to  sucTi  simple  matters  as  the  way  to 
draw  cheques,  to  cross  cheques,  endorsements  necessary  before  paying  into 
banks,  pass-books,  &c, 

(g)  An  elementary  acquaintance  with  books  of  reference,  such  as,  for 
instance,  Whitaker's  'Almanack,  Post  Office  Directory,  Who's  Who,  Direc- 
tory of  Directors,  Stock  Exchange  Year  Book,  Bradshaw,  &c.  &c.,  names  of 
periodicals  published  for  various  professions  and  businesses,  such  as  the 
Post  Magazine,  &c.,  for  insurance.  Bankers'  Magazine,  &c.,  for  banking,  and 
so  forth.  It  is  very  important  to  know  w'here  to  look  for  any  information 
that  may  be  required.  One  or  two  special  publications  in  connection  with 
the  line  of  business  in  which  the  secretary  is  engaged  should  be  read  atten- 
tively. Further,  a  good  newspaper,  such  as  The  Times,  should  be  read,  as 
it  gives  a  comprehensive  survey  of  important  happenings  in  the  world,  and 
a  studenit  of  such  a  paper  cannot  fail  to  be  well  informed. 

It  will  be  obvious  thalt  the  embryo  secretary  who  possesses  the  know- 
ledge I  have  enumerated  will  have  her  mind  freer  to  deal  with  the  problems 
she  meets  when  she  enters  upon  her  duties,  than  a  person  not  so  well 
equipped;  and  it  is  equally  obvious  that,  after  she  has  taken  up  her  work, 
the  more  knowledge  she  can  assimilate  the  better  the  prospect  of  advance- 
ment as  the' years  elapse. 

I  have  now  reached  the  stage  at  which  an  aspirant  for  a  secretaryship  is 
ready  to  enter  upon  her  duties.  Upon  taking  up  a  position  the  names  and 
addresses  and  telephone  numbers  of  the  undertaking,  together  with  the 
same  information  in  regard  to  the  chief  officials,  should  be  immediately  com- 
mitted to  memory,  and  as  early  as  possible  it  should  also  be  noted  how  the 
latter  sign  their  names.  This  is  usually  a  sure  intimation  of  how  they 
like  to  be  addressed. 

A  copy  of  Who's  Who,  the  current  telephone  directory,  and  the  particular 
book  of  reference  of  the  profession  engaged  in  (as  for  instance,  with  us., 
the  Post  Magazine  Almanac),  should  be  kept  on  the  secretary's  desk,  and 
brought  up  to  date  by  entries  of  particulars  seen  in  the  press,  or  learnt  other- 
wise, in  connection  with  people  with  whom  the  business  has  to  do.  It  is 
very  necessary  to  keep  abreast  of  such  current  developments  in  order  to 
avoid  hurting  the  susceptibilities  of  correspondents  by  failure  to  designate 
them  in  the  correct  manner  to  which  they  are  entitled.  For  instance,  to  a 
greater  extent  every  year  it  becomes  necessary  for  rnen,  already  heavily 
engaged  in  important  businesses,  to  become  members  of  committees  or  associa- 
tions affecting  their  particular  interests,  or  to  become  members  of  other  more 
or  less  public  bodies,  and  they  may  be  appointed  to  the  office  of  chairman  or 
president,  and  so  on.  Any  such  new  development  should  be  entered  imme- 
diately in  the  book  of  reference. 

The  habit  of  reading  names  and  addresses  and  telephone  numbers  "  with 
attention  "  is  a  practice  that  should  be  cultivated,  thus  making  it  simple  to 
train  a  reliable  visual  memory  for  this  kind  of  information.  This  is  not 
really  difficult.  Many  people  spell  correctly  entirely  by  this  method.  A 
word  looks  right  or  wrong,  as  the  case  may  be.  Of  course,  in  the  first 
instance,  the  information  must  be  verified  in  order  to  be  sure  it  is  correct. 

As  it  is  obvious  that  any  advice  that  is  to  be  useful  must  include  much 
that  has  reference  to  very  elementary  matters,  I  will  now  mention  a  very 
simple  thing.  What  I  may  call  the  secretary's  tools^ — her  pen,  pencil,  note- 
book, paper,  and  typewriter — should  always  be  in  perfect  condition  for 
instant  use.  There  must  be  no  waiting  until  the  moment  arrives  to  fill  the 
fountain-pen,  sharpen  the  pencil,  find  the  notebook,  or  clean  the  type. 
Further,  in  business  hours  the  secretary  should  not  stir  from  her  desk 
without  pen  or  pencil  and  notebook.  It  should  be  her  business  to  be  always 
ready.  While  on  this  point  I  would  urge  the  importance  of  a  secretary's 
being  able  to  write  under  adverse  or  inconvenient  conditions.  In  an  emer- 
gency she  should  be  able  to  take  notes  while  standing  up,  or  in  a  train  or 
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other  moving  vehicle.  It  is  on  such  occasions  as  these  that  the  first-class 
mastery  of  a  high  shorthand  speed  is  useful.  In  moments  of  pressure,  if 
there  is  no  reserve  of  shorthand  speed  to  fall  back  upon,  mistakes  occur  at 
a  time  when  of  all  times  there  should  be  no  mistakes. 

It  is  very  important  for  a  secretary  to  observe,  immediately  upon  entering 
her  new  office,  the  manner  in  which  the  correspondence  and  all  other  matters 
within  her  purview  have  been  conducted  up  to  that  time.  It  is  a  reason- 
able deduction  that  things  have  been  done  in  the  manner  the  chief  prefers. 
Therefore,  the  new  secretary  will  "  carry  on,"  until  experience  shows  her 
where  there  is  opportunity  for  improving  existing  methods.  It  should  be 
remembered  that  the  secretary's  duty  is  to  economise  the  time  and  energy 
of  the  chief  by  relieving  him  of  as  much  as  possible  of  what  may  be  termed 
the  drudgery  of  the  day's  work.  To  keep  a  list  of  all  engagements  and  see 
that  none  are  overlooked,  to  take  down  dictated  notes  and  return  perfectly 
written  letters  for  signature,  to  attend  efficiently  to  correspondence 
entrusted  to  the  secretary  to  deal  with  or  answer  without  dictation — all  this 
means  a  great  saving  of  time  to  a  busy  man. 

A  matter  of  very  great  importance  is  to  study  the  personality  of  the 
chief.  From  the  first  entry  into  a  position  the  chief's  methods  of  doing 
his  work,  his  routine  and  his  individual  characteristics,  should  be  closely 
observed.  The  very  fact  that  a  man  requires  a  secretary  pre-supposes  him 
to  have  more  work  than  he  can  get  through  himself.  What  he  cannot 
accomplish  himself  is  doubly  valuable  to  him  if  it  is  done  as  nearly  as 
possible  in  his  own  manner.  He  is  naturally  in  possession  of  fuller  informa- 
tion in  regard  to  matters  he  deals  with  than  the  secretary  can  possibly 
be;  yet  long  explanations  cannot  be  given.  Therefore,  it  is  extremely 
im.portant  to  gain  by  observation  as  much  knowledge  as  possible  of  how 
things  are  done,  and  of  what  is  required  to  be  done,  without  "  waiting 
to  be  told." 

To  anyone  who  reflects  for  a  moment  it  is  apparent  that  the  duties  of  a 
secretary  call  far  a  high  degree  of  interest  in  the  work  undertaken.  To 
interest  must  be  added  willingness  and  industry.  The  work  of  the  secre- 
tary is  continuously  under  the  chief's  notice,  and  poor  work  is  immediately 
apparent,  because  it  affects  his  convenience. 

It  is  necessary  for  a  secretary  to  be  ready  frequently  to  devote  time  to 
her  work  over  and  above  the  regular  business  hours.  Each  individual  chief 
will  follow  his  own  plan  of  action,  and  the  life  of  the  secretary  has  to  be 
moulded  accordingly. 

In  conclusion,  I  will  refer  to  a  point  of  view  which  has  often  been  pressed 
on  me  by  girls  when  discussing  the  pros  and  cons  of  taking  up  the  work  of  a 
secretary.  There  appears  to  be  clamour  about  the  word  "  secretary."  The 
uninitiated  are  apt  to  imagine  that  the  duties  are  light  and  easy,  and  that 
the  majority  of  the  qualifications  I  have  described  are  really  unnecessary 
to  acquire.  This  is  a  great  mistake.  I  think  it  will  be  agreed  that 
moderate  success  in  one's  undertakings  is  essential  to  happiness.  There  is 
no  future  in  any  profession  for  people  content  with  the  minimum  of  effort, 
knowledge,  and  equipment.  To  be  successful  there  must  be  a  high  standard. 
How  else  can  one  be  ready  to  take  advantage  of  opportunity  when  it  comes? 

I  would  recommend  any  girl  in  the  possession  of  good  health  to  shun  the 
position  that  calls  for  little  or  no  exertion,  and  that  never  puts  her  powers 
to  the  test.  This  is  not  the  way  to  develop  capability  ;  and,  after  all,  if  one 
has  to  work  for  one's  living,  why  not  be  first-rate? 

At  the  close  of  the  paper  a  discussion  took  place,  to  which  Mr.  Hugh 
Lewis,  Mr.  Brown,  Mr.  Toyne,  Mr.  Hytch,  Miss  White,  and  Miss  Milnes, 
M.A.,  contributed. 

Miss  White,  in  the  course  of  her  remarks,  mentioned  that  Miss  Wright 
was  the  first  of  her  sex  to  gain  Pitman's  certificate  for  200  words  per 
minute,  which  feat  was  accomplished  at  the  remarkably  early  age  of  15. 

At  the  termination  of  the  discussion,  a  hearty  vote  of  thanks  was  passed 
to  the  lecturer  on  the  moticn  of  Miss  Chesshire,  seconded  by  Miss  Laws. 
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The  questions  "  Is  a  Whitley  Council  practicable?"  and  "  Can  Account- 
ants' Clerks  be  graded?"  are  still  in  the  melting-pot,"  and  meantime  the 
National  Guild  is  making  strenuous  attempts  to  prove  that  the  answers  are 
in  the  affirmative. 

The  Councils  of  both  the  Institute  and  Society  have  been  requested  to 
receive  a  deputation  of  the  Guild's  representatives  to  discuss  the  matter  from 
the  clerks'  point  of  view,  without  which  frank  discussion  the  matter  cannot 
have  been  fully  considered  by  the  respective  Councils. 

The  replies  to  our  requests  were  almost  identical  to  the  effect  "  that  no  use- 
ful purpose  could  be  served  by  receiving  such  a  deputation."  Are  account- 
ants' clerks  a  class  entirely  separate  and  apart  from  all  other  workers?  On 
every  hand  we  have  cases  of  employers  being  ready  and  anxious  to  meet 
their  employees  on  common  ground  to  discuss  terms  and  conditions  of  employ- 
ment, all  to  their  mutual  advancement,  to  say  nothing  of  H.M.  Government 
recommending  and  adopting  "  Whitley  Councils,"  whenever  possible,  in  the 
Civil  Service. 

In  all  cases  of  unrest  there  must  be  two  points  of  view  :  that  of  the  employer, 
who  desires  to  make  as  large  a  profit  as  possible,  and  that  of  the  employee, 
who  naturally  and  justly  desires  a  reasonable  -portion  of  the  profits  earned. 
All  thinking  men  admit  that  the  prevalent  industrial  unrest,  if  allowed  to 
continue  unsatisfied  and  unchecked,  will  inevitably  lead  to  the  downfall  of 
the  premier  position  this  country  has  held  as  a  commercial  nation,  and  it 
should  be  the  desire  of  all,  if  possible,  to  satisfy  reasonable  demands. 

The  object  of  the  National  Guild  is  to  find  that  common  ground  upon 
which  both  practising  accountants  and  their  clerks  can  secure  mutual  satis- 
faction. Frankly,  we  ask  all  readers  of  The  Accountants''  Journal,  Is  grading 
impossible?  Every  accountant  knows  the  answer,  and  The  Accountant,  in 
its  leading  article  dated  the  iith  September,  supports  our  contention  that: 
"To  fix  a  minimum  scale  of  professional  charges,  it  will  be  necessary  to 
"  grade  all  clerks  systematically.  This  should  not  be  a  difficult  matter,  and 
"  we  certainly  do  not  agree  with  those  who  maintain  that  accurate  classifica- 
"  tion  is  impracticable." 


A  meeting  of  the  National  Guild  of  Accountants'  Clerks  was  held  in  the 
Channing  Hall,  Bradford,  on  Friday,  the  24th  September,  for  the  purpose 
of  forming  a  branch  of  the  Guild  in  the  district.  The  meeting  was  well 
attended,  and  a  number  of  clerks  from  Leeds  were  present. 

Being  assured  by  those  present  that  there  was  a  great  deal  of  dissatisfac- 
tion in  the  profession  with  the  present  rate  of  salaries  paid,  the  Assistant 
Organising  Secretary  of  the  Guild,  Mr.  G.  Johnson,  B.A.,  addressed  the 
meeting. 

At  the  outset,  he  informed  them  that  the  Guild  was  not  a  trade  union,  but 
that  it  was  hoped  that  by  adopting  all  that  was  best  from  the  principles  of 
trade  unionism  to  realise  the  objects  for  which  the  Guild  was  formed,  and 
thereby  to  materially  benefit  its  members. 

He  reviewed  the  general  position  of  the  salary  question,  and  pointed 
out  that  they  were  in  reality  among  the  worst  paid  class  of  the  community. 
As  individualism  had  failed  to  produce  any  satisfactory  result,  it  was  only 
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by  means  of  organising  and  presenting  their  case  as  a  united  body  that 
anything  concrete  could  be  accomplished.  The  Guild  was  such  an  organisa- 
tion. It  had  offered  the  employers  an  easy  way  out  by  suggesting  the 
establishment  of  a  "  Whitley  Council  "  for  the  profession.  He  stated  that 
the  Guild  had  requested  the  Council  of  both  the  "  Institute  "  and  "  Society  " 
to  receive  a  deputation  of  their  representatives,  and  read  their  replies. 
These  were  to  the  effect  that  no  good  purpose  would  be  served  by  receiving 
such  a  deputation. 

He  then  aske'd,  Why  do  they  so  resolutely  refuse  to  receive  us  on  this  ques- 
tion? The  answer  was  to  be  found,  not  in,  as  they  stated,  the  impossibility 
of  grading,  but  in  the  fact  that  the  formation  of  a  Whitley  Council  would 
inevitably  lead  to  a  revision  of  the  salaries  paid,  and  a  subsequent  all-round 
increase.  He  went  on  to  say  that  a  scale  had  been  drawn  up  and  adopted, 
and  that  where  it  had  been  outlined  to  provincial  Societies,  general  approval 
had  been  expressed,  not  only  as  to  its  equitable  nature,  but  as  forming  a 
basis  upon  which   grading  could  be  built. 

'Mr.  Johnson  further  warned  them  that  the  scale  proposed  was  not  such 
as  to  put  a  premium  on  inefficiency  ;  on  the  contrary,  its  base  was  efficiency, 
and  those  who  made  themselves  efficient  would  be  amply  repaid  for  the  time 
and  study  necessarily  entailed.  This  was  in  the  interests  of  the  employer 
as  much  as  the  employee,  and,  further,  the  best  brains  had  some  inducement 
to  remain  in  the  profession  instead  of,  as  now,  to  seek  advancement  outside. 
He  briefly  outlined  the  other  objects  of  the  Guild,  viz.  a  roster  of  appoint- 
ments, and  a  contributory  pension  scheme,  and  concluded  by  entreating  all, 
in  their  own  interests,  earnestly  to  consider  this  matter  and  decide  to  join 
the  Guild.  The  sooner  they  did  this  the  quicker  would  the  aims  of  the 
Guild  be  achieved. 

The  Hon.  Local  Secretary  of  the  Manchester  Branch,  Mr.  T,  Croft, 
followed. 

Mr.  Croft,  after  reviewing  the  general  position  of  clerks  with  respect 
to  salaries,  gave  them  some  idea  of  the  wretched  salaries  paid  in  Man- 
chester, and  stated,  from  what  he  had  learned,  that  affairs  were  little  better 
in  Bradford.  So  acute  had  things  become  in  Manchester  that  a  junior  was 
scarcely  to  be  had,  and  seniors  were  leaving  for  better-paid  spheres. 
Employers  complained  that  clerks  were  inefficient,  and  if  this  were  so,  the 
employers  got  what  they  paid  for — the  scale  proposed  by  the  Guild  offered 
what  was  needed,  viz.  fair  remuneration  for  efficient  work.  He  then  went  on 
to  give  an  account  of  his  interview  with  the  Manchester  Society.  He  assured 
them  that  they  were  entirely  with  them  in  the  movement ;  that  they  ridiculed 
the  contention  of  the  central  bodies  that  grading  was  impossible.  They  all 
knew  that  grading  was  a  feature  of  every  office,  and  he  knew  at  least  one  firm 
where  the  principals  themselves  were  graded.  He  concluded  with  a  strong 
appeal  to  them  to  join,  and  thus  effect  a  change  in  conditions. 

In  a  few  choice  words,  Mr.  Pickles,  a  late  member  of  the  Manchester 
Committee,  emphasised  the  need  for  organisation,  and  exhorted  all  present 
to  show  themselves  true  Yorkshiremen  by  forming  such  a  branch  in  Bradford 
as  would  cause  Manchester  to  look  to  its  laurels  ! 

After  remarks  by  others  present  a  resolution  was  unanimously  passed, 
"  That  it  is  in  the  best  interests  of  clerks  in  the  district  to  form  a  branch 
of  the  Guild." 

A  Committee  and  Local  Honorary  Secretary  were  appointed,  and  they 
undertook  to  organise  a  mass  meeting  of  accountants'  clerks  to  be  held  at  an 
early  date. 


Printed  and  Published  by  Gee  &  Co.  (Publishers)  Ltd.,  14  Queen  Victoria  Street,  London,  E.C.4 


The  Accountants'  Journal 

(Incorporating  the  Accountants'  Students'  Journal  and  the  Administrator.) 

Vol.  XXXVIII.         DECEMBER  1920  No.  452 


Municipal    Finance. — I. 

By  J.  H.  McCall,  F.S.A.A. 

The  subject  of  Municipal  Finance  is  of  particular 
interest  at  the  present  time,  and  owing  to  the  numerous 
Statutes  and  Regulations  which  govern  the  operations  of 
local  authorities  it  is  one  which  presents  many  complexities 
to  puzzle  the  student.  The  following  article  is  the  first  of  a 
series  by  Mr.  J .  H.  McCall,  the  Borough  Accountant  of 
Croydon,  in  which  he  gives  a  clear  exposition  of  the  problems 
involved  in  Municipal  Finance . 

Introduction. 

Municipal  Finance  "  may  be  defined  as  the  system  of  managing  the 
finances  of  a  local  authority.  The  expression  is  often  erroneously  used 
in  a  wider  sense  to  include  the  law  relating  to  finance,  systems  of 
accountancy,  and  even  the  principles  of  rating.  In  order  to  attempt  a 
plain  statement  of  what  is  involved  in  the  problem  relating  to  municipal 
finance,  it  will  be  necessary  to  exclude  such  extraneous  matter,  and  limit 
oneself  to  the  consideration  of  the  ways  and  means  of  keeping  a  local 
authority  in  funds  from  year  to  year. 

Even  if  the  subject  is  confined  within  the  limits  of  the  definition  given, 
it  will  be  found  sufficiently  complex  to  interest  the  most  thoughtful 
student.  Much  consideration  has  been  latterly  directed  to  a  study  of  the 
various  problems  involved,  owing,  no  doubt,  to  the  close  relationship 
existing  between  local  and  national  finance.  The  increased  duties  and 
responsibilities  thrown  upon  the  local  authorities,  in  order  that  the 
reconstruction  schemes  of  the  Government  may  be  put  into  execution, 
have  created  financial  difficulties,  the  solution  of  which  will  not  be  easy. 
The  operations  of  a  local  authority  are  governed  by  numerous  statutes, 
and  regulated  by  countless  orders  which  emanate  without  ceasing  from 
the  Government  departments  concerned.  Although  at  first  sight  it  may 
appear  to  the  student  that  the  subject  is  dull  and  lacking  in  interest, 
yet  this  is  far  from  being  so,  as  I  shall  endeavour  to  prove  in  this  and 
succeeding  articles.  There  is,  however,  one  danger  the  student  must 
endeavour  to  evade — that  of  being  so  buried  in  the  study  of  detail  as  to 
lose  his  sense  of  perspective. 
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Factors  affecting  Municipal  Finance. 

If  we  bear  in  mind  the  main  question  of  ways  and  means,  the  subject 
will  naturally  lend  itself  to  a  discussion  of  the  main  factors  which 
materially  affect  the  finances  of  a  local  authority.  These  may  be  classi- 
fied as  follows  : — 

(a)  Local  Control. 

A  local  authority  acts  upon  the  reports  of  committees  to  whom  are 
delegated  the  management  of  certain  specified  services ;  these  are 
known  as  the  Spending  Committees.  It  is  the  duty  of  the  Finance 
Committee  to  devise  ways  and  means  for  finding  the  funds  where- 
with these  committees  may  be  enabled  to  carry  out,  through  their 
Executive  Departments,  the  duties  devolvin<^  upon  them.  This  com- 
mittee generally  acts  upon  the  advice  of  the  ofiRcers  of  the  Corporation, 
and  sometimes  has  the  benefit  of  the  exceptional  financial  experiences 
of  members  who  may  be  possessed  thereof.  Generally,  however,  the 
principles  of  economy  do  not  receive  much  more  acknowledgment  than 
occasional  loud  complaints  at  extravagance,  without  any  effective 
suggestions  by  way  of  real  remedy.  This  committee  must  make 
recommendations  to  the  Council  as  to  the  rates  to  be  levied  or  sums 
to  be  borrowed.  The  Council  of  the  Corporation  receives,  at  its  regu- 
lar meetings,  the  reports  of  its  committees,  and  may  adopt,  revise,  or 
reject  the  recommendations  made.  The  most  important  feature,  how- 
ever, is  the  power  of  the  Council  to  suddenly  promote  schemes  which 
require  financing,  or  to  depart  from  the  programme  of  expenditure  for 
which  a  limited  rate  was  made. 

(b)  Government  Control. 

A  very  important  factor  to  be  remembered  is  the  relationship  which 
necessarily  exists  between  the  Government  and  the  local  authorities. 
Other  than  maintain  the  national  defences,  the  Post  Office  and  tele- 
phones. Parliament  does  little  more  for  the  nation  than  make  its  laws. 
Political  schemes  for  the  reform  of  society  are  placed  upon  the  statute 
book,  but  the  duty  of  carrying  these  into  effect  devolves  upon  the  local 
authorities.  For  this  purpose  the  latter  become  the  agents  of  the 
Government,  a  relationship  which  has  been  accentuated  since  the  war. 
The  working  out  of  the  great  national  reconstruction  schemes  dealing 
tvith  housing,  education,  and  child  v/elfare  is  placed  as  an  obligation 
upon  the  local  authorities,  creating  as  a  result  financing  difficulties  which 
require  the  active  co-operation  of  the  Treasury. 

If  we  review  the  history  of  Local  Government  it  is  not  easy  to  ascer- 
tain why  the  Government  has  always  exercised  some  financial  control. 
Perhaps  there  was  that  parental  feeling  at  first  that  the  child  of  its 
Creation  could  not  be  trusted  to  do  the  right  things,  or  that  the  rate- 
payers' representatives  lacked  the  necessary  financial  capacity.  How- 
ever, that  is  conjecture,  but  it  is  fairly  safe  to  state  that  the  reins  of 
control  have  been  tightened  owing,  no  doubt,  to  the  development  of 
bureaucracy  at  headquarters.  It  will  be  shown  later  how  far  this 
bureaucratic  control  is  beneficial  or  otherwise,  and  it  will  be  sufficient 
to  briefly  outline  the  machinery  by  which  it  works. 

First,  Control  through  Legislation. 

The  local  authorities  derive  their  powers  from  statutes,  and  our 
legislators  have  taken  full  advantage  of  this  fact,  and  as  a  result  the  Act 
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granting  powers  always  contains  certain  restrictions  and  obligations. 
The  fulfilment  of  the  duties  is  always  accompanied  by  restrictions  which 
in  some  cases  have  defeated  the  object  of  the  statute.  It  cannot  be  said 
that  the  regulations  made  by  the  various  departments  of  the  Govern- 
ment have  helped  to  make  the  work  of  financing  a  corporation  an  easier 
problem. 

Secondly,  Control  by  Regulations. 

The  best  illustration  of  this  is  the  regulation  in  respect  of  borrowing 
pov^^ers.  The  sanction  of  the  Ministry  of  Health  or  other  Government 
Department  must  be  obtained  before  the  money  can  be  borrowed  in 
respect  of  expenditure  upon  what  is  called  capital  or  permanent  works. 
Where  loans  are  required  for  sanitary  purposes  under  the  Public  Health 
and  Allied  Acts,  and  the  loan  indebtedness  of  the  local  authority  exceeds 
one  year's  assessable  value,  a  public  inquiry  must  be  held  as  to  the 
necessity  for  the  work,  its  estimated  cost,  &c.,  and  to  hear  objections 
from  persons  interested.  If  the  Inspector  is  satisfied  that  everything 
is  in  order  he  reports  to  his  department,  and  a  formal  sanction  is  given 
to  borrow  the  necessary  money.  Usually  the  inquiries  are  purely  formal, 
but  it  is  obvious  that  it  is  quite  within  the  power  of  an  Inspector  to  veto 
the  considered  judgment  of  a  local  authority  acting  upon  expert  advice. 
It  was  possible  for  the  Ministry  to  stop  all  proposed  new  works  during 
the  war  by  merely  withholding  sanctions,  which  is  a  very  good  illustra- 
tion of  the  power  of  control  which  can  be  exercised  through  the  medium 
of  statutory  regulations. 

Thirdly,  Control  by  Audit. 

In  the  case  of  all  local  authorities  excepting,  generally  speaking, 
county  boroughs  and  non-county  boroughs — and  even  these,  so  far  as 
relates  to  education  and  certain  other  accounts,  e.g.  assisted  housing 
schemes,  food  control — the  accounts  are  subject  to  audit  by  a  district 
auditor  appointed  by  the  Ministry  of  Health. 

The  principal  purposes  of  the  audit — in  addition  to  those  usually 
ascribed  thereto — are  : — 

1.  In  Relation  to  Revenue  Expenditure. 

(a)  To  ascertain  that  rate  limits  (if  any)  have  not  been  exceeded. 

{b)  To  verify  the  fact  that  the  expenditure  incurred  is  not  ultra  vire^ 

i.e.  is  not  outside  the  powers  of  the  particular  local  authority 

concerned. 

(c)  To  satisfy  statutory  requirements  in  so  far  as  relates  to  the  fact 
that  certain  expenditure  can  only  legally  be  defrayed  out  of 
certain  rates. 

{d)  To  ascertain  that  due  and  proper  provision  has  been  made  for  the 
redemption  of  debt  created. 

2.  In  Relation  to  Capital  Expenditure. 

(a)  To  ascertain  that  Government  sanctions  are  in  hand  before  loans 

are  raised  for  a  specific  purpose. 

(b)  To  ascertain  that  capital  is  not  appropriated  to  any  particular 

work  in  excess  of  the  amount  sanctioned. 
The  auditor  has  power  to  surcharge  illegal  expenditure,  and  the  know- 
ledge of  this  power  has  a  certain  amount  of  influence  upon  the  Finance 
Committee.  It  must,  however,  be  taken  into  consideration  in  relation 
to  finance  that  the  auditor  will  see  that  the  cumbersome  legal  formalities, 
such  as  mortgage  deeds  for  loans,  &c.,  are  complied  with. 


The  Accountants'  Journal, 


Fourthly,  by  means  of  Government  Returns. 

This  again  can  be  sub-divided  into  : — 

(a)  Ordinary  returns  of  income  and  expenditure,  e.g.  Epitome  of 
Accounts  (which,  by  the  way,  the  Ministry  of  Health  suggest 
may  probably,  in  the  future,'  take  the  place  of  the  "  A  &  B  '* 
Return. 

(6)  Abstract  of  Loans  Statement — relative  to  Stock  Redemption 
Funds. 

(c)  Returns  required  in  cases  where  the  Treasury  make  a  grant 
towards  expenditure,  e.g.  venereal  diseases, "  maternity,  and 
child  welfare. 

(c)  Financial  co-operation  with  the  Government. 

The  method  of  assisting  local  authorities  to  carry  out  their  obligations 
by  Treasury  grants  in  aid  of  local  taxation  is  becoming  more  important 
of  late  years.  Definite  grants  based  upon  a  proportion  of  the  expendi- 
ture of  certain  services  are  made  with  the  object  of  assisting  the  local 
authorities  to  carry  on  in  respect  of  those  specific  services.  The  method 
of  paying  the  grants  has  an  important  bearing  upon  the  finances.  Locally, 
the  argument  that  the  Government  will  pay  half  the  cost  is  often  used  as 
ft  justification  for  certain  expenditure,  and  as  such  is  destructive  to  some 
of  the  elementary  ideas  of  wise  economy. 

(d)  Fluctuations  of  Expenditure  and  Income. 

Perhaps  the  most  important  factor  to  be  taken  into  consideration  is 
A\e  incidence  of  expenditure  and  the  flow  of  income  out  of  which  it  is 
met.  In  the  first  place  there  is  expenditure  which  is  spread  evenly  over 
the  year,  relating  to  the  public  services  chargeable  to  the  Rating  Funds, 
and  the  revenue  expenditure  of  the  trading  undertakings.  The  former  is 
provided  for  by  rates  levied  upon  the  inhabitants,  on  an  estimate  of  the 
probable  expenditure.  It  will  be  seen  that  until  the  rate  is  collected  the 
regular  services  must  be  financed  in  some  way.  This  difificulty  exists 
also  in  relation  to  the  trading  undertakings,  which  have  practically  to 
be  financed  to  the  extent  of  one  quarter's  expenditure.  An  exception  to 
this  is  the  tramways  undertaking,  which  is  essentially  a  cash  business, 
the  receipts  coming  in  every  day  regularly. 

There  is  expenditure  out  of  loans  which  it  is  very  difiicult  to  estimate 
for.  It  may  be  the  practice  to  start  the  works  when  the  necessary  sanc- 
tion has  been  obtained,  and  resort  to  temporary  expedients  for  financing 
until  a  permanent  loan  is  negotiated.  Under  this  heading  arises  the 
question  of  ways  and  means  in  respect  of  the  housing  schemes,  and  it 
will  be  shown  what  has  been  and  is  being  done  to  cope  with  what  is 
admitted  a  national  difficulty. 

As  the  powers  of  the  different  classes  of  local  authorities  vary,  it  will 
be  helpful  in  covering  the  ground  to  select  the  most  complete  and  inde- 
pendent unit,  viz.  the  County  Borough.  Its  powers  include  all  those 
of  the  small  authorities,  and  for  the  purpose  of  illustration  we  will 
assume  that  it  possesses  the  usual  trading  undertakings.  We  must,  in 
discussing  ways  and  means,  always  bear  in  mind  local  influences  and 
policy ;  the  relationship  which  exists  between  the  local  authority  and 
the  legislature,  and  the  departmental  regulations  to  be  observed.  These 
all  have  a  direct  bearing  upon  the  question  of  finances  quite  apart  from 
what  is  involved  in  actually  meeting  bills  as  they  fall  due.  It  may  be 
necessary  to  add  a  word  of  criticism  when  reviewing  some  of  the  expe- 
dients resorted  to,  and  this  may  help  to  emphasise  the  facts  concerning 
ways  and  means  of  municipal  finance. 
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By  W.  H.  Fox. 

Mr.  Fox  deals  this  month  with  the  duties  of  a  Secretary 
in  relation  to  Notices  by  Advertisement ^  Stamp  Duties y  and 
Stock  Exchange  Requirements. 

Notices  by  Advertisement, — There  is  only  one  specific  provision  in  the 
Act  of  1908  as  to  Secretarial  notices  in  connection  with  the  conduct  of 
the  Secretary's  duties,  and  that  is  contained  in  Section  31.  This  pro- 
vides that  a  company,  on  giving  notice  by  advertisement  in  some  news- 
paper circulated  in  the  district  in  which  the  registered  office  of  the  com- 
pany is  situate,  may  close  the  Register  of  Members  for  any  time  or 
times  not  exceeding,  in  the  whole,  30  days  in  each  year. 

This  provision  is  meant  to  facilitate  the  preparation  of  the  list  of 
members  for  dividend  purposes,  and  is  scarcely  necessary  in  the  case  of 
small  companies  where  the  registers  can  be  balanced  without  any  delay. 
Thus  no  inconvenience  need  be  caused  to  the  company's  officials  or  to 
would-be  sellers  of  Shares  or  Debentures  who  might  have  their  transfers 
held  up  for  a  possible  period  of  one  month. 

Where,  however,  a  very  long  list  of  shareholders  has  to  be  prepared 
for  dividend  or  other  purposes,  it  is  certainly  a  convenience  to  the 
Secretary's  department  if  the  reception  of  transfer  deeds  for  registration 
can  be  declined  until  the  expiration  of  the  period  advertised.  One  may 
assume  that  for  a  London  company  any  London  daily  newspaper,  either 
financial  or  otherwise,  may  be  used  for  the  purpose  of  the  advertisement 
closing  the  Register  of  Members,  and  as  regards  the  form,  a  very  short 
notice  to  the  effect  that  the  register  is  closed  for  a  period  of,  say,  fifteen 
days  from  the  date  of  the  advertisement  would  be  suflficient  compliance 
with  the  Act. 

There  are,  however,  various  notices  which  arise  out  of  certain  provi- 
sions in  the  Articles  of  Association  (where  Table  A  is  adopted,  or  where 
special  articles  are  filed)  as,  for  instance,  in  connection  with  the  condi- 
tions under  which  Share  Warrants  to  Bearer  may  have  been  issued.  In 
this  case  notice  of  the  amounts  and  dates  of  payment  of  dividends 
declared  must  be  publicly  advertised,  so  that  the  holders  of  the  Warrants 
to  Bearer  may  have  the  opportunity  of  presenting  the  coupons  attached 
to  the  warrants  for  payment.  The  Share  Warrants  representing 
ordinary  shares  cannot  have  attached  to  them  coupons  representing  a 
fixed  amount  of  dividend,  and  the  advertisement  would,  therefore,  also 
contain  a  note  of  the  rate  of  dividend  declared,  and  whether  it  is  free  of 
income-tax  or  not. 

Further,  in  the  case  of  a  new  issue  of  shares  being  allotted  pro  rata 
to  existing  shareholders,  the  necessary  proportion  must  be  reserved  for 
distribution  amongst  the  holders  of  Share  Warrants  to  Bearer,  and  the 
terms  of  the  issue  of  the  new  shares  must  be  advertised.  The  drawing 
of  bonds  and  payment  off  of  the  same  will  doubtless  have  to  be  adver- 
tised in  accordance  with  the  terms  of  the  issue. 

It  will  also  probably  be  necessary  to  advertise  the  change  of  any  new 
conditions  in  Bearer  Shares  or  Debentures  which  may  have  been  passed 
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by  meetings  of  debenture-holders  or  shareholders,  at  which  such 
alterations  may  be  approved,  and  this  also  would  apply  in  the  case  of 
the  renewal  of  debentures. 

There  will  occasionally  be  notices  not  covered  by  the  Articles  of 
Association  as  to  such  matters  as  the  removal  of  offices  or  as  to  Bearer 
Warrants  being  lost,  and  subsidiary  matters  of  such  a  nature,  but  it  is 
scarcely  necessary  to  provide  a  special  form  for  these,  as  they  will  be 
regulated  by  the  nature  and  intention  of  the  notice  which  is  being 
conveyed  to  the  public. 

On  the  other  hand,  an  official  notice  will  probably  have  to  be  inserted 
in  the  Gazette  when  share  capital  has  been  reduced  by  order  of  the 
Court,  or  advertised  in  such  other  paper  as  may  be  directed  by  the 
Judge. 

The  compounding  of  stamp  duties  in  accordance  with  the  terms  of  the 
Act  may  also  be  advertised. 

Stamp  Duties. — Under  the  terms  of  the  Finance  Act,  dated  the  4th 
August  1920,  various  rates  of  stamp  duties  have  been  altered,  and  the 
Secretary  must  be  on  his  guard  in  connection  with  the  new  conditions 
which  are  now  in  force. 

The  alterations  are  principally  under  the  following  heads  : — 

(1)  Share  Capital  Duty. — It  may  be  observed  that  the  alterations  in  the 
Finance  Act  of  1920  came  into  operation  on  the  ist  September  1920,  with 
the  exception  of  the  increased  share  capital  duty,  which  is  stated  to  be 
effective  from  the  20th  April  of  the  same  year. 

It  may  here  be  mentioned  that  any  companies  registered  between  the 
20th  April  1920,  when  the  Chancellor  of  the  Exchequer  made  his  Budget 
speech,  and  the  passing  of  the  Finance  Act,  or  any  company  which  has 
increased  its  capital  between  these  two  dates,  receives  a  demand  from 
the  Inland  Revenue  authorities  for  the  payment  of  the  increased  capital 
duty  of  15s.  per  cent.,  representing  the  difference  between  the  20s.  per 
cent,  now  charjjed  on  capital,  and  the  5s.  per  cent,  payable  previous  to 
the  present  Finance  Act.  There  seems  to  be  some  question  whether  the 
claim  of  the  Revenue  authorities  for  this  increased  duty  is  legally  pay- 
able, especially  in  view  of  the  fact  that  all  the  other  duties,  the  rates  of 
which  have  been  increased  under  the  Act,  are  not  claimed  for  by  the 
authorities.  There  would  appear  to  be  no  justification  for  this  special 
treatment,  and  companies  will  be  advised  to  resist  what  seems  to  the 
writer  to  be  a  purely  unconstitutional  claim. 

(2)  Loan  Capital. — The  payment  of  2s.  6d.  per  ;^ioo  or  fractional  part 
of  ;^ioo  of  anv  amount  proposed  to  be  issued  by  way  of  loan  is  charge- 
able as  duty,  but  the  authorities  do  not  claim  this  if  stamp  duty  in  respect 
of  a  mortgage  or  marketable  security  has  been  paid  on  any  trust  deed 
or  other  similar  document. 

Where  a  duly  stamped  statement  has  been  delivered  by  a  company  in 
respect  of  loan' capital  applied  for  the  purpose  of  conversion  of  existing 
loan  capital,  2s.  per  ^100  may  be  claimed  as  a  repayment.  The  term 
*'  loan  capital  "  before-mentioned,  is  not  intended  to  apply  to  bank  over- 
drafts or  other  loans  raised  for  merely  temporary  purposes  for  a  period 
not  exceeding  twelve  months. 

(3)  Letters  of  Allotment,  ^c. — The  stamp  on  Letters  of  Allotment 
or  Letters  of  Renunciation  remains  at  the  same  rate,  namely,  id.  where 
the  nominal  amount  of  capital  allotted  is  less  than  jQ^,  and  6d.  on  any 
amounts  allotted  above  These  duties  must  be  denoted  by  an 
impressed  stamp,  except  in  the  case  of  stamps  on  letters  of  renunciation, 
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for  which  an  adhesive  stamp  may  be  used,  the  shareholder's  name  bemg 
signed  over  the  stamp. 

Scrip  certificates  or  other  similar  documents  on  which  id.  was 
formerly  charged  now  bear  a  duty  of  2d.,  being  at  the  same  rate  as  the 
new  duty  on  cheques.  Receipt  stamps  for  amounts  of  money  acknow- 
ledged amounting  to        or  upwards  are  now  2d.  instead  of  id. 

(4)  Bonds  and  Debentures. — Registered  bonds  and  debentures,  and 
other  securities  transferable  only  by  transfer  deed,  are  chargeable  for 
stamp  duty  as  follows  : — Where  the  nominal  amount  secured  does  not 
exceed  ^10,  the  duty  is  3d.  Amounts  up  to  £2^,  8d.  ;  from  p£?25  to  ;^So, 
IS.  3d.  ;  and  is.  3d.  per  cent,  on  advances  of  ;^5o  each  up  to  ^300,  when 
7s.  6d.  is  payable.  Above  ;^3oo  the  duty  is  2s.  6d.  per  cent,  for  every 
;!^ioo  nominal  value.  If  the  registered  security  is  given  in  substitution 
for  a  similar  security  duly  stamped,  a  duty  of  6d.  is  charged  for  every 
;^ioo  or  fractional  part  of  ;^ioo  on  the  amount  secured,  with  a  maximum 
duty  of  los. 

Bonds,  debentures,  and  other  similar  securities  payable  to  hearer 
and  which  are  not  transferable  by  instrument  of  transfer  carry  a  rate  of 
4s.  upon  every  j^io  or  upon  any  fractional  part  of  ;^io.  In  the  case  of 
a  debenture  security  to  bearer  being  given  in  substitution  for  a  similar 
security  duly  stamped,  duty  is  payable  op  the  substituted  bearer  security 
at  the  rate  of  2s.  for  every  ;/(^2o  or  fraction  of  ;^2o. 

When  a  security  to  bearer  is  issued  in  lieu  of  a  registered  security 
transferable  only  by  transfer  deed,  the  substituted  security  is  chargeable 
with  a  duty  of  4s.  for  every  ;!£^io  or  any  fraction  thereof. 

If  the  bond  definitely  secures  the  payment  of,  say,  ;^ioo,  with  a  pre- 
mium of,  say,  (or,  indeed,  any  other  amount),  the  total  amount  must 
be  the  figure  upon  which  the  stamp  is  calculated ;  but  if  the  premium  is 
only  conditionally  payable  in  consequence  of  some  voluntary  act  of  the 
company,  then  the  net  amount  of  ^100  would  be  the  sum  upon  which 
the  duty  would  be  calculated.  Where  debentures  are  re-issued  under  the 
provisions  of  Section  104  of  the  Companies  (Consolidation)  Act,  1908, 
either  by  the  re-issue  of  the  same  debentures  or  by  the  issue  of  other 
debentures  in  their  place,  such  re-issued  debentures  will  be  treated  as  new 
securities  for  the  purpose  of  stamp  duty,  and  the  full  ad  valorem  duty 
is  payable  thereon. 

(5)  Short  Term  Marketable  Securities  to  Bearer. — The  duty  on  market- 
able securities  to  bearer  is  6d.  for  every  _;^io  or  part  thereof  if  the  security 
is  to  be  paid  off  within  one  year,  and  is.  for  every  p£^io  if  payment  off  is 
to  be  made  in  a  period  not  exceeding  three  years  from  the  date  on  which 
the  duty  is  payable.  Transfer  or  negotiation  of  any  such  security  after 
the  due  date  involves  a  penalty. 

(6)  Instruments  of  Transfer. — Transfers  on  sale  of  any  stock,  shares, 
or  marketable  security  of  any  kind  are  chargeable  as  follows  : — Where 
the  consideration  does  not  exceed  ;^5,  is.  ;  with  advances  of  is.  for  each 
;^5  up  to  the  sum  of  ;C^S'  Over  ;^25  up  to  ;^3oo  the  duty  on  each  £2^ 
advance  is  5s.,  namely,  at  the  rate  of  i  per  cent.  After  the  total 
consideration  of  ;^300  is  reached  a  los.  duty  is  payable  for  every  j^^o 
or  any  fractional  part  of  ;^5o. 

It  may  be  mentioned  that  a  transfer  deed  made  in  liquidation  of  a 
debt  or  in  exchange  for  other  securities  has  to  stamped  with  the  ad 
valorem  duty. 

(7)  Share  Warrants  to  Bearer. — All  share  warrants  of  a  company 
established  in  the  United  Kingdom  must  bear  an  impressed  stamp  of 
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an  amount  equal  to  three  times  the  ad  valorem  duty  chargeable  on  a 
transfer,  calculated  on  the  nominal  amount  of  the  shares  covered  by 
the  share  warrant. 

(8)  Powers  of  Attorney,  (2^c. — A  letter  or  power  of  attorney  or  other 
instrument  of  the  nature  thereof  is  ordinarily  chargeable  with  the  stamp 
duty  of  los.,  but  in  the  case  of  a  proxy  for  voting  at  one  meeting  or  any 
adjournment  thereof,  id.  only  is  payable.  An  authority  for  receipt  of 
dividends  or  interest  on  any  stock,  where  made  for  receipt  of  one  pay- 
ment only,  is  stamped  with  a  is.  stamp,  and  in  any  other  case  connected 
with  the  receipt  of  dividends,  a  5s.  stamp  is  necessary. 

{9)  Agreements  Under  Seal  of  a  company,  not  otherwise  chargeable 
with  stamp  duty,  carry  a  los.  stamp. 

The  foregoing  stamp  duties  are  covered  by  the  Finance  Act  dated  the 
4th  August,  1920  (10  &  II  Geo.  5,  chap.  18),  and  a  memorandum  has 
been  issued  by  the  Inland  Revenue  Authorities  at  Somerset  House, 
giving  a  summary  of  the  stamp  duties.  In  this  document  the  authori- 
ties endeavour  to  make  the  officers  of  companies  responsible  for  accept- 
ing or  dealing  with  documents  insufficiently  stamped,  but  these  alleged 
liabilities  are,  perhaps,  more  existent  in  the  official  mind  than  is 
warranted  by  the  actual  legal  position  occupied  by  the  Company 
Secretary. 

Stock  Exchange  Quotation. — Since  the  beginning  of  the  war  the  condi- 
tions as  to  dealing  in  a  company's  shares  on  the  Stock  Exchange  have 
been  altered,  and  instead  of  a  company  first  having  to  obtain  a  "  special 
settlement  "  before  the  shares  could  be  dealt  in  (with  a  view  to  subse- 
quently obtaining  a  quotation  in  the  official  Stock  Exchange  list),  appli- 
cation has  to  be  made  to  the  committee  "  for  leave  to  deal  "  in  the 
shares.  ITie  following  are  the  Stock  Exchange  requirements  at  present 
in  operation  : — 

1.  A  statement  that  the  company  has  been  duly  incorporated,  and  the 

date. 

2.  Copy  resolution  authorising  issue. 

3.  Copy  of  agreement  relating  to  issue  of  shares  credited  as  fully  paid 

and  of  any  other  contracts  mentioned  in  prospectus. 

4.  If  shares  issued  for  cash,  copy  of    prospectus  or  circular  under 

which  they  will  be  issued.  If  the  prospectus  was  publicly  adver- 
tised, copy  of  the  advertisement. 

5.  If  issued  pro  rata  to  existing  shareholders,    undertaking  to  split 

letters  of  renunciation. 

6.  Specimen  (or  advance  proof)  of  allotment  letter,  and,  if  possible,  of 

definitive  certificates.  [In  order  to  facilitate  the  certification  of 
transfers  it  is  suggested  that  the  allotment  letters  should  contain 
the  distinctive  numbers  of  the  shares  to  which  they  relate.] 

7.  Letter,  giving  numbers  of  shares,  stating  whether  or  not  they  are 

identical  in  all  respects  with  existing  shares  and  undertaking  to 
issue  all  the  allotment  letters  simultaneously,  and  to  certify  trans- 
fers against  allotment  letters. 

8.  Approximate  date  when  definitive  certificates  will  be  ready  for  issue. 

9.  If  the  issue  will  be  underwritten,  copy  of  proposed  underwriting 

agreement,  and  of  sub-underwriting  letter,  if  any. 

10.  In  case  of  a  debenture  issue,  copy  of  trust  deed. 

11.  A  statement  that  shares  are  in  all  respects  identical  is  understood 
to  mean  that : 
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(1)  They  are  of  the  same  nominal  value,  and  that  the  same  amount 
per  share  has  been  called  up. 

(2)  They  carry  the  same  rights  as  to  unrestricted  transfer,  attend- 
ance, and  voting  at  meetings,  and  in  all  other  respects. 

(3)  They  are  entitled  to  dividend  at  the  same  rate,  and  for  the  same 
period,  so  that  at  the  next  ensuing  distribution  the  dividend  payable 
on  each  share  will  amount  to  exactly  the  same  sum. 

London  Stock  Exchange  Rules. — In  pre-war  days,  application  was 
made  in  the  first  place  as  above-mentioned  for  a  special  settlement  in  a 
company's  shares,  and  a  date  was  fixed  by  the  Stock  Exchange  Com- 
mittee when  all  contracts  for  buying  and  selling  shares  in  the  new  com- 
pany had  to  be  completed.  The  following  documents  and  particulars 
had  to  be  sent  to  the  Secretary  of  the  Share  and  Loan  Department  when 
application  was  made  for  a  *'  special  settlement." 

(a)  Scrip  or  Bonds  of  New  Loans. — (i)  A  specimen  of  the  scrip  or 
bond,  (2)  a  copy  of  the  prospectus,  circular,  or  advertisement  relating  to 
the  issue,  (3)  a  statutory  declaration  stating  the  amount  allotted,  to  the 
public  and  to  others ;  the  distinctive  numbers  and  denomination  of  each 
class  of  scrip  or  bond ;  the  amount  paid  up  thereon  ;  and  that  the  scrip 
or  bonds  are  ready  to  be  delivered. 

(b)  Shares  of  New  Companies. — (i)  The  certificate  of  incorporation.  (2) 
A  specimen  of  the  share  certificate.  (3)  A  copy  of  the  prospectus,  circular 
or  advertisement  relating  to  the  issue.  (4)  A  specimen  call  letter.  (5) 
Certified  printed  copies  of  contracts  relating  to  the  issue  of  shares  credited 
as  fullv  or  partly  paid.  (6)  A  letter  from  the  Secretary  of  the  company, 
stating — 

(a)  That  the  share  certificates  are  ready  to  be  issued. 
[h)  The  distinctive  numbers  of  the  shares  allotted  to  the  public,  and 
to  the  vendors. 

(c)  The  particulars  of  the  company's  capital. 

(d)  The  nominal  amount  of  each  share,  and  the  amount  paid  in  cash 
or  credited  as  paid  on  each  share. 

(e)  In  cases  where  the  whole  of  the  capital  has  not  been  issued  at 

the  time  the  application  is  made,  whether  the  unissued  shares  are 
vendors'  shares  or  are  held  in  reserve  for  future  issue. 

Stock  or  Debenture  Stock  of  New  Companies. — (i)  A  specimen  of  the 
Scrip  or  Stock  Certificate.  (2)  A  copy  of  the  prospectus,  circular,  or 
advertisement  relating  to  the  issue.  (3)  A  letter  from  the  Secretary  of 
the  company,  stating — 

(a)  The  amount  allotted  to  the  public  and  to  others. 

(b)  The  amount  paid  in  cash  per  ;^ioo  stock. 

(cj  That  the  scrip  or  stock  is  ready  to  be  issued. 

The  above  documents  and  information  having  been  supplied  to  the 
Stock  Exchange  Committee,  and  having  proved  to  their  satisfaction,  the 
next  step  was  to  obtain  an  oiificial  quotation  for  the  shares,  and  in  the 
first  place  a  statutory  declaration  under  the  Act  of  1835  made  by  the 
Chairman  and  the  Secretary  of  the  company  had  to  be  prepared  and 
submitted  to  the  Stock  Exchange  Committee. 

This  declaration  should  contain  the  following  information  : — (i),  that 
the  prospectus  complies  with  the  provisions  of  the  Companies  Acts ;  (2), 
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that  all  requisite  documents  were  filed  with  the  Registrar  of  Joint  Stock 
Companies  ;  (3),  a  statement  as  to  the  number  of  shares  of  each  class 
which  have  been  applied  for  by  the  public  ;  (4),  a  statement  as  to  the 
number  of  different  classes  of  shares  allotted  unconditionally  to  the 
public  ;  (5),  a  statement  as  to  the  number  of  fully  paid  shares  allotted 
to  the  vendor ;  (6),  the  amount  realised  from  the  deposit  and  allotment 
moneys  and  calls  and  the  amount  of  the  balance  due  to  the  vendor,  with 
a  note  of  the  balance  left  available  for  working  capital ;  (7),  that  the 
share  certificates  are  ready  for  delivery,  and  that  the  purchase  moneys 
have  been  paid;  (8),  a  statement  of  the  number  of  allottees  in  response 
to  the  issue  of  the  prospectus,  with  a  note  of  the  largest  single  application 
and  the  largest  number  of  shares  allotted. 

The  London  Stock  Exchange  rules  can  be  obtained  by  the  Secretary 
from  the  Share  and  Loan  Department  of  the  Stock  Exchange,  and  as 
they  are  too  voluminous  for  inclusion  in  the  present  short  article,  the 
following  summary  of  their  contents  is  supplied. 

(a)  Conditions  precedent  to  the  application  for  official  quotation. 

{h)  Articles  of  Association  should  contain  certain  provisions. 

(c)  Trust  Deed  and  certain  provisions  as  to  the  repayment  of  the 
securities,  &c. 

(d)  Conditions  as  to  Stock  and  Share  Certificates,  and  information 
which  should  appear  on  the  face  of  them. 

(e)  Conditions  to  be  stated  on  bond  issue. 

(/)  New  companies  must  supply  a  copy  of  the  prospectus,  two  copies 
of  the  articles,  and  a  copy  of  the  Debenture  Trust  Deed. 

{g)  In  the  case  of  shares,  the  certificate  of  incorporation  of  the  com- 
pany and  the  certificate  that  the  company  is  entitled  to  commence  busi- 
ness, with  copies  of  the  prospectus  and  other  relative  documents  to  be 
supplied,  and  a  statutory  declaration  by  the  Chairman  and  Secretary  on 
the  lines  above  indicated. 

{h)  Debentures  and  Debenture  Stock;  certificate  of  incorporation, 
copies  of  the  articles  to  be  supplied,  and  a  statutory  declaration  on  the 
lines  above  indicated. 

(t)  Scrip. — Specimen  of  the  Provisional  Scrip  Certificate  must  be 
supplied. 

(fe)  Further  issues.  Copies  of  the  Act  of  Parliament  authorising  the 
resolution,  Szc.  and  other  relative  documents  as  to  the  new  issue,  with 
particulars  of  amounts  paid  in  cash  per  share,  &c.,  and  that  the  stock  is 
in  all  respects  identical  with  previous  issues. 

{I)  Vendors'  Shares. — A  certified  list  of  the  present  holders  of  vendors* 
shares,  specimen  share  certificate  and  statutory  declaration  by  the  Secre- 
tary as  to  the  issue  of  vendors'  shares,  and  that  they  are  in  all  respects 
identical  with  those  already  quoted  on  the  official  list. 

(m)  Old  companies  must  supply  a  certificate  of  incorporation  and 
documents  similar  to  those  previously  specified,  together  with  statutory 
declaration  by  the  Chairman  and  Secretary  as  to  compliance  with  the 
Companies  Acts,  &c. 

(n)  Colonial  and  Foreign  Companies. — The  Act  of  Parliament,  certifi- 
cate of  incorporation,  or  other  similar  documents  to  be  supplied,  and 
certified  list  of  present  shareholders,  specimen  share  certificate,  and  copy 
of  last  published  report. 
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(o)  Reconstruclcd  Companies. — The  certificate  of  incorporation,  and 
the  certificate  that  the  company  is  entitled  to  commence  business, 
together  with  plan  of  reconstruction  and  certified  copies  of  all  resolutions 
and  circulars  issued,  together  with  allotment  letters,  &c.,  duly  certified, 
must  be  supplied. 

(p)  Loans. — Details  of  the  creation  of  the  loans  and  the  authority  under 
which  they  are  issued,  including  authenticated  copies  of  concessions,  &:c., 
with  translations,  and  certified  copies  of  prospectus  and  specimen  bond, 
and  also  statutory  declaration  by  the  agents  for  the  issue,  must  be 
supplied. 

(q)  Bonds  Quoted  Abroad. — Official  evidence  of  quotation  in  the 
country  of  origin,  copies  of  prospectus,  specimen  bond  and  oflficial 
certificate,  setting  forth  the  authorised  and  issued  amounts  of  the  loan, 
&c.,  must  be  supplied  before  the  Committee  will  consider  the  official 
quotation  of  the  Bonds. 

This  brings  to  an  end  the  sunimary  of  the  pre-war  Stock  Exchange 
regulations,  which  it  is  understood  are  likely  to  again  come  into  force 
before  long. 

The  remaining  article.  No.  VIII,  will  be  completed  in  the  January 
number  of  the  Journal,  and  will  relate  entirely  to  voluntary  liquidation 
and  reconstruction,  in  so  far  as  the  Secretary  may  be  concerned  with 
these  operations. 


The  Prize  Essay  Competition. 

We  wish  again  to  urge  our  readers  to  enter  for  the  monthly  competi- 
tions ;  the  research  necessary  in  order  to  write  an  essay  is  invaluable  to 
any  student,  and  is  calculated  to  impress  the  subject  on  his  mind  to  a 
far  greater  extent  than  merely  reading  a  text-book.  The  subjects 
selected  are  always  chosen  with  a  view  to  possible  examination  questions, 
and  any  competitor  who  has  carefully  and  earnestly  studied  his  subjects 
will  undoubtedly  feel  a  greater  sense  of  security  when  entering  the 
examination  room. 

A  number  of  excellent  essays  were  submitted  on  "  Bills  of  Exchange," 
and  we  are  confident  that  every  competitor  has  greatly  benefited  by  his 
efforts,  even  though  he  has  not  succeeded  in  winning  a  prize. 

We  congratulate  the  winner,  and  at  the  same  time  express  the  hope 
that  the  unsuccessful  competitors  will  try  again. 

In    the    Final    Division    the   prize   of  2S.  in    books    goes  to 

Mr.  Nevil  Percy  Truman,  20  Waterloo  Road,  Nottingham,  for 
an  excellent  essay  on  "  Cheques  and  Bills  of  Excha,nge. "  Mr. 
T.  S.  Bustard,  of  Bedford  Park,  also  sent  in  a  very  good  essay,  which 
deserves  honourable  mention.  The  papers  by  "  E.  Jai  "  and  "  Quan- 
tum Sufficit  "  are  both  good  and  practical.  In  the  Intermediate  Divi- 
sion the  prize  of  is.  in  books  is  awarded  to  Mr.  Gilbert  Taylor,  27 
Wellington  Road,  Lancaster,  for  a  good  paper.  It  would  seem  from 
*'  Lavengro's  "  essay  that  he  has  been  reading  an  out-of-date  book 
written  before  the  19 13  Bankruptcy  Act  was  passed. 

The  subjects  for  December  competitions  are  : — 

Intermediate. — The  best  essay  on  the  Liabilities  of  Auditors  generally. 
Final. — The  best  essay  on  the  Duties  of  a  Trustee  under  a  Deed  of 
Arrangement. 
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The  Fundamentals  of  Accountancy.— VIII. 

By  Lawrence  R.  Dicksee,  M.Com.,  F.C.A. 

(Sir  Ernest  Cassel  Professor  of  Accountancy  and  Business  Methods  in 
the  University  of  London). 

This  month  Professor  Dicksee  devotes  his  article  to  a 
discussion  of  the  various  methods  of  providing  for  Deprecia- 
tion. Each  method  is  fully  described  and  the  advantages 
and  disadvantages  explained, 

XXX  .—Depreciation. 

For  purposes  of  accounting,  Depreciation  is  the  term  applied  to  the 
gradual  and  inevitable  wastage  that  occurs  in  connection  with  Fixed 
Assets,  arising  from  either  natural  or  human  laws,  as  a  result  of  which 
such  Fixed  Assets  will  not  for  ever  continue  to  serve  their  original 
purpose  as  profit-earners. 

Practically  all  material  objects  suffer  Depreciation  from  wear  and  tear 
and  from  the  effects  of  climate ;  but,  apart  from  that,  in  certain  cases  the 
right  to  enjoy  the  assets  acquired  is  limited  to  a  definite  term  by  the 
operation  of  the  law,  as  in  the  case  of  leaseholds,  patents,  copyrights,  &c. 
Whether  natural  or  human  laws  be  the  determining  factor  in  the  matter, 
it  inevitably  follows  that  at  the  expiration  of  a  certain  period  (known  or 
unknown,  as  the  case  may  be)  all  the  advantages  that  are  ever  going  to 
be  derived  from  the  use  of  the  assets  in  question  will  have  been  received. 
Accordingly,  if  it  is  desired  that  such  advantages  should  thereafter  con- 
tinue, further  expenditure  upon  the  acquisition  of  new  assets  then 
becomes  necessary. 

XXXI.— Effect  of  Ignoring  Depreciation. 

If  no  allowance  be  made  for  Depreciation  during  the  time  that  a  wast- 
ing asset  is  in  use,  it  follovi^s  that,  when  the  time  arrives  for  the  worn 
out  asset  to  be  replaced  by  a  new  one,  the  cost  of  replacement  must 
be  provided  for  either  by  (a)  raising  further  Capital  for  the  purpose, 
or  (6)  charging  it  against  current  profits.  The  former  is  clearly  unsound, 
in  that  its  tendency  is  steadily  to  increase  the  Capital  required  to  carry 
on  the  business  of  the  undertaking,  without  providing  any  corresponding 
increase  in  its  earning  capacity  ;  the  percentage  of  profits  to  Capital 
accordingly  tends  steadily  to  diminish,  with  the  result  that  it  becomes 
increasingly  difficult  and  ultimately  impossible  to  secure  any  further 
Capital  at  all.  This  method  accordingly  provides  no  permanent  solution 
of  the  problem.  The  second  alternative  is  only  practicable  where  (as 
stated  in  paragraph  XXIX)  the  equipment  consists  of  such  an  enormous 
number  of  items  that  it  may  reasonably  be  expected  that  the  amount 
of  useful  expenditure  upon  renewals  in  any  one  year  is  not  likely  to  very 
greatly  exceed  the  average  wastage  in  any  one  year,  as,  otherwise,  the 
gross  earnings  of  the  year  might  very  well  be  wholly  insufficient  to  cover 
the  current  working  expenses,  and  to  provide  for  the  cost  of  renewals. 
Moreover,  this  somewhat  haphazard  method  of  dealing  with  the  problem 
is  open  to  the  further  objection  that  the  charges  actually  debited  to 
Revenue  year  by  year  will  not  accurately  represent  the  actual  cost  of 
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producing  such  Revenue.  Accounts  so  framed  may  accordingly  be 
seriously  misleading  to  those  charged  with  the  management  of  the  under- 
taking. Accordingly,  it  is  now  generally  recognised  that  the  proper 
course  is  from  the  very  first  to  make  provision  for  Depreciation  by  charg- 
ing against  profits  year  by  year  a  sum  at  all  events  approximately  equal 
to  the  actual  Depreciation  that  has  taken  place  in  each  such  year. 

XXXII. — Factors  Involved  in  Computing  Depreciation. 

For  the  purpose  of  calculating  the  proper  provision  for  Depreciation  in 
respect  of  one  year  (or  any  other  shorter  period)  it  is  necessary  to  know 
(a)  the  cost  of  the  wasting  asset,  {h)  its  ultimate  residual  value  (this  will 
very  likely  be  negligible,  and  may  even  be  a  minus  quantity),  (c)  the  effec- 
tive working  life  of  the  asset.  Clearly  (a)  minus  {h)  is  the  proper  charge 
against  Revenue  in  respect  of  the  period  represented  by  (c). 

No  difficulty  arises  in  determining  (a).  If  {h)  is  sufficiently  important 
to  be  worth  taking  into  consideration  at  all,  it  can  certainly  be  estimated 
with  a  close  approximation  to  accuracy  in  terms  of  (a).  Thus,  supposing 
(as  is  very  likely  the  case)  {h)  may  be  anything  between  2  per  cent,  and 
5  per  cent,  of  (a),  although  there  is  a  marked  difference  betv^een  these 
two  extremes  expressed  in  terms  of  {b),  the  difference  is  negligible  as 
expressed  in  terms  of  (a),  or  of  (a)  minus  (b). 

No  difficulty  arises  in  determining  the  length  of  the  legal  life  of  an 
asset  where  it  is  subject  to  the  operation  of  human  law ;  and  where  the 
legal  life  is  shorter  than  the  natural  life,  it  is  the  legal  life  that  has  to  be 
considered  for  practical  purposes.  But  where  only  the  natural  term  of 
life  has  to  be  considered,  as  in  the  case  of  most  plant  and  machinery,  no 
certainty  is  possible.  Those  who  seek  to  avoid  making  proper  provision 
for  Depreciation  sometimes  take  advantage  of  this  uncertainty  to  argue 
that  as  it  is  impossible  to  calculate  Depreciation  year  by  year  with  abso- 
lute exactness,  it  is  useless  to  make  any  attempt  to  provide  for  it  at  all. 
This  is  much  the  same  thing  as  the  saying  that  it  is  always  useless  to 
make  estimates,  because  in  the  nature  of  things  an  estimate  may  turn 
out  to  be  incorrect.  Yet  without  the  making  of  estimates,  business 
would  be  impossible.  The  prudent  business  man  never  incurs 
Capital  Expenditure  without  first  satisfying  himself  that  the 
results  are  going  to  be  worth  the  outlay.  In  almost  every  case  a  possible 
alternative  to  Capital  Expenditure  (i.e.  the  purchase  of  Fixed  Assets)  is 
to  hire  what  is  required  for  a  fixed  periodical  payment.  Accordingly, 
when  a  decision  is  reached  to  incur  Capital  Expenditure,  it  is  only 
reasonable  to  assume  that  this  course  has  been  adopted,  because  it  is 
deemed  to  be  more  economical  than  hiring ;  but,  naturally,  this  conclu- 
sion cannot  be  reached  without  first  forming  an  estimate  of  the  working 
life  of  the  assets  that  it  is  proposed  to  acquire. 

In  the  vast  majority  of  cases"  no  difficulty  arises  in  practice  in  arriving, 
as  a  result  of  past  experience,  at  a  very  accurate  estimate  of  the  average 
working  life  of  every  conceivable  unit  of  equipment,  but  the  average 
working  life  will,  of  course,  not  be  the  same  as  the  working  life  of  each 
separate  item.  Upon  the  average,  however,  it  will  be  (or  should  be) 
sufficiently  near  for  practical  purposes.  However  that  may  be,  the 
determination  of  the  working  life  is  not  a  question  of  accounts  at  all,  but 
a  question  for  the  practical  man — the  engineer,  the  architect,  and  the 
like.  The  accountant  is  only  concerned  with  the  best  method  of  pro- 
viding for  Depreciation  after  he  has  been  supplied  with  the  three  factors 
(a),  (b),  and  (c)  enumerated  above. 
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XXXIII.— The  "  Straight  Line"  Method. 

The  Straight  Line,  or  Equal  Instalment,  method  of  providing  for 
Depreciation  airhs  at  spreading  the  loss  equally  over  the  period  of  the 
working  life.  Accordingly,  if  the  estimated  working  life  be  (say)  ten 
years,  a  sum  equal  to  one-tenth  of  the  original  cost  (minus  the  residual 
value,  if  worth  considering)  is  charged  against  the  profits  of  each  year. 
In  the  case  of  assets  acquired  during  a  year,  it  is  usually  considered  satis- 
factory to  charge  half-a-year's  Depreciation  against  that  year's  profits, 
upon  the  assumption  that,  on  the  average,  new  equipment  will  be  pur- 
chased when  the  financial  year  has  half  expired. 

The  provision  for  Depreciation  thus  determined  is  debited  to  the 
current  Profit  and  Loss  Account,  and  may  be  either  credited  to  the 
account  of  the  wasting  asset,  or  to  a  separate  account  called  "  Reserve 
for  Depreciation  Account."  The  latter  is  perhaps  the  better  arrange- 
ment, as  there  is  then  never  any  difficulty  in  determining  the  total 
original  cost  of  equipment,  which  is,  of  course,  required  for  the  purpose 
of  determining  the  annual  provision  for  Depreciation.  When  from  time 
to  time  fixed  assets  are  discarded,  Reserve  for  Depreciation  Account  will 
be  debited,  and  the  account  of  the  asset  credited  with  the  original  cost 
of  the  asset  so  discarded,  while  the  cost  of  the  new  asset  acquired  in  its 
place  will  be  debited  to  the  Asset  Account.  The  matter  presents  no  diffi- 
culty in  practice  where  a  separate  Ledger  Account  is  opened  in  respect 
of  each  asset,  but  where,  as  is  very  often  the  case,  a  number  of  different 
items  are  included  in  the  same  Ledger  Account,  it  is  important  that  steps 
should  be  taken  from  time  to  time  to  make  sure  that  the  debit  balance 
on  such  account  is  reasonably  represented  by  the  current  value  of  assets 
then  in  existence. 

The  effect  of  making  provision  for  Depreciation  as  above  is  (a)  gradu- 
ally to  write  down  the  value  of  fixed  assets  as  their  working  life  expires, 
{h)  to  reduce  the  balance  of  net  profits  shown  by  the  Profit  and  Loss 
Account,  thus  reducing  the  amount  actually  dealt  with  as  profit  {vide  Par. 
XLIV);  but  nothing  that  has  so  far  been  done  affects  the  finances  of  the 
undertaking,  save  in  so  far  as  less  money  is  distributed  as  profits  by 
reason  of  the  fact  that  Depreciation  has  been  provided  for.  Thus  it 
follows  that  one  of  the  effects  of  making  provision  for  Depreciation  in 
accounts  is  to  withhold  from  distribution  moneys  that  would  otherwise 
be  regarded  as  available  for  distribution  as  profits,  and  these  moneys 
remain  with  the  undertaking,  and  tend  to  accumulate  year  by  year  as  the 
periodical  charges  against  profits  accumulate.  Unless  otherwise  dealt 
with,  these  sums  will  accordingly  tend  to  inflate  the  balance  at  the  bank, 
so  that  at  the  end  of  the  working  life  there  will  be  at  the  bank  a  sum 
of  money  which  otherwise  would  not  have  been  there,  equal  to  the 
original  cost  of  the  asset  minus  its  residual  value,  assuming  the  working 
life  comes  out  according  to  expectation.  When  the  residual  value  is 
realised,  there  is  accordingly  at  the  bank  a  sum  of  money  equal  to  the 
original  cost  of  the  w^orn-out  asset  available  for  the  purchase  of  another 
to  take  its  place. 

XXXIV.— Fixed  Percentage  Method. 

In  some  cases  it  is  clearly  inequitable  to  charge  a  uniform  sum  against 
the  profits  of  each  year  for  Depreciation,  because  it  is  evident  that  the 
benefits  to  be  derived  from  the  use  of  the  wasting  asset  are  not  equally 
distributed,  but  are  to  a  far  greater  extent  enjoyed  in  the  earlier  years 
when  the  asset  is  comparatively  new.    When    this  is    the  case,  an 
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alternative  method  of  providing  for  Depreciation,  which  is  frequently 
adopted,  is  to  credit  the  periodical  charge  for  Depreciation  to  the  account 
of  the  asset,  thus  reducing  the  debit  balance  on  the  Ledger  Account 
year  by  year,  and  to  calculate  the  provision  for  Depreciation  as  a  constant 
percentage  upon  the  Ledger  Balance,  vv^hich  itself  is,  of  course,  gradu- 
ally diminishing.  The  effect  of  this  arrangement  is,  of  course,  to  charge 
a  diminishing  sum  against  profits  year  by  year,  the  maximum  charge 
being  in  the  first  year,  and  the  minimum  charge  in  the  last  year.  It 
is  important  to  bear  in  mind  that  v^here  this  method  is  adopted  the 
amount  charged  in  the  first  year,  which  determines  the  percentage, 
must  be  very  considerably  higher  than  would  have  been  necessary  under 
the  Straight  Line  method.  Many  practical  men,  however,  take  the  view 
that  the  charge  from  year  to  year  computed  upon  this  plan  approximates 
very  closely  to  the  diminishing  efficiency  of  plant  and  machinery,  and 
that  accordingly  this  method  is  particularly  suitable  for  providing  for 
Depreciation  on  such  wasting  assets. 

Here,  as  in  the  preceding  case,  the  practical  effect  of  providing  for 
Depreciation  is  to  accumulate  moneys  in  hand  which  will  hereafter  be 
available  to  meet  the  cost  of  renewals. 

XXXV.— The  Annuity  System. 

If  the  Straight  Line  method  of  providing  for  Depreciation  has  been 
adopted,  and  year  by  3^ear  a  sum  equal  to  the  amount  charged  against 
profits  has  been  employed  in  purchasing  investments  the  income  on 
which  was  re-invested,  so  that  the  money?  so  set  aside  might  accumulate 
as  compound  interest,  it  is  obvious  that,  in  order  to  provide  a  given 
sum  at  the  end  of  a  specified  period,  a  smaller  sum  would  suffice  than 
that  required  if  the  amounts  charged  against  profits  were  not  so  invested 
at  compound  interest.  It  is  accordingly  arguable  that  the  maximum 
charge  against  profits  ought  not  to  exceed  in  the  first  year  the  charge 
that  would  have  been  necessary  had  the  amount  charged  against  profits 
for  that  year  been  invested  at  the  end  of  the  year.  Arising  out  of  these 
considerations  we  get  a  third  method  of  providing  for  Depreciation, 
which  is  usually  called  the  Annuity  method.  Under  this  system,  the 
amount  charged  against  profits  at  the  end  of  the  first  year  is  the  annual 
amount  which,  if  accumulated  at  compound  interest,  would  suffice  to 
provide  the  required  sum  at  the  end  of  the  working  life.  At  the  end 
of  the  second  year  the  charge  against  profits  is  the  same  amount  as 
before,  plus  the  amount  lost  by  the  non-investment  of  the  previous  instal- 
ment. At  the  end  of  the  third  year,  the  amount  to  be  charged  against 
profits  is  again  the  same  as  at  the  end  of  the  first  year,  plus  a  sum 
equal  to  the  amount  of  interest  lost  through  the  non-investment  of  the 
previous  instalments,  and  of  the  interest  that  would  have  then  been 
earned  thereon.  Viewed  superficially,  the  Annuity  method  of  providing  for 
Depreciation  seems  to  throw  a  steadily  increasing  burden  upon  the 
profits  of  successive  years  ;  but,  against  this,  it  must  be  borne  in  mind 
that  the  moneys  that  have  not  been  invested  are  available  as  additional 
Working  Capital  in  the  business,  and  so  employed  are  presumably 
earning  profits  in  excess  of  the  interest  that  they  might  have  earned  if 
invested  elsewhere.  Upon  no  other  assumption  can  their  non-investment 
be  justified.  It  is  accordingly  quite  reasonable  to  suppose  that  the 
Annuity  method  really  spreads  the  burden  of  Depreciation  more  equally 
over  the  period  of  the  working  life  than  the  Straight  Line  method. 
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XXXVI.  — The  Sinking  Fund  Method. 

The  Sinking  Fund  method  differs  from  the  preceding  only  in  that  the 
amount  charged  against  profits  at  the  end  of  the  first  year  is  actually 
invested  outside  the  business,  with  the  result  that  at  the  end  of  the  second 
year  it  is  unnecessary  to  charge  more  against  profits  than  in  the  pre- 
ceding year.  The  charge  against  profits  for  Depreciation  is  accordingly 
throughout  the  whole  term  of  the  working  life  equal  to  the  charge  against 
the  first  year  under  the  Annuity  method;  but  the  interest  received  upon 
the  moneys  so  invested  is  re-invested  so  as  to  secure  the  benefit  of  com- 
pound interest,  and  thus  (assuming  the  investments  can  be  realised  at 
cost  price,  and  assuming  that  they  have  earned  the  anticipated  rate  of 
interest  throughout  the  working  life)  when  the  time  for  renewal  arrives, 
it  is  possible  to  sell  the  investments  for  a  sum  equal  to  that  for  which 
provision  has  been  made.  By  selecting  investments  that  are  redeemable 
at,  or  near,  the  expected  date  of  renewal,  fluctuations  in  investment  values 
may  be  reduced  to  a  minimum. 

XXXVII.  — The  Revaluation  Method. 

An  alternative  method  sometimes  employed  in  practice  is  to  re-value 
wasting  assets  year  by  year,  write  down  the  Ledger  balance  accordingly, 
and  to  charge  the  amount  so  written  off  as  the  Depreciation  for  the 
year.  In  the  nature  of  things  this  method  does  not  provide  for  the 
equitable  spreading  of  the  total  loss  over  the  period  of  the  working  life ; 
but  in  the  case  of  such  assets  as  the  linen,  plate,  cutlery,  glass,  crockery, 
&c.,  of  an  hotel,  or  the  loose  tools  of  a  factory,  it  is  probably  more  satis- 
factory because  safer  than  any  of  the  methods  previously  described. 


Work  for  Ex-Officers. 

An  agreement  has  now  been  reached  between  the  Appointments 
Department  of  the  Ministry  of  Labour  and  the  Officers'  Association  to 
prevent  overlapping,  according  to  the  following  terms  : — 

(1)  The  work  of  finding  appointments  for  ex-officers  will  be  carried 
out  solely  by  the  Appointments  Department,  whilst  the  Officers'  Associa- 
tion will  confine  its  activities  to  relief  work. 

(2)  The  Officers'  Association  will  appoint  a  representative  to  each 
district  headquarters  office  to  inquire  into  and  interview  hard  cases,  and 
disburse  small  sums  for  immediate  relief  where  necessary. 

(3)  A  military  member  will  be  appointed  by  the  Officers'  Association 
to  act  upon  each  panel  of  business  men  interviewing  applicants  for 
employment. 

Employers  are,  therefore,  requested  to  send  notice  of  all  vacancies  to 
the  Appointments  Department  at  Clement's  Inn,  and  on  the  other  hand 
all  officers  seeking  employment  will  be  referred  to  the  same  department. 
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By  D.  F.  de  L'Hoste  Ranking,  M.A.,  LL.D. 

In  the  following  very  interesting  paper  Dr.  Ranking  traces 
the  development  of  International  Law  from  the  Jus  Civile  of 
the  Romans  to  the  present-day  ideal  of  a  League  of  Nations . 
He  explains  the  effect  of  the  law  in  war  time  on  the  rights  of 
belligerent  States. 

"  A  problem  still  unsolved  while  war  exists."  This  is  how  Dr. 
Whewell  nearl}'  70  years  ago  spoke  of  International  Law.  At  that  time, 
shortly  after  the  great  Exhibition  of  1851 — an  exhibition  which  would,  it 
was  fondly  hoped,  inaugurate  an  epoch  of  peaceful  competition  between 
nations — there  existed  a  vague  idea  that  a  period  of  universal  peace  was 
about  to  dawn  upon  the  world.  How  little  basis  existed  for  any  such 
Utopian  idea  has  been  shown  over  and  over  again  since  Whewell 's  time ; 
and  never  has  this  been  more  clearly  demonstrated  than  during  the  war 
just  ended.  "  A  grave,  or  serious,  or  gross  breach  of  International 
Law  "  ;  how  often  of  late  years  have  such  phrases  appeared  in  the  news- 
papers? and  the  only  possible  comment  on  such  remarks  seems  to  be  : 
"  Is  this  so?  and  if  so,  what  do  you  propose  to  do  about  it?"  Person- 
ally, I,  when  I  have  seen  such  remarks,  have  always  been  reminded 
of  the  plight  of  the  Consul  recorded  in  the  Anti-Jacobin  : 

"  The  Bey  then  gave  his  orders 
In  x\rabic  and  Persian  : 

"  Let  no  more  be  said,  but  bring  me  his  head. 
These  clubs  are  my  aversion." 

The  Consul  quoted  Bynkershoek, 

And  Puffendorf,  and  Grotius  : 

And  proved  from  Vattel  exceedingly  well, 

Such  conduct  was  most  atrocious  ! 

'Twould  have  moved  a  Christian's  bowels 
To  hear  the  doubts  he  stated  : 
But  the  mutes  they  did  as  they  were  bid. 
And  strangled  him  while  he  prated  ! 

Mark  the  irony  of  it :  the  Consul  had  all  the  authorities  on  his  side ; 
but  the  Bey  had  the  mutes  and  the  bow-strings.  The  finest  arguments 
fail  before  force  majeure,  unless  they  have  physical  support. 

Substitute  Serbia  or  Belgium  for  the  Consul  of  the  poem,  and  we  have 
a  forecast  of  what  happened  during  the  late  war. 

We  are  driven  then  to  consider  the  question  :  Is  there  such  a  thing 
as  International  Law?  If  there  be  not;  how  did  the  fiction  of  its  exist- 
ence arise?  and  can  that  fiction  ever  be  made  a  reality? 

We  must  first  examine  what  we  mean  by  a  law.  Austin  has  objected 
to  the  term  "  law  "  being  used  when  speaking  of  international  relations, 
on  the  ground  that  nothing  can,  strictly  speaking,  be  called  a  law  which 
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cannot  be  enforced  by  a  superior  authority  or  supreme  sanction.  I  am 
in  agreement  with  him  here;  it  has  been  objected  that  Austin  has  no 
right  to  Hmit  the  meaning  of  a  term  which  was  already  used  in  a  much 
wider  sense,  since  he  allows  that  Divine  Laws  are  laws  properly  so- 
called,  and  Divine  Laws  are  identical  with  the  Laws  of  Nature,  upon 
which  the  Law  of  Nations  is  based. 

There  is  a  confusion  of  ideas  here  which  can  hardly  escape  your 
notice.  Assuming  that  Divine  Laws  and  the  Laws  of  Nature  are 
identical,  then  there  is  a  Supreme  Sanction  :  "  Expellas  naturam  furca, 
tamen  usque  reciirret  " — if  you  infringe  the  laws  of  nature,  nature  will 
most  assuredly  avenge  herself,  and  punish  your  contempt. 

But,  as  we  shall  see,  there  is  also  a  confusion  of  terms  here ;  the  Law 
of  Nature  on  which  International  Law  claims  to  be  based  has  little  or 
nothing  to  do  with  the  Laws  of  Nature  as  meaning  the  Divine  Laws  by 
which  nature  is  governed. 

Professor  Westlake,  in  the  introduction  to  his  work  on  Private  Inter- 
national Law,  says  that  "  No  set  of  rules,  national  or  international,  will 
"  ever  be  reduced  to  a  reasonable  certainty  unless  they  are  regularly 
^*  applied,  or  some  authoritative  judgment  is  passed  on  the  question  of 
"  their  application." 

Hooker,  on  the  other  hand,  would  recognise  as  a  law  "  Any  kind  of 
rule  or  canon  by  which  actions  are  framed  ";  but  this  would  seem  to 
exclude  any  idea  of  an  International  Law,  since  each  nation  is  entitled 
to  frame  its  own  rule  or  canon  without  reference  to  others. 

International  Law,  or  the  ]ns  Gentium,  claims  to  be  based  on  the  Jus 
Naturale  or  Natural  Law  (not  the  "  Laws  of  Nature,"  mark  you).  The 
term  jus  in  Roman  Law  is  ambiguous,  signifying  both  law  and  right. 
Justinian  makes  it  include  all  commands,  both  of  law  and  morality,  and 
classes  it  under  three  heads  :  Jus  Naturale,  the  law  of  right  and  reason 
inherent  in  nature,  which  is  binding  both  on  men  and  animals ;  Jus 
Gentium,  those  rules  of  law  which  were  found  to  be  common  to  all 
nations ;  and  Jus  Civile,  the  laws  of  each  particular  State. 

It  is  with  the  Jus  Civile  that  we  will  first  deal,  since  it  is  upon  this 
that  the  modern  system  of  private  International  Law  is  founded. 

The  Jus  Civile  was,  strictly  speaking,  the  special  law  of  Roman 
citizens,  by  which  they  only  were  bound,  and  of  which  they  only  could 
avail  themselves.  It  is  of  the  essence  of  nationality  that  a  nation  shall 
have  the  power  of  making  its  own  laws,  which  shall  be  binding  on  its 
own  subjects,  and  upon  foreigners  who  chance  to  be  within  its  jurisdic- 
tion. On  the  other  hand,  no  nation  can  make  laws  which  shall  have 
any  inherent  validity  outside  its  own  jurisdiction  ;  nor  can  the  subject  of 
one  country  claim  the  benefit  of  its  own  laws,  as  against  the  laws  of 
the  country  within  whose  jurisdiction  he  happens  to  be  at  the  moment. 
It  will  be  seen  that  if  this  doctrine  be  strictly  insisted  upon,  the  courts 
of  this  country  not  only  need  not,  but  could  not,  take  into  consideration 
the  laws  and  judgments  of  foreign  countries,  and  the  earliest  text-books 
are  almost  entirely  silent  on  such  matters.  But  the  influence  of  the 
Ecclesiastical  and  Admiralty  Courts  speedily  but  silently  modified  this 
view ;  the  judges  in  these  courts  had  to  deal  with  matters  of  more  than 
local  interest  and  importance  ;  and  in  their  judgments  they  gave  effect 
to  the  maxims  of  the  Roman  Civil  Law  which  they  had  studied  in 
continental  schools.    These  maxims  embodied  the    principles  of  that 
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Roman  equity  which  had  modified  the  harshness  of  the  Jus  Civile  by 
recognising  the  existence  and  applicability  of  the  Jus  Gentium. 

Rome  and  the  Roman  Empire  contained  a  variety  of  races,  all  subject 
to  the  Roman  jurisdiction  ;  but,  unless  they  were  Roman  citizens,  the 
Jus  Civile  was  not  applicable  to  these  subjects.  But  all  these  people, 
especially  those  belonging  to  Italian  communities  which  did  not  possess 
the  rights  of  citizenship,  possessed  laws  of  their  own,  and  all  these  varied 
laws  were  found  to  have  some  points  in  common.  The  Roman  jurist, 
therefore,  examined  the  laws  of  these  various  communities  of  non- 
citizens,  and  wherever  it  was  found  that  a  usage,  or  custom,  or  form, 
was  common  to  a  majority  of  them,  it  was  concluded  that  this  formed 
part  of  a  law  common  to  all  nations ;  in  this  way  there  was  formed  a 
body  of  rules  called  the  J.us  Gentium,  which  could  be  applied  in  deciding 
disputes  between  citizens  and  non-citizens,  or  between  two  non-citizen 
litigants. 

When  the  northern  races  overran  the  northern  part  of  the  Roman 
Empire  they  brought  with  them  their  own  laws  for  their  own  people, 
but  they  left  the  conquered  provinces  in  possession  of  their  own  laws, 
whether  Roman  or  native,  so  that  it  was  possible  to  find  two  or  three 
different  kinds  of  law  in  one  province  :  the  Roman,  applicable  to  Roman 
citizens ;  the  native  (usually  a  customary  law),  applicable  to  disputes 
among  the  natives ;  and  the  laws  which  held  good  for  the  conquerors 
themselves.  When  disputes  arose  between  members  of  different  bodies, 
then  resort  had  to  be  made  to  certain  principles  which  were  established 
as  common  to  all — that  is,  to  the  Jus  Gentium. 

On  these  principles,  which  had  spread  to  this  country  from  the 
Continent,  English  Judges  acted,  and  by  their  decisions  recognising 
certain  rules  and  customs  of  the  laws  of  foreign  countries  as  based  on 
a  presumed  general  agreement  common  to  all  nations,  and  allowing 
their  application  here,  so  far  as  they  were  not  in  direct  opposition  to 
English  Law,  they  gradually  established  a  science  of  private  Inter- 
national Law.  It  would  be  impossible  in  a  sketch  like  this  to  go  more 
fully  into  this  branch  of  the  subject ;  it  must  suffice  to  say  that  the 
matters  to  which  it  is  specially  applicable  are  such  as  the  validity  of 
marriages,  succession  to  movables  at  death,  the  validity  of  and  enforc- 
ing of  contracts,  and  the  circumstances  under  which,  and  the  extent  to 
which,  effect  is  to  be  given  to  the  judgments  of  foreign  courts. 

But,  important  as  it  is  to  all  who  are  brought  into  intimate  relations, 
social  or  commercial,  with  members  of  foreign  States,  this  aspect  of  the 
Law  of  Nations  commands  comparatively  little  attention.  It  is  public 
International  Law  which  holds  the  attention  of  the  public,  and  it  is 
breaches  of  this  so-called  law  which  rouse  the  greatest  indignation ;  and 
this  because  these  breaches  strike  at  the  security,  not  of  one  or  more 
individuals,  but  of  the  nation  as  a  whole. 

The  term  Jus  Gentium  is  commonly  applied  to  Public  International 
Law,  but  this,  as  Sir  Henry  Maine  has  shown,  is  a  misnomer.  The  true 
term  in  Roman  Law  was  Jus  Feciale,  the  Law  of  Negotiation  and 
Diplomacy ;  nor  is  this  Jus  Gentium  the  same  with  that  known  to 
Roman  Law  under  that  name,  which  meant,  as  we  have  seen,  those 
rules  of  law  which  were  found  to  be  common  to  all  the  communities 
known  to  the  Roman  world. 
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The  whole  conception  of  a  Law  of  Nations  has  been  one  of  slow  and 
gradual  development,  and  is,  to  a  great  extent,  the  outcome  of  a  school 
of  philosophical  thought  which  professed  to  believe  that  there  had  at  one 
time  existed  an  ideal  state  of  society  governed  by  what  they  called 
Natural  Law ;  that  this  Natural  Law  must  have  been  identical  with  the 
Will  of  God,  and  must,  therefore,  be  binding  on  all  nations.  It  was  also 
put  forward  as  an  axiom  that  by  the  philosophical  consideration  of  the 
ideal  man  in  the  ideal  State  it  is  possible  to  reconstruct  these  Natural 
Laws,  and  that  by  these  laws  the  relations  of  States  should  be 
governed.  You  will  see  at  once  that  the  weakness  of  this  theory  is 
exactly  the  same  with  that  which  undermines  all  theories  (;f  political 
economy;  it  leaves  out  of  consideration  the  unknown  quantity,  human 
nature,  and  assumes  that,  certain  rules  having  been  formulated,  all  men 
will  act  in  accordance  with  them. 

According  to  Maine,  the  postulates  of  International  Law  are  as 
follows  : — 

1.  There  is  a  determinable  Law  of  Nature. 

2.  Natural  Law  is  binding  on  States,  inter  se. 

3.  Independent  communities,  however   different  in  size  and  power, 
are  all  equal  in  the  view  of  the  Law  of  Nations. 

There  is  a  fourth  postulate  by  which  the  idea  of  the  State  was  merged 
in  the  personality  of  the  ruler ;  it  is  that  sovereignty  is  territorial,  and 
sovereigns,  inter  se,  are  to  be  deemed  the  absolute  owners  of  the  State's 
territory, 

A  State,  as  apart  from  its  ruler,  may  be  defined  as  "  an  aggregate  of 
"  human  beings  havin<.>  definite  relations  to  territory,  to  social  existence, 
"  to  government,  to  a  past  and  future,  and  to  national  unity." 

The  attributes  of  a  State  are  : — 

Sovereignty,  which  implies  the  right  to  manage  its  own  affairs,  to 
rule  its  citizens,  to  alieniate  or  acquire  territory,  and  to  uphold  the 
integrity  of  its  existence. 

Independence,  that  is  exemption  from  every  species  of  interference 
on  the  part  of  other  States. 

Interference  in  the  affairs  of  a  foreign  State  can  only  be  justified  by 
breach  of  treaty,  or  by  the  continuance  of  a  hopeless  state  of  internal 
revolution. 

Since  States  in  their  relation  to  one  another  must  be  regarded  in  the 
light  of  individuals  they  are,  like  individuals,  possessed  of  rights  and 
also  subject  to  obligation.  The  obligations  have  been  divided  into  those 
which  are  natural,  necessary,  absolute,  and  primary,  answering  to  the 
rules  of  equity,  and  those  which  are  voluntary,  arbitrary,  and 
secondary.  These  latter  may  again  be  sub-divided  into  those  which  are 
customary,  answering  to  the  rules  of  Common  Law,  and  those  whicH 
are  conventional,  being  based  upon  treaties,  and  answering  to  Statute 
Law. 

The  comparison  with  Equity,  Common  Law,  and  Statute  Law  is  some- 
what unconvincing,  since  there  is  no  fixed  tribunal  which  can  direct 
obedience  or  punish  disobedience. 

The  rights  of  States  are  either  natural  and  customary,  or  are  conven- 
tional, depending  upon  treaties ;  the  actual  or  apprehended  violation  of 
a  right  is  the  only  ground  for  a  just  war. 
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The  natural  rights,  apart  from  treaty,  are  to  acquire  and  possess  terri- 
tory ;  to  have,  in  the  case  of  a  maritime  State,  ships  of  war  which  shall 
possess  the  characteristic  of  ex-territoriality,  being  exempt  from  foreign 
jurisdiction  even  when  in  a  foreign  port;  the  right  to  protect  the  lives, 
liberty,  and  property  of  its  own  citizens ;  the  right  to  free  use  of  the  open 
sea  for  commerce  and  fishing  (we  may  now  add  to  this  a  similar  right 
to  the  free  use  of  the  air) ;  and  a  right  of  general  jurisdiction  on  the  open 
sea  against  piracy. 

The  rights  arising  from  treaty  are  those  relating  to  commerce,  general 
comit}',  copyright  and  patent,  extradition,  and  matters  of  like  kind. 

Treaties  are  the  only  forms  of  conveyance  known  to  the  Law  of 
Nations,  and  differ  from  private  contracts  in  that  they  are  of  necessity 
consensual,  and  are  not  rendered  invalid  by  force  or  deceit. 

The  old  idea  was  that  treaties  are  binding  till  relaxed  by  a  friendly 
arrangement  between  the  contracting  parties.  '*  Kultur  "  asserts  that 
they  are  only  binding  so  long  as  they  do  not  prove  inconvenient.  Even 
war  does  not  in  all  cases  annul  treaties  between  contending  States ;  it 
does  not  annul  those  made  in  the  interests  of  morality  and  humanity ; 
nor  those  which  are  in  the  nature  of  a  perpetual  obligation. 

But  all  these  rights,  natural  or  conventional,  are  liable  to  be  upset  by 
a  state  of  war,  and  therefore,  to  avoid  universal  confusion,  it  is  neces- 
sary that  there  should  be  recognised  rules,  prescribing  the  conduct  to  be 
observed  by  belligerent  States,  not  only  as  between  themselves,  but 
towards  neutral  nations  whose  interests  may  conflict  with  their  own. 

Short  of  a  state  of  war,  various  methods  have  been  at  different  periods 
employed  with  the  object  of  obtaining  satisfaction  for  breaches  of  the 
Law  of  Nations,  such  as  Retorsion,  that  is,  the  employing  the  same  treat- 
ment towards  the  citizens  of  a  foreign  State  as  is  used  towards  your 
own.  There  were  formerly  other  forms  of  reprisal  which  have  now  been 
abolished  by  convention,  such  as  general  reprisals  in  time  of  war,  which 
authorise  any  subject  to  act  against  the  subjects  of  a  hostile  State.  This 
was  done  by  privateers,  commissioned  by  letters  of  marque.  The  use  of 
privateers  was  forbidden  by  the  Declaration  of  Paris,  1856,  but  these 
regulations  are  only  of  force  as  between  those  parties  who  were  parties 
to  the  declaration. 

A  State  may  also  resort  to  embargo,  which  is  a  form  of  sequestration 
of  the  property  of  individuals,  or  it  may  use  ordinary  reprisals,  which 
are  a  forcible  means  of  obtaining  redress  short  of  war.  They  may  be 
negative,  as  when  a  State  refuses  to  perform  an  obligation  or  to  allow 
another  nation  to  enjoy  a  right ;  positive  when  the  State  seizes  persons  or 
effects  belonging  to  other  nations  in  order  to  obtain  redress. 

When  war  acually  breaks  out.  International  Law  is  supposed  to  regu- 
late :  the  mode  of  carrying  on  war,  the  persons  who  have  a  right  to 
carry  on  war,  the  treatment  of  prisoners,  the  treatment  of  enemy 
civilians,  the  right  to  seize  enemy  property,  and  the  rights  and  duties 
of  neutrals. 

As  between  the  belligerent  nations  themselves,  the  effects  of  the  state 
of  war  may  be  said  to  be  that  trade  is  suspended,  no  contracts  are 
legal,  no  debts  can  be  enforced,  and  no  suits  can  be  entertained  by  or 
against  an  enemy.  Our  own  Court  of  Appeal  has  decided  that  an  alien 
enemy  can,  if  sued,  appear  to  defend  himself,  but  that  if  judgment  be 
given  against  him  he  cannot,  while  war  continues,  enter  an  appeal. 
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The  persons  and  property  of  enemies  in  the  State  at  the  time  of  the 
declaration  of  war  are  Hable  to  capture,  but  leave  is  usually  given  to 
withdraw  within  a  reasonable  time,  or  to  remain  during  good  behaviour. 
This  is,  however,  only  a  treaty  right,  and  those  electing  to  remain  may 
be  liable  to  internment. 

It  has  been  a  general  rule  that  the  immovable  property  of  aliens  is  not 
confiscated,  and  that  the  movable  property  of  individuals  is  not  liable  to 
seizure.  This,  however,  must,  to  a  large  extent,  be  regulated  by  the 
conduct  of  the  other  belligerent;  reprisals  may  take  the  form  of  confisca- 
tion. Quite  recently  certain  German  ships  which  were  seized  in  our 
ports  on  the  outbreak  of  war  have  been  condemned  as  prize,  the  grounds 
of  the  decision  being  that,  since  Germany  gave  no  time  limit  for  depar- 
ture to  our  ships  in  their  ports,  the  same  treatment  must  be  applied  in 
these  cases.  Enemies'  property  in  public  funds  is  always  respected,  and 
private  debts  are  suspended,  but  not  extinguished. 

The  mode  of  carrying  on  hostilities  is  a  matter  which  constantly  gives 
rise  to  much  debate,  and  during  the  recent  war  the  use  by  our  adversaries 
of  new  methods  and  implements  of  war  constantly  caused  much  com- 
plaint as  being  against  the  rules  of  International  Lav^^  Such  complaints 
were,  in  fact,  ill-founded.  The  object  of  war  is  the  conquest  of  your 
adversaries,  and,  primarily  speaking,  all  means  are  lawful  which  conduce 
to  this  end.  Vattel  says  that  in  a  just  war  all  that  is  necessary  is  law- 
ful, and  that  the  actual  necessity  is  the  only  limit.  The  Law  of  Nature 
imposes  this  limit  of  necessity  as  to  the  nature  and  extent  of  the  violence 
to  be  used  ;  the  Law  of  Nations  imposes  certain  limits  as  to  the  mode  of 
using  them.  It  was  generally  accepted  that  as  between  civilized  nations 
the  use  of  poison  and  treachery  was  forbidden,  as  also  v^'as  the  use  of 
soft-nosed  bullets,  or  of  explosive  bullets  of  less  than  a  certain  weight. 
The  accepted  limit  till  the  recent  war  had  always  been  that  non- 
combatants  must  be  exempted.  War  is  to  be  directed  against  the  forces 
of  a  State,  not  against  individuals,  and  only  fortified  towns  may  be 
beseiged  or  bombarded. 

The  Hague  Convention  of  1899  forbade  among  other  things  the  dis- 
charge of  projectiles  and  explosives  from  balloons  or  by  other  new 
methods  of  a  similar  nature,  and  also  the  use  of  projectiles  the  sole 
object  of  which  is  the  diffusion  of  asphyxiating  gases,  but  note  well 
that  German  jurists  have  always  contended  that  the  observance  of  any 
or  all  of  the  Hague  regulations  ceases  to  be  obligatory  *'  when  the 
"  circumstances  are  such  that  the  attainment  of  the  objects  of  the  war 
"  and  the  escape  from  extreme  danger  would  be  hindered  by  observing 

the  regulations  imposed  by  the  laws  of  war."  Necessity  knows  no 
law.  On  the  occupation  of  enemy  territory  it  is  permissible  to  seize  the 
property  of  the  State,  but  not  the  property  of  individuals ;  this  latter  can 
only  be  lawfully  reached  by  means  of  requisitions,  properly  levied  by  the 
commander  of  the  occupying  forces.  Enemy  property  at  sea  is  always 
liable  to  seizure,  owing  to  the  necessity  for  destroying  enemy  commerce. 

The  outbreak  of  war  between  two  or  more  States  at  once  gives  rise 
to  a  conflict  of  rights  between  the  belligerents  and  neutral  nations.  A 
neutral  nation  has  a  right  to  exemption  from  any  injury  from  either 
belligerent,  this  right  being  coupled  with  an  obligation  to  observe  the 
strictest  neutrality.  An  antecedent  treaty  may  apparently  modify  the 
obligation  so  far  as  to  allow  one  belligerent  to  levy  troops  in  a  particular 
neutral  country,  while  this  right  is  denied  to  another  belligerent ;  but 
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apart  from  such  treaty  obligations,  any  act  of  this  kind  would  be  a 
breach  of  neutrality.  Our  own  Foreign  Enlistment  Act  of  1870  forbids 
enlistment  in  the  service  of  a  foreign  State  which  is  at  war  with  a  State 
friendly  with  ourselves,  or  the  building  of  ships  or  fitting  out  of  expedi- 
tions for  the  same  purpose;  while  the  Treaty  of  Washington,  1871, 
requires  a  neutral  Government  to  use  due  diligence  to  prevent  the  fitting 
out  of  vessels  adapted  for  carrying  on  war  against  a  power  with  which 
it  is  at  peace,  and  to  use  like  diligence  to  prevent  the  departure  of  any 
such  vessel. 

Apart  from  the  question  of  active  assistance  given  by  neutrals  comes 
the  question  how  far  a  belligerent  has  a  right  to  interfere  with  or 
restrict  neutral  commerce.  It  has  been  claimed  on  behalf  of  neutrals 
that  commerce  is  necessary  to  a  State  ;  each  State  has  a  right  to  it,  and 
no  other  State  can  justly  interfere  with  the  right.  War  should  affect 
the  belligerent  States,  and  them  only. 

Belligerents  reply  that  war  is  a  right;  no  State  not  being  a  party  to 
the  war  can  be  allowed  to  interfere  with  that  right.  Full  liberty  must 
be  given  so  long  as  no  injustice  results  from  it.  The  restrictions  placed 
on  commerce  are  trivial  compared  with  the  difficulties  which  might 
arise,  and  the  injury  which  might  be  done  by  unrestricted  commerce. 

I  do  not  deal  here  with  the  very  difficult  question  of  effective  blockade ; 
it  is,  of  course,  open  to  either  belligerent  power  to  prevent  any  access, 
whether  by  neutrals  or  others,  to  a  blockaded  port.  I  shall  simply  speak 
of  the  right  of  a  belligerent  to  capture  on  the  high  seas  goods  in  the 
course  of  being  conveyed  to  an  enemy  port. 

I  have  already  mentioned  that  while  on  land  the  private  property  of 
individuals  is  not  liable  to  seizure,  no  such  protection  is  given  to  private 
property  on  the  seas ;  all  such  may  be  captured  and  confiscated,  since  one 
of  the  chief  ends  of  war  is  to  destroy  enemy  commerce.  The  same 
reason  justifies  the  restriction  of  the  right  of  neutrals  to  trade  with  a 
belligerent  power,  and  the  seizure  of  any  goods,  belonging  to  a  neutral, 
which  are  destined  for  an  enemy  country,  and  which  might  in  any  way 
aid  the  enemy  in  carrying  on  or  prolonging  the  war ;  those  goods  which 
come  under  the  head  of  contraband  of  war,  whether  as  being  in  their 
nature  obviously  contraband,  or  as  being  contraband  under  the  particular 
circumstances  of  the  case.  This  latter  class  is  known  as  occasional, 
accidental,  or  facultative  contraband,  and  is  created  by  declaration  of 
either  of  the  belligerents,  such  declaration  being  duly  communicated  to 
neutrals. 

The  goods  of  enemies,  or  any  contraband  of  war,  have  at  all  times 
been  liable  to  capture  by  the  men-of-war  of  a  belligerent,  and  till  1856 
they  were  also  liable  to  capture  by  privateers,  that  is  ships  owned  and 
commanded  by  private  persons  but  acting  under  a  "  Commission  of 
War  "  issued  by  the  belligerent  Government,  of  which  the  owners  were 
subjects.  At  one  time,  in  the  case  of  a  neutral  ship  carrying  enemy 
goods,  the  ship  itself  was  forfeited ;  under  the  provisions  of  the 
Declaration  of  London  of  1909  a  vessel  carrying  contraband  of  war  may 
be  condemned  if  the  contraband  reckoned  by  value,  weight,  volume,  or 
freight,  forms  more  than  half  the  cargo. 

The  right  to  issue  commissions  of  war  to  privateers  was  relinquished 
by  us  under  Article  4  of  the  Declaration  of  Paris,  1856,  which  provides 
that  "  privateering  is  and  remains  abolished."  In  my  humble  opinion 
our  adhesion  to  a  clause  of  this  kind  was  a  great  mistake. 
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Various  rules  as  to  the  power  of  seizure  have  prevailed  at  different 
times.  That  great  source  of  Maritime  Law  the  *'  Consolato  del  Mare  " 
(the  date  of  which  is  by  some  authorities  carried  back  to  the  eleventh 
century),  laid  down  certain  simple  rules  ;  neutral  goods  on  an  enemy's 
ship  were  free,  while  enemy's  goods  on  a  neutral  ship  could  be  taken, 
freight  being  paid  by  the  captor. 

A  decree  of  Francis  I  in  1543  established  the  French  system,  called 
sometimes  the  "  Rule  of  Mutual  Infection,"  under  which  all  goods  on  an 
enemy's  ship  were  subject  to  forfeiture,  while  the  finding  of  enemy's 
goods  on  a  neutral  ship  entailed  confiscation  of  the  ship. 

The  Dutch,  at  the  time  when  they  were  the  greatest  carrying  power, 
sought  to  establish  a  third  rule,  which  may  be  briefly  summarised  as 
'*  free  ship  free  goods,  enemy  ship  enemy  goods  " ;  that  is  to  say,  that 
enemy  goods  in  a  neutral  ship  go  free,  while  neutral  goods  of  any  kind 
are  liable  to  capture  if  found  on  an  enemy  ship. 

Finally,  the  rule  at  present  obtaining  was  established  by  the  Declara- 
tion of  Paris,  1856.  This  is  that  the  neutral  flag  covers  enemies'  goods, 
except  contraband  of  war,  and  conversely  that  neutral  goods  under  an 
enemy  flag  are  not  liable  to  seizure  unless  they  are  contraband  of  war. 

The  right  to  seize  carries  with  it  as  a  corollary  the  right  to  stop  ships 
under  a  neutral  flag  in  order  to  ascertain  whether  they  are  in  fact  neutral, 
and,  if  neutral,  whether  they  are  carrying  contraband  of  war  destined  for 
the  enemy.  This  undoubted  right  has  given  rise  to  many  disputes  during 
the  late  war. 

A  vessel  is  found  carrying  contraband  of  war;  her  papers  show  that 
the  destination  of  the  contraband  is  a  Scandinavian  or  other  neutral  port. 
Was  it  the  intention  of  the  shippers  that  this  neutral  port  should  be  only 
a  port  of  trans-shipment,  whence  the  goods  should  be  forwarded  to  the 
belligerent  country?  If  so,  they  may  be  seized  under  the  doctrine  of 
'*  continuous  voyage."  The  Declaration  of  London,  which  fortunately 
has  never  been  ratified,  would  have  abolished  this  doctrine  as  regards 
conditional  contraband. 

Again,  has  a  vessel  which  originally  sailed  either  from  its  own  coun- 
try or  from  a  neutral  port  as  a  merchantman,  a  right  to  change  its 
character  on  the  open  sea,  and  claim  to  be  reckoned  as  a  part  of  the 
naval  forces  of  its  country,  so  a^  to  have  the  power  of  search  and 
capture?  This  question  has  never  been  settled;  the  Hague  Conference 
of  1907  failed  to  agree  upon  it,  and  pending  a  decision,  all  continental 
powers  claim  the  right  to  make  a  conversion  of  this  kind  on  the  open 
sea. 

One  of  the  most  burning  points  in  dispute  is  the  right  to  search  neutral 
ships  sailing  under  convoy.  The  Baltic  Powers,  France,  Germany, 
Austria,  Spain  and  Italy,  have  always  contended  for  immunity,  but  the 
contention  has,  till  lately,  always  been  resisted  by  ourselves.  Sections  61 
and  62  of  the  Declaration  of  London,  1909,  accept  the  continental  view, 
on  condition  that  the  commander  of  the  convoy  gives  in  writing  all  the 
information  as  to  the  character  of  vessels  and  their  cargo  which  could  be 
obtained  by  search.  The  Royal  Proclamation  of  August  20th  1914 
ordered  that  the  Declaration  of  London,  subject  to  certain  modifications 
and  variations,  should  be  put  in  force  as  if  it  had  been  ratified. 

These  being  some  of  the  principles  and  maxims  of  International  Law 
so  called,  it  remains  to  see  how  their  observance  can  be  enforced,  and 
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whether  any  method  can  be  found  by  which  disputes  between  nations 
can  be  settled  without  recourse  to  war. 

I  will  say  at  once  that  I  do  not  believe  that  war  will  ever  cease  entirely, 
nor  do  I  believe  that  war  is,  in  itself,  either  unchristian  or  contrary  to 
the  purpose  of  God.  There  may  arise  cases  in  which  war  is  the  only 
remedy  left  to  a  nation,  and  on  the  other  hand,  while  human  nature 
remains  as  it  is,  there  will  always  be  the  possibility  of  a  war  of 
aggression.  It  may,  however,  be  possible  to  minimise  the  chances  of 
disputes  culminating  in  war,  and  various  methods  of  accomplishing  this 
end  have,  from  time  to  time,  been  suggested. 

So  long  ago  as  the  early  part  of  the  17th  century,  Henry  IV  of  France 
and  his  great  Minister  Sully  formed  the  scheme  known  as  the  "  Great 
Design,"  by  which  all  Christian  Europe,  excluding  Muscovy,  was  to  be 
organised  into  a  federation  with  a  common  Government  backed  by  a 
common  force.  This  Government  would  settle  all  disputes  between  the 
component  States,  and  suppress  wars — by  force !  The  scheme  was 
impracticable,  because  it  infringed  on  national  independence. 

Mediation  is  another  method  sometimes  resorted  to  or  suggested, 
which  means  that  on  disputes  arising  the  advice  and  opinion  of  an  inde- 
pendent and  uninterested  State  should  be  sought,  it  being  hoped  that  the 
opinion  obtained  will  carry  moral  weight. 

Resort  has  sometimes  been  made  to  arbitration,  the  appointed  arbitra- 
tor giving  not  only  advice,  but  a  decision.  There  are  two  difficulties 
attending  this  plan  :  first,  it  is  becoming  more  and  more  difficult  to  find 
an  absolutely  unbiassed  arbitrator  (Leibnitz,  who  wrote  about  1693, 
suggested  the  Pope  and  the  Roman  Emperor,  that  is  the  Emperor  of 
Austria,  as  permanent  arbitrators,  but  any  such  scheme  was  unaccept- 
able to  Protestant  States) ;  secondly,  there  is  no  means  of  compelling 
compliance  with  the  decision  except  by  war. 

Will  the  proposed  League  of  Nations  be  more  successful?  I  do  not 
believe  so.  Nations  may  meet,  and  may  draft  rules  and  frame  regula- 
tions, but  you  have  always  the  unknown  factor — human  nature — which 
may  upset  all  your  calculations,  and  the  only  mode  of  enforcing  compli- 
ance with  the  rules  and  regulations  will  be  by  that  war  to  which  they 
were  supposed  to  put  an  end. 

'*  Si  vis  pacem,  para  bellum."  International  agreements  will  be  best 
observed  when  their  breach  is  certain  to  be  followed  by  speedy  and 
condign  punishment. 

"  When  a  strong  man  armed  keepeth  his  house  his  goods  are  in 
peace." 

Lest  We  Forget. 

The  recent  ceremonies  attaching  to  the  unveiling  of  the  Cenotaph,  and 
the  burial  of  the  Unknown  Warrior,  have  brought  very  vividly  before  us 
once  more  the  magnitude  of  the  debt  we  owe  to  the  memory  of  those 
who  gave  their  lives  in  defence  of  their  country. 

At  the  same  time,  the  mourning  for  those  who  have  gone  throws  into 
stronger  relief  the  debt  we  owe  to  those  who  have  come  out  of  the 
great  struggle  maimed  and  helpless — the  halt,  the  lame,  and  the  blind. 
It  is,  indeed,  a  distressing  sight  to  see  men  who  have  so  gallantly  served 
their  country,  and  bearing  medals  of  highest  distinction,  going  round  the 
streets  with  a  hand  organ.  Surely  the  Government  should  make  some 
provision  to  remedy  such  a  crying  scandal.  If  they  cannot,  or  will  not, 
cannot  we,  as  private  individuals,  do  something? 
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By  Andrew  Binnie,  F.C.A.,  C.A. 

So7ne  suggestions  are  made  this  month  by  Mr.  Binnie  as 
to  the  information  which  it  is  necessary  for  the  auditor  to 
have  respecting  each  audit,  and  the  way  in  which  this 
information  should  be  kept,  also  as  to  vouching  the  cash. 

The  Note  Book,  Filing  Papers,  &c. 

A  separate  note-book  should  be  kept  for  each  audit,  and  divided  into 
four  sections  as  follows  : — 

I. — Information  of  a  permanent  character  as  to  the  particular  audit  to 
which  the  note-book  relates,  such  as  : — 

Name  of  company. 
Address  of  registered  office. 
Date  of  registration  of  company. 
Date  entitled  to  commence  business. 

Names  of  directors,  and  what  number  of  directors  (who  must  be 

qualified  to  act  and  vote)  constitutes  a  quorum. 
Name  of  secretary. 
Name  of  solicitors. 
Name  of  bankers. 

Complete  list  of  books  kept,  and  of  names  of  staff  who  keep  same, 
with 

Their  respective  duties. 

(At  subsequent  audits  record  any  variations  in  respect  of  above 
particulars.) 

From  Prospectus,  or  statement  in  lieu  of  prospectus,  and  Memorandum 
and  Articles  of  Association  and  Debenture  Trust  Deed  (if  any)  : — 

Qualification  and  remuneration  of  directors.    (This  is  not  required 

to  be  disclosed  in  statement  in  lieu.) 
Agreements  with  directors  or  others  for  remuneration,  salaries,  &c. 
Amount  of  purchase  money,  how  to  be  satisfied,  and  amount  of 

goodwill. 

Short  particulars  of  material  contracts. 

Shares  and  debentures  issued  otherwise  than  for  cash. 

Underwriting  commission  (which  must  be  stated  in  prospectus  or 

statement  in  lieu,  and  authorised  by  the  articles  of  association). 
Minimum  subscription. 

Also 

The  objects  of  the  company. 

The  powers  of  the  directors,  and  their  authority  (if  any)  to  delegate 
same  to  others,  and  how  a  quorum  is  constituted. 

Note. — A  director  who  is  precluded  from  voting  by  reason  of  a 
personal  interest  in  the  matters  under  consideration,  must  not 
be  reckoned  as  present  for  the  purpose  of  making  a  quorum. 
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The  company's  borrowing  powers,  and  the  means  by  which  same 
may  be  exercised. 

Summaries  of  all  binding  contracts  referred  to  in  the  prospectus, 
Memorandum  and  Articles  of  Association,  or  Minutes  of  the  directors. 

A  summary  from  the  Memorandum  and  Articles  of  Association, 
Minutes,  Debentures,  or  Debenture  Trust  Deed,  &c.,  of  the  authorised 
Debenture  issue  (if  any),  what  is  charged  to  same,  how  and  when 
repayable  and  at  what  premium,  the  rate  of  interest,  remuneration  of 
trustee.  A  summary  of  the  Share  Capital  and  of  the  Dividend  Rights 
attaching  thereto,  stating  whether  Dividends  are  payable  on  the  amount 
paid  up  in  respect  of  share  capital,  or  upon  the  nominal  amount  of 
capital  issued. 

A  summary  of  any  articles  relating  to  the  accounts  and  the  auditors, 
but  having  due  regard  to  Section  113  of  the  Companies  (Consolidation) 
Act,  1908. 

II.  — List  of  work  to  be  done,  sub-divided  into  : — 

(a)  Common  to  all  audits. 

(b)  Applicable  to  the  audit  to  which  the  note-book  relates. 

III.  — Notes,  including  extracts  from  minutes,  points  to  which  the 
attention  of  a  principal  should  be  drawn,  particulars  of  corrections  and 
adjustments  to  be  made,  &c. 

IV.  — Queries  and  replies  thereto  which  should  be  stated  concisely  but 
clearly,  with  references  to  books  and  folios,  and  should  not  be  allowed 
to  accumulate,  but  settled  as  far  as  possible  from  day  to  day. 

A  convenient  practice  is  to  embody  (I)  and  (II)  in  a  permanent  note- 
book, and  to  have  another  note-book  for  (III)  and  (IV).  The  pages 
of  the  note-book  should  be  numbered  consecutively,  so  as  to  facilitate 
reference. 

Note. — For  those  who  fold  and  indorse  papers  and  keep  them  in 
bundles,  note-books  are  available,  cut  to  a  convenient  size  to  fit  the 
bundles.  The  practice  of  binding  papers  in  a  file  without  indorsing  or 
folding  them  is  growing.  This  practice  has  one  great  advantage,  in 
that  individual  papers  cannot  be  readily  mislaid,  but  even  if  papers  were 
all  of  a  uniform,  or  nearly  uniform  size  (with  a  margin  for  filing),  the 
file  becomes  cumbersome,  and  is,  therefore,  not  adapted  to  auditing,  so 
little  of  which  is  carried  out  in  the  auditor's  office.  The  inconvenience 
of  carrying  files  about  from  place  to  place  is  obvious.  If  filed,  the 
papers  should  be  arranged  in  a  suitable  order,  and  numbered  consecu- 
tively before  being  placed  on  the  file,  so  that  if  taken  off  the  file  they 
may  be  readily  replaced  in  the  proper  order.  A  glance  at  the  numbers 
also  shows  readily  whether  any  papers  are  missing.  The  top  sheet  of 
the  file  should  be  a  list  of  the  papers  filed,  giving  the  consecutive  numbers. 
Letters  relating  to  the  audit  should  be  on  a^  separate  file,  and  carbon 
copies  of  the  auditor's  letters  to  the  client  should  also  be  placed  on  the 
letters  file  all  in  order  of  date.  These  arrangements  enable  the  auditor 
to  pick  up  the  threads  of  a  matter  with  the  least  loss  of  "  time  occupied." 
Each  bundle  or  file  should  be  numbered  for  reference  and  put  away 
(when  not  in  use)  in  numerical  order.  An  alphabetical  register  of  audits 
should  be  kept,  giving  the  distinctive  number  of  each  bundle  or  file.  In 
large  practices  it  is  often  the  work  of  one  person  to  receive  and  file  the 
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papers  and  letters,  to  issue  and  receive  the  files  and  keep  the  index. 
Where  the  filing  system  is  resorted  to,  the  note-books  should  be  replaced 
by  loose  sheets,  'which  can  be  more  conveniently  filed  than  note-books,  a 
permanent  file  being  kept  for  (1)  and  (II),  and  a  separate  file  for  (III)  and 
(IV). 

Vouching  and  Verifying  the  Cash. 

The  object  of  vouching  is  not  only  to  test  the  accuracy  of 
the  receipts  and  payments  as  recorded  in  the  Cash  Book,  but 
to  see  that  the  entries  are  sufficiently  clear  and  full  to  enable 
the  auditor  to  satisfy  himself  that  the  receipts  and  payments  are  posted 
to  the  proper  accounts,  and  that  correct  a])portionments  have  been  made. 
Where  the  direction  and  management  are  efficient,  the  general  organisa- 
tion and  the  bookkeeping  expert,  and  the  vouchers  and  other  documents 
properly  arranged  and  readily  available,  vouching  can  be  carried  out 
effectively  and  quickly.  Where  the  bookkeeping  is  defective,  and  the 
documents  and  vouchers  ill-arranged  or  missing,  the  directors  or 
partners  are  obviously  taking  a  risk,  and  the  auditor,  for  his  own  protec- 
tion, would  do  well  to  draw  their  attention  to  what  is  defective.  It  is 
the  duty  of  directors,  and  the  interest  of  partners,  to  take  proper  pre- 
cautions against  misappropriation,  for  the  discovery  of  irregularities  by 
the  auditor  in  the  course  of  examining  the  accounts  on  behalf  of  the 
shareholders  after  the  close  of  the  year  does  not  restore  what  has  been 
taken.  If  the  audit  is  intended  to  close  the' door  to  irregularities  by 
employees  it  should  take  the  form  of  a  continuous,  specially  devised 
internal  check  at  an  adequate  remuneration,  for  part  of  the  machinery 
of  management  is  being  superimposed  on  the  auditor  in  addition  to  his 
ordinary  functions. 

Cash  Received. 

Apart  from  exceptional  items  or  special  matters,  receipts  are  generally 
on  account  of  Book  Debts  or  Cash  Sales,  which  to  some  extent  are 
indirectly  vouched  in  the  carrying  out  of  the  work  already  referred  to  in 
scrutinising  the  Ledger  balances.  A  comparison  of  cash  received  with 
receipt  counterfoils  is  obviously  idle  unless  a  system  is  in  operation  by 
which  the  counterfoils  themselves  are  adequately  controlled.  In  one 
case  of  misappropriation  it  transpired  that  the  cashier  himself  handed 
particulars  of  the  receipts  to  the  counterfoil  receipts  clerk,  whose  duty 
it  was  to  make  out  the  receipts. 

Note. — To  control  the  cash  received  and  the  counterfoil  receipts 
the  manager,  in  opening  the  letters,  should  make  a  jotting  of  the 
remittances  they  contain.  The  cashier  should  be  present,  and  should 
take  the  remittances  as  well  as  the  covering  letters,  afterwards  hand- 
ing the  letters  to  the  counterfoil  receipt  clerk  to  make  out  the  receipts. 
The  jotting  made  by  the  manager  should  be  compared  with  the  counter- 
foils of  the  receipts,  after  which  the  counterfoils  should  be  compared 
with  the  Cash  Book,  or  vice  versa.  In  this  way  the  major  part  of 
the  cash  received  may  be  effectively  "  vouched  at  the  source,"  except 
in  small  businesses,  in  which  the  principal  himself  must  exercise  a 
strict  control. 

Other  items  may  be  vouched  as  follows  : — 

Cash  Sales,  by  reference  to  properly  controlled  counterfoil  receipts,  or  to 
statements  of  cash  sales  duly  authenticated  by  the  signatures  of  two  inde- 
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pendent  persons  or  by  a  cash  register.  Receipts  from  travellers  by  refer- 
ence to  the  travellers'  returns,  or  by  reference  to  the  travellers'  counter- 
foil receipts  if  they  collect  money,  supported  by  a  scrutiny  of  the 
customers'  Ledge,r  Accounts;  dividends  on  bad  debts  by  reference  to 
official  documents  or  correspondence ;  withdrawals  from  Deposit 
Account  by  reference  to  the  Bank  Pass  Book  and  by  agreement  of  the 
balance  on  deposit  as  certified  by  the  bank ;  bills  receivable  by 
reference  to  the  Bill  Book  and  Customers  Ledger  Accounts  ;  loans  by 
reference  to  the  Register  of  Mortgages,  to  the  documents  of  loan,  minutes 
and  correspondence ;  rents  receivable  by  reference  to  the  rent  roll  as 
settled  by  reference  to  the  leases  ;  dividends  by  reference  to  the  counter- 
foils of  the  warrants,  or  to  the  securities  themselves,  or  to  the  Stock 
Exchange  Official  Intelligence ;  sales  of  investments  by  reference  to  the 
brokers'  contract  notes;  sales  of  property  by  reference  to  the  solicitor's 
completion  statements  and  agents'  accounts;  return  of  tax  or  Excess 
Profits  Duty  by  reference  to  the  claims  submitted  and  to  the  official 
correspondence. 

(See  also  preceding  articles  under  headings  "  Examining  Ledger 
Balances,  Loans,  Borrowed  Moneys,  Stocks  and  Shares,  Work  in  Pro- 
gress, Rents  and  Ground  Rents,  Discounts,  Royalties,  Bad  Debts, 
Income  from  Investments,  Share  Capital,  Debenture  Capital,  Transfer 
Fees,  &c.  &c.) 

Cash  Paid. 

The  auditor  should  ascertain  what  signatures  are  required  to  cheques, 
how  the  cheques  are  crossed,  and  what  precautions  are  taken  by  the 
directors  or  partners  before  signing  them.  Cheques  signed  by  two 
directors  and  countersigned  by  the  secretary,  or  signed  by  partners  and 
regularly  indorsed,  ought  to  be  sufficient  evidence  of  payment,  and  still 
more  so  if  the  cheques  are  crossed  "  Account  Payee  only,"  and  the  name 
of  the  payee's  banker  added  to  the  crossing,  provided  cheques 
are  only  signed  on  the  production  of  invoices  or  other  state- 
ments relating  to  the  payment  duly  checked  and  passed  for  payment 
independently  of  the  cashier.  In  well  organised  businesses  receipts  are 
not  given  on  invoices,  but  on  statements  of  account  with  an  official  form 
of  receipt  as  an  additional  safeguard.  If  the  invoices  or  other  state- 
ments are  entered  up  in  a  columnar  Invoice  Day  Book,  the  debits  being 
posted  in  total  to  the  appropriate  Impersonal  Accounts,  the  auditor  can 
satisfy  himself  as  to  the  allocation  of  the  amounts  by  examining  the 
Invoice  Day  Book  with  the  invoices  or  statements.  The  Day  Book 
entries  are  checked  to  the  Bought  Ledger,  the  cash  payments  vouched 
and  called  to  the  Bought  Ledger,  and  the  Bought  Ledger 
balances  examined,  thus  making  a  complete  check.  As  a  rule,  indorsed 
cheques  should  not  be  accepted  as  vouchers  without  supporting  evidence, 
and  in  any  case  only  where  the  system  of  internal  check  is  known  to  be 
carefully  carried  out. 

Illustration. 

(An  invoice  clerk  received  an  invoice  for  £io,  and  in  due  course  a 
statement  for  the  same  amount  net.  He  altered  the  ^{^lo  on  the  invoice 
to  _;^i6,  and  procured  a  cheque  from  the  cashier  for  ;^i6  by  producing  the 
invoice,  saying  that  he  was  calling  at  the  payee's  office  and  would  hand 
him  the  cheque.  At  the  payee's  office  he  produced  the  statement  for 
;^io  with  the  cheque  for  ;{^i6,  explained  that  a  mistake  had  been  made 
by  the  cashier,  got  the  statement  receipted,  also  ^£^6  in  gold  to  pay  into 
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*'  Petty  Cash  "  to  square  matters.  He  then  destroyed  both  the  invoice 
and  the  statement,  and  pocketed  the  gold.  On  asking  for  a  receipt,  the 
auditor  was  shown  a  cheque  properly  drawn  and  regularly  indorsed  by 
the  payee  and  cleared  through  the  payee's  bank.  He,  however,  asked 
for  the  corresponding  invoice,  but  there  was  none.  On  pushing  his 
inquiries  further,  the  whole  story  came  out,  and  proved  to  be  the  first 
of  a  series  of  similar  frauds,  to  which  a  lack  of  systematic  control  had 
opened  the  door.) 

The  payments  in  the  Cash  Book  should  be  numbered  consecutively, 
and  the  vouchers  numbered  to  correspond,  and  bound  together  in  that 
order,  and  in  such  a  way  that  they  can  be  examined  without  loss  of 
time  in  unfolding  and  refolding  them.  The  vouchers,  after  comparison 
with  the  Cash  Book  entries,  should  be  distinctly  marked  either  with  the 
initials  of  the  auditor,  or  preferably  with  a  rubber  stamp,  so  that  the 
voucher  cannot  be  altered  and  used  again.  The  auditor  should  see 
whether  the  date  corresponds  closely  with  that  in  the  Cash  Book, 
whether  the  statement  is  made  out  in  the  name  of  the  client,  and  if  not 
why  not.  Where  the  voucher  is  also  an  invoice,  note  whether  on  the  face 
of  it  the  payment  relates  to  the  business.  A  list  of  missing  vouchers 
should  be  made  and  submitted  to  a  responsible  and  independent  official, 
who  should  be  asked  to  certify  that  the  payments  are  in  order.  Apart 
from  stamped  vouchers,  evidence  of  payment  may  also  be  available  in 
the  shape  of  correspondence,  agreements,  or  other  documents,  supported 
by  indorsed  cheques.  Where  the  receipt  (which  should  be  stamped)  is  on 
the  back  of  a  cheque  issued  by  the  client,  in  what  is  now  a  fairly  common 
form,  it  may  be  necessary  to  examine  the  invoices  and  the  pa3'ee's  Ledger 
Accounts  as  already  mentioned,  in  order  to  see  that  the  payments  are 
made  against  proper  credits.  In  the  case  of  directors'  fees,  auditors' 
charges,  and  other  similar  payments,  the  amount  of  which  is  readily 
ascertainable  from  independent  sources,  such  as  articles  of  association, 
minutes  of  meetings,  &c.,  an  indorsed  cheque  is  ample  evidence  of  pay- 
ment, due  regard  being  paid  to  the  date  of  the  cheque  and  the  indorse- 
ment, and  the  total  payments. 

Bills  payable  retired  should  be  produced.  Official  receipts  for  rates  and 
taxes  should  be  available,  and  the  auditor  should  take  notes  of  the  details 
necessary  to  check  the  apportionments.  In  the  case  of  insurance  pre- 
miums, the  policy  is  the  voucher  for  the  first  payment,  and  renewal 
receipts  should  be  produced  for  subsequent  payments.  For  interest  pay- 
able a  voucher  should  be  produced  showing  that  tax  has  been  deducted, 
except  in  the  case  of  bank  interest,  which  is  checked  by  reference  to  the 
Bank  Pass  Book,  and  from  which  tax  is  not  deducted.  Where  Deben- 
tures are  paid  ofT,  or  Charges  redeemed,  the  Debentures  or  documents 
should  be  produced,  duly  cancelled,  unless,  in  the  case  of  Debentures, 


verified  by  reference  to  the  solicitors'  completion  statement  and  agents' 
accounts.  Investments  by  reference  to  the  brokers'  contract  notes  and 
the  securities.  Applications  for  shares  by  reference  to  the  bankers' 
receipts  for  the  amounts  payable  on  application  and  allotment,  and  calls 
by  the  bankers'  receipts,  or  by  the  indorsement  on  the  share  certificate 
where  the  receipts  have  been  exchangd  for  the  share  certificate. 

Wages. — A  summary  of  the  wages  sheets,  supported  by  the  wages 
sheets  themselves,  and  duly  certified  as  to  the  time,  the  rates  of  pay, 
calculations,  extensions,  and  checking  of  same  by  the  persons  respon- 


Payments  for  properties  should  be 
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sible  for  same,  and  countersigned  by  the  oflficial  who  actually  pays  the 
money  as  well  as  by  the  works  manager,  is  usually  considered  a  sufficient 
voucher.  The  auditor  may,  however,  check  the  details  sufficiently  to 
satisfy  himself  that  the  officials  are  carrying  out  their  duties  in  a  careful 
manner.  The  most  effective  method  of  vouching  wages  is,  however,  by 
means  of  a  surprise  wages  audit,  at  which,  by  arrangement  with  the 
directors  or  partners,  the  auditor  unexpectedly  presents  himself,  checks 
everything  in  detail,  and  overlooks  the  actual  payment  of  the  wages, 
supported  by  a  manager  who  knows  the  hands. 

Payments  of  Petty  Cash. — ^These  payments  should  be  agreed  as  to  date 
and  amount  with  the  entries  in  the  Petty  Cash  Book,  which,  in  its  turn, 
should  be  reasonably  vouched  and  tested  as  to  casting. 

Customs  Duties. — No  receipts  are  given.  The  payments  are  made 
either  in  cash  or  by  a  transfer  on  the  Bank  of  England.  In  the  latter 
case  the  returned  transfers  are  available  as  evidence.  The  payments 
should,  however,  be  substantiated  by  a  certificate  given  by  an  independent 
person,  stating  that  the  amounts  have  been  duly  paid  in  respect  of 
Customs  Duties. 

A  comparison  of  the  names  in  the  Cash  Book  with  the  names  in  the 
Bank  Pass  Book  when  comparing  the  two  books  may  sometimes  lead 
to  the  discovery  of  irregularities — where,  for  example,  the  cheque  is 
drawn  in  one  name,  but  another  name  entered  in  the  Cash  Book. 

(See  also  under  Loans,  Borrowed  Moneys,  Stocks  and  Shares,  Leases, 
Rents  and  Ground  Rents,  Bank  Charges,  Salaries,  Commission, 
Royalties,  Subscriptions,  Law  Costs,  Debenture  Capital,  Preliminary 
Expenses,  Underwriting  Commission,  Debenture  Interest,  Directors' 
Fees  and  Expenses,  Dividends,  Partners'  Salaries  and  Drawings,  &c.  &c.) 


Offences  under  the  Debtors'  Act, 

An  interesting  case  to  students  of  Bankruptcy  Law  was  heard  in  the 
Bankruptcy  Court  recently,  when  a  debtor  applied  for  the  acceptance  of 
a  scheme  of  arrangement  providing  for  his  creditors  a  cash  composition 
of  5s.  in  the 

The  Official  Receiver  formally  reported  the  following  offences  : — 

(a)  Insufficiency  of  assets  to  equal  los.  in  the       on  the  amount  of 
the  liabilities. 

(b)  Contracting  debts  provable  in  bankruptcy  without  having  reason- 
able grounds  of  expecting  to  be  able  to  pay  for  them. 

(c)  Contributing  to  his  failure  by  rash  and  hazardous  speculation. 

(d)  Unjustifiable  extravagance  in  living. 

(e)  Not  being  justified  in  executing   an  ante-nuptial    settlement  of 
p£5'5j00o  to  his  wife. 

In  spite  of  these  facts,  however,  the  composition  was  approved  and 
the  bankruptcy  annulled. 
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Before  passing  on  to  further  aspects  of  Income-tax  and 
Excess  Profits  Duty,  our  Income-tax  contributor  devotes  his 
article  this  month  to  the  consideration  of  some  of  the  cases 
decided  in  the  Courts  on  the  question  of  Excess  Profits  Duty , 

Excess  Profits  Duty  Gases. 

Remuneration . 

In  re  France  Fenwick  <^  Co. 

This  case  dealt  with  paragrapli  5  of  Part  i  of  the  Fourth  Schedule  to 
the  1915  Act,  which  enacts  that: — 

"  any  deduction  allowed  for  the  remuneration  of  directors,  managers, 
and  persons  concerned  in  the  management  of  a  trade  or  business,  shall 
not,  unless  the  Commissioners  of  Inland  Revenue,  owing  to  any 
special  circumstances,  or  to  the  fact  that  the  remuneration  of  any 
managers  or  managing  directors  depends  on  the  profits  of  the  trade  or 
business,  otherwise  direct,  exceed  the  sums  allowed  for  those  purposes 
in  the  last  pre-war  trade  year." 

It  was  held  by  the  Court  that  this  provision  gave  to  the  Revenue 
an  absolute  discretion  to  disallow  or  allow  all  or  any  of  the  increased 
remuneration,  and  that  the  taxpayer  had  no  right  of  appeal  against  the 
Revenue's  disallowance. 

The  practice  regarding  allowances  has  already  been  dealt  with. 
Patent  Castings  Syndicate  v.  Etherington. 

In  this  case  it  was  laid  down  that  when  a  manager,  &c.,  received  a 
commission  based  on  net  profits,  that  commission  was  to  be  calculated 
on  the  profits  after  deducting  the  Excess  Profits  Duty. 

Husbandry. 

Inland  Revenue  v.  Ransome,  Ltd. 

Section  39  of  the  1915  Act  charges  "  all  trades  or  businesses  (whether 
continuously  carried  on  or  not)  of  any  description    .    .    .  excepting — 

(a)  husbandry  in  the  United  Kingdom." 

In  the  above  case  the  company  were  manufacturers  of  medicinal 
chemicals,  and  they  held  certain  lands  on  which  they  grew  medicinal 
herbs  for  use  in  their  business.  It  was  laid  down  that  there  was  no 
liability  in  respect  of  the  profits  derived  from  these  herbs,  and  that  the 
liable  portion  of  the  company's  business  should  be  debited  with  the 
market  value  of  the  herbs  so  used. 
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Deficiencies . 

Inland  Revenue  v.  Gittus. 

Section  38  (3)  of  the  1915  Act  provides  that  where  a  trader  proves  that 
**  his  profits  have  not  reached  the  point  which  involves  Hability  to  Excess 
"  Profits  Duty,  or  that  he  has  sustained  a  loss  in  his  trade  or  business, 
**  he  shall  be  entitled  to  repayment  of  such  amount  paid  by  him  as  Excess 
*'  Profits  Duty  in  respect  of  a  previous  accounting  period,  or  to  set  off 
**  against  any  Excess  Profits  Duty  payable  by  him  in  respect  of  any  suc- 
*'  ceeding  accounting  period,  such  an  amount  as  will  make  the  total 
"  amount  of  Excess  Profits  Duty  paid  by  him  during  the  whole  period 
"  accord  with  his  profits  or  losses  during  that  period." 

The  normal  working  of  this  in  practice  has  already  been  treated,  but 
in  the  Gittus  case  a  business  changed  ownership,  and  the  successor,  who 
became  liable  to  Excess  Profits  Duty,  claimed  that  he  should  have  the 
benefit  of  the  predecessor's  deficiencies.  The  Court  held  that  this  could 
not  be  given,  as  a  deficiency  could  not  be  transferred  with  a  business,  but 
was  a  personal  item  that  was  retained  by  the  individual.  The  pre- 
decessor would  thus  be  entitled  to  his  deficiencies  against  any  liabilities 
on  anv  other  business  he  might  undertake  during  the  continuance  of 
the  duty. 

Breweries. 

Weller  v.  Inland  Revenue. 

For  income-tax.  Usher's  Wiltshire  Brewery  Co.  v.  Bruce  laid  down 
that  a  brewery  company  should  be  allowed  to  deduct  the  gross  Schedule 
A  of  tied  houses  owned  by  the  company,  and  let  to  tenants.  This  was 
based  on  the  point  that  the  tied  houses  were  part  of  the  company's  busi- 
ness premises^  and  the  Schedule  A  assessment  of  business  premises  owned 
and  occupied  by  a  trader  is  deducted  under  Schedule  D,  as  the  rental 
value  is  already  charged  under  Schedule  A,  and  a  double  charge  would 
otherwise  result.  The  question  of  double  assessment  does  not  arise 
with  Excess  Profits  Duty,  but  the  Court  held  that  the  Schedule  A  should 
also  be  allowed  for  that  duty. 

Investments. 

Korean  Syndicate,  Ltd.  v.  Inland  Revenue. 

The  syndicate  was  formed  for  the  purpose  of  trading  in  the  East,  but 
trading  was  not  entered  into,  and  the  capital  was  invested.  It  was  held 
that  there  was  no  Excess  Profits  Duty  liability,  as  there  would  have 
been  none  had  the  investments  been  held  by  an  individual,  and  a  com- 
pany was  no  more  assessable  than  an  individual. 

Deductions . 

Warne  v.  Inland  Revenue. 

In  this  case  a  penalty  was  incurred  under  the  Defence  of  the  Realm 
Act,  and  it  was  claimed  that  it  was  deductible  in  arriving  at  the  profits, 
but  the  Court  held  that  it  was  not  as  it  was  not  an  expense  incurred  in 
earning  the  profits.  Deductible  expenses  for  Excess  Profits  Duty  are 
those  for  income-tax,  viz.  those  **  wholly  and  exclusively  "  laid  out  for 
the  purpose  of  the  business. 
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Small  Capital. 

When  the  capital  involved  in  a  business  is  small  compared  with  the 
amount  of  capital  required  in  ordinary  commerce  to  obtain  the  same 
amount  of  profit,  a  new  business  is  not  restricted  to  a  capital  percentaj^e 
standard,  but  is  able  to  adopt  the  pre-war  earnings  or  the  profits  from 
a  discontinued  business.  Assume  a  business  was  commenced  on  ist 
January  1920  by  A.,  who  had,  up  to  that  date,  been  in  employment  at 
the  following  salaries  : — 


£ 

I9II 

400 

I9I2 

600 

I9I3 

850 

1914 

700 

I9I5 

750 

I9I6 

800 

I9I7 

900 

I9I8 

1,200 

I9I9 

1,500 

The  profits  of  1920  were  ;^4,5oo,  and  the  capital  of  the  new  business 
was  ;^2,ooo. 

The  pre-war  standard  would  be  : — 

1912  600 

1913  850 

2)1,450 
£725 


The  1920  liability  would  then  be  : 

£ 

Profits 

L»$5  P.W.S.  725 
Allowance  aoo 
Capital  585 


£ 

4,500 
1,510 

6o%)2,990 
£1,794 


The  capital  would  be  increased  capital,  as  there  was  no  capital  in  the 
employment,  i.e.  _;^4,5oo  at  13  per  cent. 
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By  S.  E.  Stone. 

(Incorporated  Accountant,  Honours,  Intermediate  and  Final) 

In  the  following  article  Mr.  Stone  outlines  a  plan  for 
keeping  one  account  for  all  creditors  instead  of  a  separate 
account  for  each  creditor.  We  shall  be  glad  to  have  the 
proposal  discussed  in  these  columns. 

The  following  is  a  system  of  keeping  Creditors'  Accounts  which  will 
save  a  great  deal  of  labour  on  the  part  of  the  accounting  staff,  and  also, 
by  reason  of  its  simplicity,  greatly  minimise  the  chance  of  errors. 

The  system  consists  of  keeping  one  account  for  all  creditors  instead  of 
a  separate  account  for  each  creditor.  The  many  advantages  of  the 
system  will  be  set  out  later ;  the  following  is  the  working  : — 

Orders  for  goods  are  made  out  on  the  carbon  copy  principle,  the 
order  going  to  the  tradesmen,  and  the  carbon  copy  being  retained  for 
reference  and  subsequent  comparison  with  the  accounts. 

The  orders  should  ask  for  delivery  notes  to  be  sent  with  all  deliveries 
of  goods.  These  are  checked  off  against  the  goods  received,  and  if 
correct  so  certified.  They  are  then  compared  with  the  order  counterfoil, 
and  if  all  the  goods  ordered  are  included  in  the  delivery,  the  counterfoil 
is  impressed  with  a  rubber  stamp  as  follows  : — 


Goods  Rec.  (date). 


The  date  is  on  a  revolving  wheel  and  altered  daily. 

When  the  accounts  are  received  from  the  creditors  they  are  examined 
with  the  counterfoil  orders  to  verify  the  receipt  of  all  goods  charged  for. 
Each  account  should  be  impressed  with  a  rubber  stamp  showing  the 
following  : — 

Goods  Rec  

Stores  Bk.  Fo  

Price  correct   

Extensions  and  Casting   

Certified   

Head  of  Department. 

Crrrect    

Accountant. 


The  spaces  are  filled  in  with  the  initials  of  the  assistants  carrying  out 
the  various  duties ;  the  Stores  Book  Folio  is  inserted  for  future  refer- 
ence, and  when  the  whole  of  the  examination  is  complete  the  head  of 
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the  department  certifies  the  account.  All  accounts  are  then  passed  on  to 
the  Accountant's  Department  for  final  scrutiny.  If  all  in  order  they  are 
signed  by  the  accountant,  and  filed  in  alphabetical  order  to  await  the 
creditors'  monthly  statements.  When  these  are  received  they  are 
checked  off  against  the  detailed  accounts,  and  passed  for  payment  by  the 
accountant.  A  list  of  such  accounts  is  prepared,  also  cheques  in  pay- 
ment thereof,  and  submitted  to  the  directors  for  signature  if  approved. 

From  this  "  List  of  Accounts  for  Payment  "  the  Expenditure  (or  Pur- 
chases) Journal  is  entered.  The  following  ruling  will  be  found  suitable 
for  most  concerns  : — 


Number 
of  A/c. 

Name  of 
Creditor 

Details  of 
Account 

Amounts  of 
Accounts 

Monthly 
Totals 

Analysis  cols.  (lo)  headed  with 
accoums  to  be  charged  with  the 
expenditure 

£    s  d 

£    s  d 

£     s  d 

£     s  d 

£     5  d 

This  Journal  is  entered  and  posted  monthly,  the  "  Total  "  column 
being  posted  to  the  Cr^edit  of  a  Tot.-d  Creditors'  Account,  and  the 
Analysis  Columns  to  their  respective  expenditure  accounts. 

The  cheques  when  signed  are  entered  in  the  Cash  Payments  Book,  the 
total  agreeing  with  the  total  amount  to  be  paid  as  shown  on  the  list 
mentioned  above.  The  Cash  Book  total  is  posted  monthly  to  the  Debit 
of  Total  Creditors'  Account,  and  if  all  accounts  received  are  included  in 
the  month's  payment,  this  account  will  be  found  to  balance.  If  all 
accounts  are  not  included,  the  balance  on  the  account  will  represent  the 
amount  outstanding  due  to  creditors,  and  can  be  verified  by  examination 
of  the  actual  accounts. 

The  advantages  of  the  above  system  may  be  briefly  stated  as  follows  : — 

1.  Saving  of  time,  labour,  and  expense,  owing  to  one  credit  posting 

only  having  to  be  made  instead  of  a  number  of  postings  as  under 
the  old  method  of  keeping  a  separate  account  for  each  creditor. 

2.  Chance  of  errors    occurring  is  greatly    minimised  owing  to  the 

reduced  number  of  postings,  less  casting  and  less  balancing,  one 
account  only  to  be  cast  and  balanced  instead  of  a  number. 

3.  If  all  accounts  received  are  paid,  the  total  of  the  payments  for  any 

month  (as  per  Cash  Book)  will  always  agree  with  the  total  due  to 
Creditors  for  any  month  (as  per  Expenditure  Journal) ;  thus  the 
Creditors'  Account  balances  automatically  and  without  any  dislo- 
cation of  the  general  office  routine. 

4.  Interim  Accounts  can  be  prepared  more  easily  and  rapidly. 

5.  All  the  accounts  are  consecutively  numbered  and  filed  alphabetically. 

The  Account  number  appears  in  the  Cash  Book  and  Expenditure 
Journal,  and  an  alphabetical  index  is  prepared  so  that  a  complete 
system  of  reference  is  obtained. 
Any  creditor's  account  can  be  turned  up  within  a  few  seconds. 
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Advice  to  Students. 

We  are  often  asked  as  to  the  best  course  to  be  followed  by  students 
in  preparing  for  their  examinations,  and  we  think,  therefore,  that 
the  following  advice  may  be  useful  to  many  of  our  readers  who 
have  not  yet  braved  the  terrors  of  the  examination  room. 

Undoubtedly,  one  of  the  greatest  mistakes  that  a  large  number 
of  students  make  is  to  leave  their  preparations  to  within  six  or  nine 
months  of  the  examination — this,  of  necessity,  means  "cramming" 
pure  and  simple,  and  is  a  course  to  be  strongly  deprecated,  and, 
further,  it  is  a  practice  which  the  present  day  examiner  attempts 
to  defeat  as  far  as  he  is  able  by  making  his  questions  as  practical 
as  possible. 

Intermediate  students  are  advised  to  begin  attending  classes 
bearing  on  the  legal  subjects  comprised  in  the  syllabus  of  their 
examination  as  soon  as  their  articles  are  signed.  It  is  not  suggested 
that  they  should  at  once  go  to  any  of  the  recognised  coaching 
establishments,  as  this  would  naturally  entail  a  very  heavy  expense, 
but  there  are  in  the  City,  and,  indeed,  in  almost  every  suburb  also, 
institutions  such  as  the  City  of  London  College,  Birkbeck  Institute, 
and  Polytechnic,  and  L.C.C.  Commercial  Centres,  where  for  quite 
a  smaU  sum  a  student  may  attend  lectures  on  accountancy  and 
aU  the  necessary  legal  subjects,  and  a  winter  spent  in  this  way  costs 
very  little,  and  lays  an  excellent  foundation  for  building  the  more 
serious  and  detailed  study  that  must  follow  later.  An  excellent 
plan  also  is  to  sit  for  the  examinations  of  the  London  Chamber  of 
Commerce,  The  Royal  Society  of  Arts,  and  the  National  Union  of 
Teachers,  in  bookkeeping,  company  law,  mercantile  law,  economics, 
&c.  These  bodies  require  a  very  fair  standard  of  excellence  to 
secure  their  diplomas,  and  the  experience  of  examination  conditions 
gained  by  the  student  is  invaluable,  quite  apart  from  the  diplomas 
themselves,  which  may  be  very  useful  later  on  if  the  student 
himself  purposes  to  apply  for  an  appointment  in  one  of  the  L.C.C. 
evening  schools. 

It  is  a  great  advantage  to  a  candidate  to  become  familiar  with 
the  atmosphere  of  the  examination  room  ;  it  is  comparatively  easy 
to  work  out  problems  quietly  at  home,  but  an  entirely  different 
matter  to  do  so  when  lie  has  but  three  hours  to  do  possibly 
eight  or  nine  quite  long  questions — the  hands  of  the  clock  then  seem 
to  have  a  wonderful  way  of  racing  round  at  about  four  times  their 
usual  speed.  Veritably,  time  is  the  essence  of  the  contract,  as  it 
were,  in  examinations,  and  however  fuU  a  man*s  head  may  be  of 
knowledge,  unless  he  has  facility  of  expression  and  can  place  a 
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tight  curb  on  his  nerves,  it  is  quite  possible  he  may  make  a 
hopeless  failure.  Candidates  have  been  known  to  be  apparently 
suffering  from  mental  paral^^sis,  and  unable  to  write  a  word.  We 
know  of  a  man  who  is  now  at  the  very  top  of  his  profession  who 
failed  miserably  at  his  first  two  attempts,  merely  on  account  of 
"  stage  fright  " — the  knowledge  was  there,  but  his  nerves  were 
in  a  hopeless  condition.  Therefore  get  as  much  experience  of  work- 
ing under  examination  conditions  as  possible. 

Six  or  nine  months  before  the  examination  the  student  should 
then  place  himself  in  the  hands  of  some  well-known  coach,  avoid- 
ing as  far  as  possible  those  who  have  practically  no  limit  to  the 
numbers  of  students  in  their  classes — for  what  a  student  now  requires 
is  the  personal  interest,  help,  and  advice  of  a  specialist,  who  knows 
and  understands  his  particular  weaknesses  and  needs.  In  very 
large  classes  this  is  impossible,  but  if  the  number  does  not  exceed 
twelve  to  fifteen  the  coach  is  able,  as  it  were,  to  keep  his  finger  on 
each  student's  pulse,  to  strengthen  his  particular  weakness,  point 
out  his  peculiar  mistakes,  and  generally  to  be  a  very  friend  in  need 
to  each. 

There  is  no  doubt  that  a  correspondence  course  should  be  com- 
bined with  the  class  course,  for  it  is  most  important  that  a  student 
should  be  capable  of  expressing  himself  clearly,  concisely,  and  also 
to  confine  himself  to  the  subject-matter  of  the  question  alone — 
this  art  can  only  be  acquired  by  constant  practice.  It  is  a  great 
mistake  for  students  to  imagine  that  they  have  only  to  attend 
classes  in  order  to  pass  an  examination,  but  they  must  remember 
that  it  is  not  what  the  coach  does  for  them,  but  what  they  do  for 
themselves  ;  the  coach,  of  course,  directs  their  studies,  and  is  a 
"  referee  in  case  of  need,"  but  it  is  the  amount  of  hard  spade  work 
done  by  the  student  himself  that  spells  success  or  failure.  System 
also  plays  a  large  part  in  successful  study.  We  advise  every 
student  to  make  up  his  mind  right  at  the  commencement  as  to  the 
number  of  hours  a  day  he  can  definitely  devote  to  study,  and,  having 
done  this,  carefully  map  out  a  programme,  allocating  the  time  at 
his  disposal  to  the  subjects  comprised  in  his  examination,  giving 
a  larger  ratio  of  time  to  Accountancy,  Costing,  and  Rights  and 
Duties,  as  these  are  the  most  important  subjects  for  the  Chartered 
men,  whilst  Costing,  Statistics,  and  Economics  call  for  the  special 
attention  of  the  Incorporated  final  students. 

If,  say,  three  hours  a  day  can  be  devoted  to  work — and  a  final 
student  requires  at  least  this  time — we  advise  the  first  hour  being 
devoted  to  law,  the  second  to  accounts,  and  the  third  again  to 
law.  It  is,  in  our  opinion,  a  mistake  to  devote  the  whole  of  an 
evening  to  one  subject,  for  by  variation  of  the  studies  interest  is 
sustained  and  greater  benefit  derived  in  the  long  run.  It  is  an 
excellent  plan  for  the  student  to  epitomise  as  far  as  possible  his  legal 
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text-books  and  express  them  as  far  as  he  can  in  his  own  phraseology ; 
in  this  way  he  makes  the  subject  his  own,  and  is  far  more  likely 
to  satisfy  the  examiner  that  he  has  grasped  the  principles  involved 
than  if  he  answers  a  question  "  parrot  fashion  "  in  the  words  of 
the  book. 

There  are,  of  course,  a  great  many  details  that  must  of  necessity 
be  committed  to  memory,  and  in  such  cases  the  student  is  advised 
to  make  up  for  himself  some  sort  of  mnemonic  aid  which  will  assist 
his  memory.  To  illustrate  what  is  meant,  take  the  list  of  principal 
differences  between  the  winding  up  of  a  company,  compulsorily, 
under  supervision,  and  voluntarily,  given  at  the  commencement 
of  Spicer  &  Pegler's  "  Rights  and  Duties."  If  we  adopt  the  word 
"  calcare  "  we  have  a  very  useful  frame  on  which  to  build  the 
answer,  e.g.  : — 

Commencement  of  winding-up. 

Appointment  of  liquidator. 

List  of  the  contributories,  how  made. 

Calls,  how  made. 

Accounts,  how  passed. 

Release  of  liquidator,  how  obtained. 

End  of  company. 

This,  in  effect,  gives  the  key  to  21  different  answers,  and  it  is 
seldom  that  an  examination  paper  on  this  subject  fails  to  include 
one  of  these  details. 

Another  good  plan  regarding  subjects  such  as  Rights  and  Duties 
and  Bankruptcy  is  to  prepare  a  species  of  chronological  table  on 
the  lines  of  a  genealogical  tree  showing  the  natural  sequence  oi 
events  leading  up  to  and  following  upon  the  petition — somewhat 
on  these  lines.    A  company  is  wound  up  voluntarily 


By  Ordinary  Resolu- 
tion. 

When  objects  attained 
when  time  expired. 


By  Extraordinary 
Resolution. 

When  unable  to  carry 
on  business  owing  to 
its  liabilities. 


1 

By  Special  Resolution. 


Any  other  reason. 


I 

Liquidator  Appointed. 


By  Company  in 
General  Meeting. 


By  Creditors  if  power 
delegated. 


By  Court  on  applica- 
tion of  Crown. 


The  actual  preparation  of  such  a  chart  is  invaluable  in  itself, 
and  once  being  made  it  should  be  hung  up  either  in  study  or  bed- 
room where  it  wiU  be  constantly  before  the  eye,  and  by  degrees  it 
becomes  so  familiar  that  the  student  will  be  able  to  mentally  visualise 
it  and  draw  from  its  details  the  answers  to  most  questions  that 
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can  be  asked  on  the  particular  legal  subject  to  which  the  chart 
applies. 

The  study  of  Bankruptcy  is  much  simplified  if  the  student  makes 
an  opportunity  of  attending  the  Bankruptcy  Court,  thus  obtaining 
an  actual  demonstration  of  the  methods  adopted  in  the  examination 
of  a  debtor  by  the  Official  Receiver,  &c. ;  it  somehow  gives  life 
to  the  whole  business  and  makes  the  Official  Receiver  a  human 
being  instead  of  a  more  or  less  imaginary  person. 

To  this  end  the  holding  of  a  mock  meeting  of  creditors,  so  often 
carried  out  by  students'  societies,  is  an  excellent  practice.  No 
matter  what  the  legal  subject  may  be,  the  idea  of  putting  the 
various  steps  into  chronological  sequence  is  a  very  great  help,  and 
the  chart  idea  may  be  appled  to  almost  any  branch,  with  great 
advantage  to  the  student. 

Nothing  is  so  useful  to  a  student  as  practical  experience,  there- 
fore he  should  lose  no  opportunity  of  actually  examining  books, 
accounts, methods  and  systems  of  internal  check,  records  and  costings 
of  any  and  every  business  he  can  possibly  find.  This  applies  more 
especially  to  accountancy  and  auditing,  and  a  day's  practical 
experience  is  worth  weeks  of  mere  working  out  examples  from 
text-books. 

We  think  it  is  a  mistake  to  adopt  the  plan  that  is  a  common  one 
amongst  students,  that  is,  to  make  a  study  of  one  particular  subject 
at  a  time,  leaving  all  others  until  that  one  is  finished.  Our  idea  is 
that  it  is  infinitely  better  to  study  all  the  subjects  concurrently, 
so  keeping  in  constant  touch  with  all ;  otherwise  one  may  study 
Company  Law,  say,  for  a  month,  then,  leaving  it  ^entirely  alone, 
take  up  Mercantile  Law  for  a  month,  with  the  probable  result  that 
at  the  end  of  the  second  month  one  may  have  practically  forgotten 
a  great  deal  of  the  Company  Law. 

It  is  very  false  economy  to  study  from  books  which  are  not 
up  to  date.  In  correcting  legal  essays  for  prize  competitions 
recently,  dealing  with  Bankruptcy,  &c.,  we  noticed  that  one  of 
the  essayists  had  evidently  written  up  his  subject-matter  from  a 
book  on  the  subject  published  prior  to  the  Bankruptcy  Act  of  1913, 
so  that  many  of  his  details  were  absolutely  incorrect  and  out  of 
date.  We  strongly  recommend  every  student  to  be  regular 
subscribers  to  their  official  magazines,  for  from  this  source  they 
can  always  be  sure  of  gaining  up-to-date  information  upon  recent 
legal  decisions,  new  and  up-to-date  methods  of  dealing  with  costing, 
&c.,  and  other  matters  germane  to  the  examinations  generally. 
A  careful  perusal  of  the  financial  columns  of  the  Telegraph  is  also 
advisable,  so  many  examination  questions  dealing  with  general 
commercial  knowledge  can  only  be  properly  answered  by  an  intimate 
knowledge  of  such  matters. 

This  article  wiU  be  continued  and  concluded  in  our  next  issue. 
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In  this  column  Income-tax  recent  alterations  of  law  and  practice  are 
discussed  and  explained  and  readers'  queries  are  answered.  A  rrangements 
have  been  made  to  reply  to  these  queries  by  post,  the  replies  being  pub- 
lished subsequently  in  the  "  Journal  "  under  noms  de  plume.  A  stamped 
addressed  envelope  should  be  enclosed  with  the  queries  and  the  service  is 
limited  to  subscribers  to  the  "Journal." 

Allocation  of  Profits. 

An  important  point  was  decided  recently  in  Hall  Co.,    Ltd.  v. 

Inland  Revenue,  where  it  was  held  that  the  allocation  by  the  trader  of  a 
particular  profit  over  certain  periods  of  accounts  did  not  necessarily  make 
it  a  profit,  of  those  periods.  The  company  entered  into  contracts  in 
March  1914  to  supply  a  number  of  electric  motors  complete  with  control 
gear,  and  in  April  1914  the  company  sub-contracted  the  control  gear  to 
another  trader,  and  made  a  profit  thereon  of  ^£1,06/^.  The  delivery  of 
the  motors  extended  to  19 16,  and  the  profit  of  1,064  was  spread  over 
the  accounts  covering  the  period  of  delivery.  It  was  held  that  the  1,064 
was  a  profit  made  in  April  1914. 

Dependent  Relatives. 

A  correspondent,  "  J.  M.  P.,"  asks  if  a  father  who  supports  an  invalid 
daughter  over  21  years  of  age  can  claim  income-tax  relief. 

The  allowance  for  a  dependent  relative  applies  to  an  invalid  daughter 
whatever  her  age  if  she  is  maintained  by  her  father. 

New  Business. 

A  correspondent,  "  Depreciation,"  refers  to  the  case  of  a  limited  com- 
pany which  was  floated  on  the  8th  August  1914,  but,  owing  to  the  war, 
was  temporarily  closed  down  on  the  8th  August  19 16.  Business  was 
recommenced  on  the  9th  March  1919.  Accounts  have  since  been  pre- 
pared for  submission  to  H.M.  Inspector  of  Taxes,  in  order  to  settle  the 
income-tax  assessments  for  19 18- 19,  1919-20,  1920-21,  and  he  claims  to 
treat  the  concern  as  a  new  one  starting  from  the  9th  March  1919.  For 
the  purpose  of  making  the  necessary  allowances  for  depreciation  of 
plant  and  machinery,  he  claims  that  depreciation  has  been  running  on 
through  the  periods  when  the  company  was  inoperative,  and  that  depre- 
ciatipn  since  the  9th  March  19 19  can  only  be  calculated  on  the  written 
down  value  as  at  the  9th  March  1919,  but  he  will  not  allow  against  the 
company's  assessment  the  depreciation  which  he  has  written  off  for 
the  period  from  the  8th  August  1916  to  9th  March  1919,  for  the  pur- 
pose of  arriving  at  the  written  down  value  at  the  9th  March  1919, 

The  business  should  not  be  treated  as  new,  but  the  assessments 
should  be  made  on  average  throughout  under  Merchiston  Steamship  Co. 
V.  Turner,  where  a  single-ship  compan}^,  w^hich  lost  its  ship  and  acquired 
another  at  a  later  date,  was  held  to  be  assessable  on  average,  not  as  a 
new  business. 

Succession. 

"  A  "  (limited  company)  was  carrying  on  a  business  of  sand  and 
gravel  merchants  and  coal  merchants  in  two  separate    towns.    "  A 
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(limited  company)  contends  that  the  accounts  (and  probably  it  was  so) 
were  kept  separately.  The  assessments  of  the  business  in  one  town  were 
sold  to  a  private  individual,  and  they  consisted  of  freehold  property, 
plant,  tools,  stock-in-trade,  and  ;^ioo  paid  for  goodwill.  After  "  A  " 
(limited  company)  had  sold  part  of  tlie  business,  they  still  carried  on 
the  coal  and  sand  trade  in  the  other  town  for  a  time  as  "  A  "  (limited 
company).  They  subsequently  sold  this  other  part  of  the  business  to 
another  companv,  who  contain  practically  the  same  people,  and  utilise 
part  of  the  same  name,  so  the  business  in  the  town  was  "  A.  B.  &  Co. 
Ltd.,"  and  the  "  A.  &  Co.  Ltd."  simply  carried  on  with  their  realised 
assets  as  an  investment  company  not  going  into  liquidation.  The  indi- 
vidual who  bought  the  business  in  the  first  town  contends  that  he  has 
bought  plant,  land  and  stock  at  a  high  figure  from  "  A.  &  Co.  Ltd.,"  and 
at  a  very  much  higher  figure  than  appears  in  the  books  of  "  A.  &  Co. 
Ltd.,"  and  docs  not  wish  to  be  assessed  as  a  successor  to  '*  A  &  Co.  Ltd." 
He  claims  that  the  profits  should  be  the  actual  profits  made  during  the 
period  he  has  held  the  business,  and  that  he  should  be  allowed  deprecia- 
tion on  the  actual  cost  of  the  plant,  &c.,  and  he  wishes  to  bring  this  into 
his  individual  business  to  be  assessed  accordingly.  Please  note  that 
the  profits  have  not  fallen  off,  but  the  point  is  that  if  it  is  brought  into 
his  ordinary  business  he  will  not  have  to  be  assessed  on  the  three  years 
average,  and  there  will  be  nothing  to  pay  this  year,  but  the  money  will 
be  brought  in  next  year,  and  should  he  be  allowed  full  depreciation  on 
the  money  he  has  paid  out  for  plant  if  he  agrees  to  be  assessed  as  a 
successor.  For  some  reason  or  other,  the  limited  company  "  A."  want 
to  insist  that  the  individual  should  be  called  successors.  Although  it 
may  be  contended  that  separate  accounts  were  kept,  and  that  separate 
figures  are  available,  one  cannot  be  sure  that  the  right  amount  of 
expenses  were  charged  against  one  part  of  the  business,  and  the  other 
point  is  :  can  the  Revenue  people  insist  on  the  private  individual  being 
assessed  as  a  successor  under  these  circumstances  without  allowing  him 
to  have  full  depreciation  on  amounts  paid  for  plant? 

There  will  be  liability  this  year,  whether  treated  as  a  succession  or 
not,  if  the  business  has  been  taken  over.  As  a  succession,  the  average 
of  '*  A."  Limited  would  be  the  basis,  and,  as  a  new  business,  the  pur- 
chaser would  be  assessable  this  year  on  the  profits  of  this  year  under 
Rule  I  of  Case  i  of  Schedule  D.  As  regards  depreciation,  the  law  allows 
what  is  "  just  and  reasonable,"  and  that  clearly  has  reference  to  what 
the  plant  has  cost  the  person  claiming  the  depreciation.  The  profits  of 
this  year  would  only  fall  into  the  general  profits  of  the  purchaser,  and 
come  into  subsequent  averages  if  no  business  had  been  taken  over,  but 
e.g.  a  new  branch  commenced. 


The  following  extract  from  an  assessment  is  submitted  by  **  J.  H.  R.," 
who  asks  if  his  pension  for  long  service  in  the  ranks  is  chargeable  : — 


Pensions. 


Profession 
£   s  d 


Army  Pension 


Amount  of  Assessment 


Less  Deductions  for  :— 


Earned  Income 
(i/io) 
£23  10  o 


Personal  allowance 
£212  10  0 
12  10  o 


23     o  o 


12  10  0 


Taxable  Income  from  above  sources  @ 


54  10  o 


Tax  chargeable  thereon 


£8   3  6 
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There  is  liability  on  the  pension,  as  the  exemption  only  extends  to 
disability  pensions  not  to  long  service  pensions. 

Schedule  A. 

The  following  is  submitted  by  H.  P.": — Property  occupied  by 
owner.  The  return  says  insert  annual  value ;  my  tax  guide  says  insert 
Schedule  A  assessment  (net) ;  a  friend  says  insert  amount  of  Poor  Rate 
Assessment ;  and  amongst  the  whole  of  these  statements  I  am  getting 
confused.  I  understand  the  Poor  Rate  assessment  to  be  the  rental 
value  arrived  at  by  the  Assessment  Committee,  and  that  usually  this  is 
used  for  Schedule  A.  From  the  gross  Schedule  A  assessment  the 
Inspector  of  Taxes  deducts  one-sixth  for  repairs  to  arrive  at  the  net 
Schedule  A  on  which  tax  is  payable.  Is  this  correct?  I  also  under- 
stand that  the  annual  value  which  the  return  asks  for  is  the  same  as 
the  net  Schedule  A  assessment,  or  at  least  that  Schedule  A  figures  could 
be  inserted.  If  the  property  were  let,  I  presume  the  gross  rent  would  be 
inserted,  and  that  the  Inspector  would  deduct  one-sixth  for  repairs. 
Schedule  B.  I  presume  the  amount  to  be  inserted  is  double  the  gross 
rent,  and  that  no  deduction  can  be  made  for  rates  paid  by  the  tenant, 
e.g.  if  a  butcher  rents  land  at  ;^ioo  per  annum  and  pays  General  District 
and  Poor  Rates  the  amount  to  be  inserted  in  the  return  would  be  ;^2oo. 

The  return  should  show  the  net  Schedule  A  assessment,  not  the  Poor 
Rate.  The  same  course  should  be  followed  when  the  property  is  let, 
unless  the  rent  is  less  than  the  net  Schedule  A. 

The  Schedule  B  is  double  the  gross  Schedule  A,  and  the  Schedule  A  is 
the  annual  value,  assuming  the  tenant  to  pay  tenant's  rates. 

Repayment. 

It  is  asked  by  "  Victoria  "  if  the  following  items  are  allowable  on  a 
repayment  claim  : — 

(i)  Manager's  charges  for  supervising  the  estate. 
(2^  Fire  Insurance  of  property. 

(3)  Land  Tax. 

(4)  Tithes. 

(5)  Rent  Collector's  commission  and  expenses. 

(6)  Repairs. 

Many  of  the  properties  in  the  estate  are  let  at  rents  considerably  higher 
than  the  net  Schedule  A  assessment,  the  trustees  paying  rates  and 
repairs.  Presumably  in  a  claim  for  repayment  of  tax  the  net  Schedule 
A  assessment  would  be  inserted  as  the  basis  of  the  income,  and  no 
other  basis  would  be  allowable. 

(1)  Not  deductible. 

(2)  This  is  covered  by  the  statutory  allowance  for  repairs. 

(3)  This  is  deductible,  but  is  usually  already  allowed  in  arriving  at  the 

net  Schedule  A. 

This  also  is  usually  allowed  in  arriving  at  the  Schedule  A. 
k)  Not  deductible. 

(6)  This  is  covered  by  the  statutory  allowance. 

The  net  Schedule  A  assessments  should  be  shown  in  the  claim. 

A  claim  may  also  be  made  for  the  actual  repairs,  &c.,  on  the  average 
of  the  five  preceding  years,  when  all  the  above  items  become  allowable. 
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Travelling  Expenses. 

A  correspondent  "  Bolus  "  asks  if  there  is  any  relief  for  income-tax 
for  the  following  : — 

(1)  Expenses  incurred  travelling  to  and  from  a  place  of  employment 
where  the  cost  is  paid  by  the  employee. 

(2)  Trade    Union    contributions    and    National    Health  Insurance 

contributions, 
^i)  Only  in  the  case  of  manual  wage  earners. 

(2)  That  portion  of  a  trade  union  contribution  which  relates  to  death 
benefit  is  allowable.  National  Health  Insurance  contributions  are  not 
allowable,  neither  is  any  benefit  chargeable. 

Capital. 

It  has  recently  been  decided  in  Hamar  v.  Inland  Revenue  that  capital 
for  Excess  Profits  Duty  purposes  must,  as  required  by  Part  3  of  the 
Fourth  Schedule  to  the  19 15  Act,  be  taken  at  cost  to  the  trader.  A  patent 
was  taken  out  in  19 17  at  a  cost  of  ^£^400,  and  owing  to  the  large  profits 
made,  the  patent  was  valued  at  ^^^6,000.  The  Court  decided  that  the 
Excess  Profits  Duty  capital  should  be  ;^400,  not  ;^6,ooo. 

Shipping  Companies. 

In  Legg  Son,  Ltd.  v.  Inland  Revenue,  a  ship  valued  at  ;£5'i5,ooo 
became  a  total  wreck,  and  the  insurance  company  paid  out  ;^8,ooo,  the 
shipping  company  having  taken  the  balance  of  the  risk.  The  Court  held 
that  the  ^7,000  loss  could  not  be  charged  to  revenue,  but  was  a  loss  of 
capital. 

Speculations. 

In  Cape  Brandy  Syndicate  v.  Inland  Revenue,  about  100  purchases  of 
brandy  were  made  in  Africa,  and  part  shipped  to  the  East,  the  remainder 
coming  to  London.  It  was  contended  that  the  profit  was  only  the  profit 
from  realisation  of  a  speculative  investment,  but  the  Court  held  that 
there  was  liability  to  Excess  Profits  Duty. 
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[Correspondents  who  wish  to  make  use  of  this  column  are  requested  to 
write  their  queries  on  o)ie  side  of  the  paper  only  and  to  be  as  brief  as 
possible.  There  is  no  need  to  enclose  a  covering  letter  if  the  conimunica' 
tion  is  headed  "Accountants'  Journal,  Queries  and  Replies  column,'* 
and  signed  at  the  end  with  the  name  and  address  of  the  sender,  which 
will  not  be  pttblished  If  the  query  is  signed  with  a  norn  de  plume.) 

Rent  Restrictions  Act,  1920. 

A  landlord  owns  a  dwelling-house  on  the  main  road  in  a  colliery 
district,  the  front  room  is  let  to  a  "  barber  "  at  a  rental  of  £2  per 
month.  The  landlord  is  responsible  for  all  repairs,  rates,  <5rc.  I  beg 
to  point  out  that  the  landlord  occupies  the  remaining  parts  of  the  house. 
This  room  was  let  on  the  3rd  of  August  19 14  at  the  same  rental  of  £2 
per  month.  The  rateable  value  of  the  whole  premises  is  jQS  los., 
amount  of  rates  for  half-year  ending  October  1914  ^2  15s.  yd.,  amount 
of  rates  for  half-year  ended  May  1920,  5s.  /  shall  be  pleased  if  you 
could  inform  me  whether  the  above  case  is  protected  by  the  Rents 
Restrictions  Act,  1920;  if  so,  how  may  the  rent  be  increased,  and  by 
how  much? — Puzzled  Treherbert. 

Landlord  must  be  in  a  position  to  regain  possession  of  the  property, 
which  he  cannot  do  until  the  existing  agreement  has  expired,  and  in 
the  case  mentioned  probably  giving  a  month's  notice. 

Any  increase  (proportionately)  on  any  raising  of  the  rates,  i.e.  the 
rental  which  the  property  was  let  as  on  3rd  August  19 14,  or  if  unlet  then 
at  the  rental  obtained  at  the  first  subsequent  letting.  This  rent  does 
not  include  rates. 

The  Standard  rent  must  be  ascertained  from  the  landlord,  who  may 
then  raise  the  rent  to  not  exceeding  30  per  cent.* 

If  landlord  has  expended  any  money  on  structural  alterations,  he  can 
charge  an  additional  rent  amounting  to  6  per  cent,  on  expenditure  prior 
to  2nd  July  1920,  and  8  per  cent,  on  subsequent  expenditure. 

Any  increase  (proportionately)  on  any  raising  of  the  rates. 

Receipt  on  Cheque. 

A  cheque  is  payable  to  A.  B.  C.  or  order,  and  crossed  —  6^  Co.  on  the 
back  is  a  form  of  receipt,  and  a  note  to  the  effect  that  the  cheque  also 
requires  endorsement.  A.  B.  C.  endorsed  the  cheque  and  handed  it  to 
D.  E.  F.,  who  signed  the  receipt  over  a  id.  stamp,  and  paid  cheque  in  to 
their  account.  The  drawers  knew  that  the  cheque  was  to  be  given  to 
D.  E.  F.    The  bankers  returned  the  cheque,  and  required  A.  B.  C.  to 


*  i.e.  the  rental  which  the  property  was  let  as  on  3rd  August  1914,  or,  if  unlet,  then  at  the 
rental  obtained  at  the  first  subsequent  letting.    This  rent  does  not  include  rates. 
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sign  the  receipt  also.  Was  the  hank  in  order  in  returning  the  cheque, 
which  was  duly  endorsed?  What  is  the  effect  of  a  Receipt  Form  on  a 
cheque? — G.  S.  D. 

If  you  refer  to  the  article  on  Banking  Notes  in  The  Accountant  for 
9th  October,  you  will  see  that  the  question  of  receipts  on  cheques  is 
specially  dealt  with.  Failing  any  definite  instructions  to  the  bank  on  the 
face  of  the  cheque,  we  think  that  legally  the  bank  could  not  refuse  pay- 
ment, but  as  a  matter  of  commercial  practice,  banks  usually  require  the 
receipt  to  be  signed  by  the  payee,  as  it  is  a  check  upon  the  instrument 
falling  into  the  hands  of  some  other  person  who  might  fraudulently 
sign  the  receipt  and  cash  the  cheque. 

Annuities. 

What  is  the  position  of  an  annuitant  if  the  person  who  has  contracted 
to  pay  the  annuity  is  adjudged  bankrupt?  Suppose  that  the  annuity 
was  ;i^ioo  per  annum,  payable  quarterly,  and  that  on  the  appointment  of 
a  trustee  payment  was  one  quarter  in  arrear,  for  what  amount  is  the 
annuitant  entitled  to  prove,  and  ivhat  is  his  position  with  regard  to  other 
creditors  ? — Harmic. 

The  annuitant  is  in  the  position  of  being  able  to  prove  as  an  unsecured 
creditor  for  the  overdue  portion  of  the  annuity  {re  Batey),  and  also  for 
the  capitalised  value  of  the  future  payments  of  the  annuity  as  ascer- 
tained by  actuarial  calculations  {Beecham's  case). 

Stamp  Duty  on  French  Cheque. 

What  is  the  correct  stamp  duty  on  a  cheque  drawn  in  London  on  a 
French  bank  and  payable  to  a  person  resident  in  France?  I  refer  to  a 
cheque  that  is  dated  "  Londres,  Octobre  20  1920,"  and  not  to  one 
dated  "  Paris,  Octobre  20  1920." 

1.  Is  the  French    duty    sufjicient,  or  should    the    cheque  bear  the 

English  stamp  in  addition? 

2.  Does  the  same  law  govern  a  foreign  cheque  as  governs  a  foreign 

bill  of  exchange? 

3.  Can  you  quote  an  authority? 

Subscriber. 

A  cheque  drawn  on  a  French  bank  and  payable  in  France,  whether  a 
branch  establishment  of  an  English  company  or  not,  only  requires  the 
stamp  necessary  by  French  law,  which  is  10  centimes.  This  is  our 
actual  experience,  and  we  think,  therefore,  no  further  authority  need  be 
quoted. 

Partners*  Income  Tax. 

A.  and  B.  are  equal  partners  at  1,1st  December  1918,  and  agree  to 
admit  C.  on  1st  January  1919,  the  new  basis  of  distribution  of  profits 
being  two-fifths,  two-fifths,  and  one-fifth  for  A.,  B.,  and  C.  respectively. 
In  the  Trial  Balance  of  3Ui  December  1919  there  was  a  debit  "  Income- 
tax  1919-20,  \st  Instalment."  Should  this  item  be  debited  to  Profit  and 
Loss  Account,  or  to  A.  and  B.  draivings,  or  to  A.,  B.,  and  C.  in  propor- 
tion to  their  respective  liabilities  after  adjustment  of  abatements,  ? — 
Tim. 

Although  it  is  the  common  practice  to  debit  the  income-tax 
to  Profit  and  Loss  Account,  and  afterwards  adjust  the  propor- 
tions payable  bv  each  partner  in  view  of  the  fact  that  income-tax  is  not 
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an  allowable  charge  against  profits  in  ascertaining  the  assessable  profits 
of  the  firm,  it  would  seem  to  be  preferable  to  charge  the  appropriate 
amounts  to  the  debit  of  the  individual  partners'  (i.e.  A.  and  B.)  Capital  or 
Current  Accounts,  after  taking  into  consideration  any  abatements  and 
allowances  applicable.  The  incoming  partner  C.  would  probably  not  be 
liable  in  respect  of  this  tax,  the  assessment  being  made  upon  the  average 
of  the  three  years  preceding  his  entry  into  the  firm,  and  if  he  had  been 
carrying  on  business  himself  before  entering  the  partnership,  his  assess- 
ment would  be  upon  the  average  of  three  preceding  years  profits  of  his 
own  business.  If,  on  the  other  hand,  he  was  not  carrying  on  business 
before  19 19,  then  he  would  share  the  tax  proportionately  with  A.  and  B. 

Use  of  word  *♦  Limited." 

Can  you  inform  me  whether  it  is  legal  for  a  concern  to  trade  under  a 
name  ending  with  the  word  "  Limited/^  if,  in  fact,  it  is  not  registered 
as  a  limited  company?  If  so,  I  presume  such  a  concern  would  have  to 
register  under  the  Registration  of  Btisiness  Names  Act,  and  disclose 
the  names  of  its  proprietors  on  its  stationery. — C.  P.  R. 

If  any  person  or  persons  trade  or  carry  on  business  under  any  name  or 
title  of  which  Limited  is  the  last  word,  that  person  or  those  persons  shall, 
unless  duly  incorporated  with  limited  liability,  be  liable  to  a  fine  not 
exceeding  ^5  for  every  day  upon  which  that  name  or  title  has  been  used. 
Section  282  of  the  Companies  (Consolidation)  Act,  1908.  It  follows,  there- 
fore, that  it  would  not  be  possible  to  register  a  trade  name  ending  with 
the  word  "  Limited  "  under  the  Registration  of  Business  Names  Acts, 
1916. 
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December  \st,  Wednesday- — Glasgow  Chaktekeu  Accountants  Students' 
Society. — Lecture,  "  The  Finance  Act,  1920,"  by  Mr.  William  Anderson, 

C.  A.,  7.30  p.m.,  in  the  Accountants'  Hall,  218  St.  Vincent  Street, 
Glasgow. 

Institute  of  Cost  and  Works  Accountants. — Lecture,  "  The  Influence 
of  Production  Costs  on  Designing,"  by  Mr.  F.  W.  Pitt,  A.M. I., 
Mech.E.,  M.I.A.E.,  7  p.m.,  at  the  Hall  of  the  Institute  of  Patent  Agents, 
Staple  Inn  Buildings,  Holborn,  W.C. 

Leicester  Chartered  Accountants  Students'  Society. — Lecture, 
"  Principles  of  Economics,"  by  Rev.  R.  F.  Rattray,  M.A.,  Ph.D.,  6.30 
p.m.,  at  4  New  Street,  Leicester. 

London  Incorporated  Accountants  Students'  Society. — Lecture, 
"  The  Liabilities  of  the  Profession  for  Negligence."  by  Mr.  W. 
Norman  Bubb,  F.S.A.A.,  6.30  p.m.,  at  50  Gresham  Street,  E.G.  2. 

Shekeiei.d  Chartered  Accountants  Students'  Society. — Lecture  by 
Mr.  G.  H.  Knighton,  F.C.A.,  6.45  p.m.,  at  the  Library,  Hoole's 
Chambers,  Bank  Street,  Sheffield. 

December  2nd,  Thursday. — Leeds  and  District  Chartered  Accountants 
Students'  Association. — Lecture,  Coal  Mines  Computations,"  by 
Mr.  A.  Dobson,  A.C.A.,  6.30  p.m.,  at  7  Bond  Place,  Leeds. 

December  yd,  Friday. — Birmingham  Chartered  Accountant  Students' 
Society. — Lecture,  "  The  Functions  of  Costing,"  by  Mr.  E.  W.  Newman, 
A.C.A.,  6.30  p.m.,  at  8  Newhall  Street,  Birmingham, 

December  6th,  Monday. — Birmingham  and  Midland  Society  of  Incor- 
porated Accountants  and  Auditors  and  Students'  Society. — 
"Statistics,"  by  Mr.  A.  P.  Bardell,  A.S.A.A. 

Corporation  of  Insurance  Brokers,  Metropolitan  and  Home 
Counties  District  Committee. — Lecture,  "  Office  Organisation,"  by  Mr, 

E.  E.  B.  Eldridge,  F.S.S.,  A. I. A.,  A.C.T.I.,  8  p.m.,  at  the  Connaught 
Rooms,  London,  W.C. 

December  yth,  Tuesday. — London  Incorporated  Accountants  Students' 
Society. — Lecture,  "  Recent  Developments  in  Income-Tax  Law,"  by 
Mr.  W.  E.  Snelling,  6.30  p.m.,  at  50  Gresham  Street,  E.G. 

Nottingham  Chartered  Accountants  Students'  Society. — Debate, 
Chairman,  Mr.  E.  H.  Palmer,  A.C.A. 

Institute  of  Industrial  Administration. — Lecture,  "  Road  Transport 
as  an  Aid  to  Industrial.  Management,"  by  Mr.  Richard  Twelvetrees, 
M.I. Mech.E.,  7  p.m.,  in  Conference  Hall,  Central  Hall,  Westminster. 

December  %th,  Wednesday. — Bristol  Chartered  Accountants  Students' 
Society. — Lecture,  "  The  Detection  of  Fraud  in   Accounts,"  by  Mr. 

F.  R.  M.  de  Paula,  O.B.E.,  E.G. A.,  5.30  p.m.,  in  The  Library,  Albion 
Chambers,  Bristol. 

Glasgow  Chartered  Accountants  Students'  Society. — Joint  meeting 
with  Glasgow  Juridical  Society,  7.30  p.m.,  at  Accountants'  Hall,  218 
St.  Vincent  Street,  Glasgow, 

Leicester  Chartered  Accountants  Students'  Society, — Lecture, 
"  Capital  :  What  it  is  and  What  it  Does,"  By  Mr.  P.  D,  Leake,  F.C.A,, 
6.30  p.m.,  at  4  New  Street,  Leicester. 

London  Chartered  Accountant  Students  Society. — Annual  Dinner 
7  p.m.,  at  Connaught  Rooms,  Kingsway,  London,  W.C. 

Sheffield  Chartered  Accountants  Students'  Society. — Discussion  on 
the  November  1920  Examinations  of  the  Institute,  6.45  p.m.,  at  The 
Library,  Hoole's  Chambers,  Bank  Street,  Sheffield. 

Yorkshire  District  Society  of  Incorporated  Accountants. — Lecture, 
"  The  Trustee  in  Relation  to  the  Property  of  the  Debtor,"   by  Dr. 

D.  F.  de  I'Hoste  Ranking,  M.A.,  LL.D. 
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December  c)th,  Thursday. — Liverpool  Chartered  Accountants  Students' 
Association. — Mock  Shareholders  Meeting,  5.30  p.m.,  at  13  Union 
Court,  Liverpool. 

December  loih,  Friday. — Birmingham  Chartered  Accountant  Students' 
Society. — Lecture,  "  Contract,  Acceptance,  Revocation  bv  Post  and 
Otherwise,"  by  Mr.  A.  R.  ChurchiU,  B.A.,  LL.B.,  6.30  p.m.,  at  8 
Newhall  Street,  Birmingham. 

South  of  England  District  Society  of  Incorporated  Accountants. 
— Lecture,  "  Appointment  in  Relation  to  Executorship  Accounts,"  by 
Mr.  W.  H.  Grainger,  A.S.A.A. 

December  13/^,  Monday. — Birmingham  &  Midland  Society  of  Incorporated 
Accountants  i&  Students'  Society. — Lecture,  Branch  Accounts,  Home 
and  Foreign,"  by  Mr.  A.  C,  Ridgway,  F.C.A.,  at  The  Library,  County 
Chambers,  Corporation  Street,  Birmingham. 

Manchester  Chartered  Accountants  Students'  Society. — Lecture, 
"  Periodical  Financial  Cost  Returns,"  By  Mr.  H.  Julius  Lunt,  A.C.A.. 
6  p.m.,  at  60  Spring  Gardens,  Manchester. 

West  of  England  District  Society  of  Incorporated  Accountants. — 
Lecture,  "  The  Cost  of  Government,"  by  Mr.  Hubert  Phillips,  B.A., 
5.30  p.m.,  at  The  Royal  Hotel,  College  Green,  Dublin. 

Yorkshire  District  Society  of  Incorporated  Accountants. — Lecture, 
"  Economics  :  The  Bank  of  England,  Its  Relationship  to  the  State,  the 
Public,  and  other  Banks,"  by  Mr.  H.  Watson. 

December  i$th,  Wednesday. — Bristol  Chartered  Accountants  Students' 
Society. — Lecture,  "A  Few  Practical  Hints  to  Articled  Clerks,"  by  Mr. 
A.  J.  Foster,  F.C.A.,  5.30  p.m.,  at  The  Library,  Albion  Chambers, 
Bristol. 

Glasgow  Chartered  Accountants  Students'  Society. — Lecture,  "A 
Few  Notes  on  Company  Liquidations,"  by  Mr.  John  T.  Rankin,  C.A., 
7.30  p.m.,  at  218  St.  Vincent  Street,  Glasgow. 

Leicester  Chartered  Accountants  Students'  Society. — Lecture, 
by  Mr.  R.  V.  Rodwell,  A.C.A.,  6.30  p.m.,  at  4  New  Street,  Leicester. 

Sheffield  Chartered  Accountants  Students'  Society. — Informal 
Debate,  6.45  p.m.,  at  Hoole's  Chambers,  Bank  Street,  Sheffield. 

December,  i6th,  Thursday. — Leeds  and  District  Chartered  Accountants 
Students'  Association. — Lecture,  "  Parliamentary  Law,"  by  Mr.  J.  H. 
Bromley,  6.30  p.m.,  at  7  Bond  Place,  Leeds. 

Nottingham  Chartered  Accountants  Students'  Society. — Lecture, 
"  National  and  Industrial  Finance  Contrasted,"  by  Mr.  A.  F.  Dodd, 
F.C.A.,  6.15  p.m.,  at  Victoria  Station  Hotel,  Nottingham. 

Kingston-upon-Hull  Chartered  Accountants  Students'  Society. — 
Lecture,  **  Bankruptcy,"  by  Mr.  H.  H.  Sanderson,  6.30  p.m.,  in  Incor- 
porated Law  Society's  Hall,  Bowlalley  Lane,  Hull. 

December  lyth,  Friday. — South  Wales  and  Monmouthshire  Chartered 
Accountant  Students'  Society. — Ten  Minutes  Papers,  7.30  p.m.,  at  5 
High  Street,  Cardiff. 

December  20th,  Monday. — Birmingham  &  Midland  Society  of  Incorporated 
Accountants  and  Students'  Society. — Lecture,  "  Economics,"  by  Mr. 
A.  P.  Bardell,  at  The  Library,  County  Chambers,  Corporation  Street, 
Birmingham. 

December  2.\st,  Tuesday. — Institute  of  Industrial  Administration. — 
Informal  Meeting,  Discussion  on  the  Standardisation  of  Rate-Fixing 
Methods.  Opener,  Mr.  ].  E.  PoweU,  7  p.m.,  at  110  Victoria  Street, 
S.W.  I. 
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By  Albert  Crew,  Barrister-at-Law. 

An  up-to-date  knowledge  of  recent  decisions  in  the  Courts 
is  of  the  greatest  value  to  accountants  and  business  men 
and  to  students  reading  for  their  examinations.  In  this 
column  are  noted  the  salient  features  of  the  leading  cases 
decided  during  the  preceding  month. 

Bailment. 

Goods  Sent  to  Trades7>ian  for  Work  to  be  Done. 

Plaintiff  left  with  the  defendant  70  marten  skins  for  the  purpose  of  being 
made  into  a  coat  and  a  muff.  The  defendant  notified  that  the  articles  were 
ready,  but  owing  to  a  railway  strike  the  plaintiff  was  unable  to  come  to  fetch 
them,  and  they  were  left  in  the  defendant's  care.  Later,  the  coat  was  stolen 
from  a  glazed  case  in  the  defendant's  showroom  by  two  expert  women  shop- 
lifters, who  managed  to  get  the  saleswoman  out  of  the  room  by  means  of  a 
trick.  The  shoplifters  were  afterwards  arrested,  and  convicted  of  stealing  the 
plaintiff's  coat.  It  was  held  that  the  defendant  was  guilty  of  negligence, 
which  made  him  answerable  as  a  bailee  for  reward.  Where  goods  are  sent  to 
a  tradesman  to  exercise  his  skill  upon  them,  his  duties  as  bailee  do  not  cease 
as  soon  as  his  work  is  done.  Until  the  parties  have  shown,  either  by  express 
words  or  by  conduct,  that  they  intend  to  alter  the  original  relationship 
between  them,  that  relationship  continues.  Mitchell  v.  Davis  (1920,  37  T.L.R. 
68). 

Bills  of  Exchange. 

Fraudulent  Cheques.    Proceeds  Paid  to  Third  Person. 

The  defendant  H.  had  obtained  sums  amounting  to  ;^"6,68o  from  the  plain- 
tiff bank  by  means  of  fraudulent  cheques  purporting  to  be  drawn  by  one  P., 
a  customer  of  the  bank.  The  fraud  was  discovered,  and  H.  sentenced  to 
penal  servitude.  Most  of  the  money  so  obtained  by  H.  appeared  to  have 
been  given  by  him  to  his  mistress  S.,  who  paid  the  cheques  into  her  own 
banking  account  with  a  London  bank.  There  was,  when  S.  was  sentenced, 
at  her  bank  £2)^^  balance  of  a  large  cheque  given  her  by  H.,  and  the 
London  bank  was  ordered  to  pay  that  sum  into  Court,  it  having  been  claimed 
by  the  plaintiff  bank.  As  to  this,  the  Court  of  Appeal,  while  holding  that 
it  had  been  received  by  S.  without  guilty  knowledge,  gave  judgment  for  the 
plaintiff  bank  upon  the  ground  that  there  was  no  consideration  other  than 
an  immoral  one.  and,  therefore,  as  in  the  circumstances  it  was  clearly  the 
proceeds  of  the  fraud  committed  by  H.,  the  bank  could  recover  it  as  money 
had  and  received  by  S.  to  their  use.  Banque  Beige  Pour  VEtranger  v. 
Hambrouck  &=  Sfanoghe  (1920,  65  S.J.  74). 

Companies. 

Alteration  of  Memorandum  and  Re-organisation  of  Capital. 

The  memorandum  of  association  of  a  company  provided  that  the  share 
capital  of  the  company  was  ;f^5,ooo,  divided  into  ordinary  and  deferred 
shares.  The  company  being  desirous  of  re-organising  its  share  capital,  the 
holders  of  the  deferred  shares  surrendered  these  shares  to  the  company,  and 
the  company  passed  a  special  resolution  provided  that  the  clause  in  the 
memorandum  relating  to  share  capital  should  be  deleted,  and  that  in  lieu 
thereof  there  should  be  substituted  the  following  clause: — "  The  share  capital 
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of  the  company  is  ;^5,ooo,  divided  into  5,000  ordinary  shares  of  £1  each." 
The  company  presented  a  petition  praying  the  Court  to  confirm  the  aheration 
of  the  provisions  of  the  company's  memorandum  of  association.  It  was  held 
that  the  prayer  of  the  petition  should  have  been  for  confirmation  of  the 
special  resolution  altering  the  memorandum,  and  not  for  confirmation  of  the 
alteration,  and  that  the  company  had  not  yet  passed  a  resolution  consolidating 
the  ordinary  and  deferred  shares  into  one  class,  and  that  such  a  resolution 
ought  to  have  been  passed  before  the  resolution  to  alter  the  memorandum  was 
adopted.    The  Scottish  India  Rubber  Co.,  Ltd.  (1920,  S.C.  i). 

Authority  of  Directors  to  draw  Bills  of  Exchange. 

A  Bill  of  Exchange  was  drawn  on  behalf  of  a  company  by  the  managing 
director  and  one  director  and  the  secretary,  and  was  accepted  by  the 
secretary.  These  persons  had,  in  fact,  no  authority  to  draw  or  accept  bills 
on  behalf  of  the  company.  The  bill  came  into  the  hands  of  a  holder  in  due 
course,  and  was  dishonoured.  Under  the  articles,  the  managing  director 
might  have  been  authorised  to  draw  and  accept  bills.  It  was  held  that 
inasmuch  as  the  managing  director  could  have  been  authorised,  under  the 
articles  to  draw  and  accept  the  bill,  a  holder  was  entitled  to  assume  that  he 
had  authority,  and  was  not  bound  to  inquire  into  the  internal  management  of 
the  company,  or  to  prove  an  actual  authority.  The  word  "  authority  "  in 
Section  77  of  the  Companies  (Consolidation)  Act,  1908,  includes  express  or 
implied  authority,  and  no  inference  is  to  be  drawn  from  the  omission  of  the 
words  exfress  or  im-plied.  The  juxtaposition  of  Sections  76  and  77  in  the 
Act  of  1908  is  accidental,  and  no  point  can  be  made  of  the  different  wording 
of  the  two  sections.    Dey  v.  Pullinger  Engineering  Co.  (1920,  37  T.L.R.  10). 

Winding-u-p ;  Arrears  of  Dividend  on  Preference  Shares.    No  Profits  Earned. 

The  capital  of  a  company  consisted  of  £'^,^00  divided  into  6,900  prefer- 
ence shares  and  1,600  ordinary  shares  of  each.  Holders  of  preference 
shares  were  entitled  to  receive  out  of  the  profits  as  a  first  charge  a  cumulative 
preferential  dividend  at  the  rate  of  10  per  cent,  per  annum,  and  in  the  event 
of  the  winding-up  of  the  company  to  have  the  surplus  assets  applied  :  (i)  m 
paying  off  the  capital  paid  up  on  the  preference  shares,  (2)  in  paying  off 
the  arrears  of  preferential  dividend  to  the  commencement  of  the  winding-up, 
and  thereafter  to  participate  rateably  with  the  holders  of  other  shares  in  the 
residue  of  surplus  assets.  No  profits  were  ever  earned  by  the  company,  and 
no  dividends  were  declared  on  either  class  of  share  since  its  incorporation. 
The  liquidators  had  in  hand  a  sum  of  £^,000  available  for  distribution  among 
the  members  in  accordance  with  their  rights.  It  was  held  that  there  were 
arrears  of  dividend,  although  there  were  no  profits  out  of  which  they  could 
have  been  paid,  and  that  the  surplus  assets  in  the  winding-up  must  be 
charged,  not  only  with  the  capital  of  the  preference  shares,  but  also  with  the 
arrears  of  the  10  per  cent,  preference  dividend  down  to  the  commencement  of 
the  winding-up.  In  re  Sfringbok  Agricultural  Estates  (1920,  89  L.J.  Ch. 
362). 

Contract. 

Sale  of  Goods.    Stipulation  as  to  Mode  of  Packing. 

By  a  contract  to  buy  canned  fruit  in  tins,  to  be  paid  for  in  dozens,  it  was 
stipulated  by  the  buyers,  Moore  &  Co.,  that  the  delivery  was  to  be  in  cases 
about  30  tins  each.  In  breach  of  this  stipulation,  about  half  the  consignment 
was  tendered  packed  in  cases  containing  24  tins  only.  The  dispute  having 
been  submitted  to  arbitration,  the  umpire  found  that  this  did  not  affect  the 
market  value  of  the  consignment,  and  gave  an  award  in  favour  of  the  sellers, 
subject  to  this  case.  It  was  held  by  Rowlatt,  J.,  that  the  buyers  were  entitled 
to  reject  the  goods.  They  might  have  their  reasons  for  preferring  to  have 
theii  goods  packed  in  a  particular  way,  and  speculation  on  the  effect  of  the 
wrong  packing  in  the  trade  was  not  possible.  The  buyers  were  not  bound  to 
accept  that  part  of  the  consignment  which  had  been  properly  packed.  They 
would  clearly  have  been  entitled  under  Section  30  (i)  of  the  Sale  of  Goods  Act, 
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1893,  to  reject  that  part  if  only  that  part  had  been  delivered  as  being  a 
quantity  less  than  the  sellers  had  contracted  for  within  the  sub-section,  and 
because  that  part  was  accompanied  by  something  else,  not  in  the  contract, 
they  were  not  bound  to  accept  that  part.  Moore  &^  Co.  v.  I.andaner  Co. 
(1920,  W.N.  346). 

Frustration  of  Contract.    N on-Manujacture. 

In  a  contract  for  the  sale  of  unascertained  goods  of  a  specified  brand  and  of 
a  particular  year,  the  sellers  cannot,  in  the  absence  of  a  particular  special 
stipulation,  set  up  as  a  frustration  of  the  contract  the  non-manufacture  of 
such  goods  in  the  year  in  question.  In  an  action  by  the  buyers  for  breach 
of  a  contract  for  the  sale  of  so  many  tons  (5  per  cent,  more  or  less),  the 
damages  are  calculable  with  reference  to  the  difference  between  the  number 
of  tons  delivered  and  the  number  of  tons  contracted  for  less  5  per  cent.,  as  the 
Court  will  not  go  into  the  question  whether  the  margin  of  5  per  cent,  was 
intended  only  to  cover  inadvertent  deficiency  or  over  delivery.  Thornett  6^ 
Fehr  v.  Yuills  {1920,  37  T.L.R.  31). 

Frustratioyi  of  a  Contract. 

The  doctrine  of  frustration  of  a  contract  applies  only  where  an  implication 
of  law  must  of  necessity  be  introduced  into  the  contract,  and  it  never  applies 
where  the  contract  contains  a  clause  actually  providing  for  the  precise  state 
of  affairs  which  is  relied  on  as  producing  frustration.  Banck  v.  Bromley 
(1920,  37  T.L.R.  71). 

General  Authority  to  an  Agent  to  Find  a  Purchaser. 

A  general  authority  to  an  agent  to  find  a  purchaser  of  a  house  does  not 
authorise  the  agent  to  sign  a  contract  binding  on  the  vendor.  There  must, 
to  justify  such  a  signing,  be  a  special  and  express  authority  to  sign. 
Lewcock  V.  Bromley  (1920,  37  T.L.R.  48). 

Contract  Subject  to  Prefaration  of  Formal  Contract. 

The  plaintif^  wrote  to  the  defendant's  agents,  offering  to  buy  a  leasehold 
property,  saying,  "  I  am  prepared  to  pay  £^$,000  on  signing  of  formal 
contract,"  and  adding  :  "  This  offer  is  subject  to  formal  contract  to  embody 
"  such  reasonable  provisions  as  my  solicitors  may  approve,  and  to  the  lease 
"  containing  no  unusual  provisions  or  covenants."  The  defendant's  agents 
wrote  in  reply  accepting  the  offer,  and  saying  that  they  would  communicate 
with  the  defendant,  so  that  he  might  instruct  his  solicitors  to  prepare  formal 
contract.  The  defendant  subsequently  refused  to  proceed  further  with  the 
matter.  In  an  action  for  specific  performance  it  M^as  held  that  the  effect  of 
the  letters  was  that  the  offer  was  conditional,  and  that  the  parties  were  not 
bound  until  a  formal  contract  had  been  signed,  and  therefore  the  action 
failed.    Rossdale  v.  Denny  (1920,  37  T.L.R.  45). 

The    Sale  of  Milk.    Minute  Quantity  of  Foreign  Matter  Present. 

When  >/ew  inilk  of  good  quality  is  asked  for  by  a  purchaser,  and  the  milk 
sold  contains  foreign  matter  in  a  quantity  so  minute  that  its  presence  is 
unavoidable,  it  is  open  to  the  justices,  if  the  milk  complies  with  the  regula- 
tions in  other  respects,  to  hold  that  the  vendor  has  not  committed  the  offence 
against  Section  6  of  the  Sale  of  Food  and  Drugs  Act,  1875,  of  selling  an 
article  of  food  not  of  the  nature,  substance,  and  quality  demanded.  Kenny 
V.  Cox  (37  T.L.R.  49). 

Hot  Milk  and  Adulteration  Previous  ta  Heating. 

When  a  purchaser  asks  for  hut  milk  at  a  restaurant,  and  is  supplied  with 
adulterated  milk  which  has  been  heated,  the  fact  that  it  was  hot  milk,  and 
not  merely  milk  that  was  asked  for,  will  not  save  the  vendor  from  committing 
the  offence  against  Section  6  of  the  Sale  of  Food  and  Drugs  Act,  1875,  of 
selling  an  article  of  food  not  of  the  nature,  substance,  and  quality  of  the 
article  demanded.    Herrington  v.  Slater  (1920,  37  T.L.R.  51). 
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Corporation. 

Pro-posal  to  do  Ultra  Vires  Acts. 

If  a  corporation  established  by  Royal  Charter  intends  to  do  acts  not 
authorised  by  its  Charter,  a  member  is  entitled  to  ask  for  an  injunction 
restraining  the  commission  of  acts  which  are  outside  the  scope  of  the 
Charter,  and  which  might  result  in  its  forfeiture  and  the  destruction  of  the 
corporation,  Jerikin  v.  Pharmaceutical  Society  at  Great  Britain  (1920,  37 
T.L.R.  54). 

Gaming. 

Publication  of  Lottery  Schem.e. 

Where  a  person  gives  a  printer  a  draft  scheme  for  the  sale  of  tickets  in  a 
sweepstake  in  order  that  it  may  be  printed  and  sent  through  the  post,  and 
when  the  printer  prints  it,  the  publication  to  the  printer  is  sufficient  to 
support  a  conviction  under  Section  41  of  the  Lotteries  Act,  1823,  for  publish- 
ing a  scheme  for  the  sale  of  tickets  in  a  lottery.  Deiv  v.  Director  of  Public 
Prosecutions  (1920,  37  T.L.R.  22). 

Insurance. 

A  marine  insurance  policy  on  goods  and  freight  valued  at  ^^26,025  con- 
tained the  clause  "  Claims,  if  any,  to  pay  at  the  rate  of  $4.15  to  £i  sterling." 
It  was  held  that  the  clause  was  not  to  convert  the  policy  from  a  sterling 
into  a  doUar  policy,  but  only  to  fix  a  rate  of  exchange  independently  of  the 
fluctuations  of  the  market.  Hotoard,  Holder  Partners  v.  Union  Marine 
Insurance  Co.  (1920,  37  T.L.R.  32). 

Landlord  and  Tenant. 

Rent  Restrictions  Acts.    Exercise  of  Powers  of  Court. 

Section  5  (3)  of  the  Increase  of  Rent,  &c.  (Restrictions)  Act,  1920,  which 
gives  the  Court  power  to  rescind  or  vary  an  order  for  possession  where,  in 
the  opinion  of  the  Court  the  order  would  not  have  been  made  if  the  Act  had 
been  in  force,  does  not  impose  an  absolute  obligation  to  rescind  or  vary  the 
order  in  such  a  case,  but  merely  gives  a  discretion  to  re-open  the  matter  when 
the  Court  thinks  this  course  to  be  desirable.  Taylor  v.  Faires  (1920,  37 
T.L.R.  55). 

Tenancy  from  Year  to  Year. 

It  is  not  repugnant  to  the  nature  of  a  tenancy  from  year  to  year  to  include 
a  provision  that  it  be  determinable  by  a  notice  to  quit  less  than  six  months 
in  length ;  or  by  notices  to  quit  by  the  landlord  and  tenant  respectively,  which 
are  unequal  in  length ;  or  by  notice  to  quit  by  either  party,  and  also  in  some 
other  way  depending  upon  the  discretion  of  one  of  the  parties  only,  e.g.  on 
the  sale  of  the  premises  by  the  landlord.  Allison  v.  Scargall  (1920,  3  K.B. 
443)- 

Tenant  Holding  Over. 

When  a  tenant  of  a  house  to  which  the  Increase  of  Rent,  &c.  (War  Restric- 
tions) Acts  apply  holds  over  after  the  expiry  of  a  notice  to  quit,  and  pays 
rent,  the  landlord  is  not  to  be  taken,  by  accepting  it,  to  assent  to  a  renewal  of 
the  tenancy  on  the  old  terms,  for  he  has  no  choice  but  to  accept  the  rent ;  he 
could  not  sue  in  trespass  for  mesne  profits,  for  those  Acts  provide  that  the 
tenant,  notwithstanding  the  notice  to  quit,  shall  not  be  regarded  as  a 
trespasser,  so  long  as  he  pays  the  rent  and  performs  the  other  conditions  of 
the  lease.    Davie s  v.  Bristoiv ;  Penrhos  College  v.  Butler  (1920,  3  K.B.  428). 
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Negligence. 

Worn  Steering  Gear  and  Liability  to  become  U n controllable. 

A  motor-car  which  has  its  steering  gear,  by  reason  of  wear,  in  such 
imperfect  condition  that  the  driver  is  liable  to  lose  control  of  the  steering,  ia 
a  thing  which  on  a  highway  is  necessarily  dangerous  to  persons  using  the 
highway,  and  to  cause  it  to  be  driven  on  a  highway  amounts  to  negligence 
even  in  the  absence  of  knowledge  of  the  defect.  Hutchins  v.  Maunder  (1920, 
37  T.L.R.  72). 

Trade  Union. 

Ex-pulsion  from  Union  and  I nducement  to  Employer  to  Break  Contract. 

The  plaintiff  having  been  expelled  from  his  trade  union,  the  fact  that  he 
was  a  non-member  was  communicated  to  his  employer  with  a  note  that 
union  members  in  the  same  employ  would  refuse  to  work  with  the  plaintiff, 
in  consequence  whereof  the  plaintiff  was  dismissed  from  his  employment. 
It  was  held  that  inducement  not  to  continue  an  employment  is  only  illegal  if 
it  is  exercised  by  illegal  means.  An  application  for  an  injunction  to  restrain 
the  union  from  interfering  with  the  plaintiff's  right  to  dispose  of  his  labour 
as  he  would  therefore  failed.    Wolstenholme  v.  Aviss  (1920,  2  Ch.  403). 

Wills  and  Executors. 

General  Charitable  Intention. 

The  Court  of  Appeal,  in  re  Willis  (1920,  2  Ch.  358)  (noted  in  November 
1920  Accountants'  Journal,  page  418),  reversed  the  decision  of  Astbury, 
J.  They  held  that  the  testatrix  had  by  her  will  shown  a  general  charitable 
intention  notwithstanding  the  discretion  conferred  by  her  upon  W.  and  the 
limit  of  time  imposed  for  its  exercise,  and  that  the  gift  of  the  residue  in 
favour  of  charity  was,  therefore,  valid.  The  fact  that  W.  was  not  a  trustee 
or  executor  did  not  affect  the  matter.  Moggridge  v.  Thackwell  (1803,  7  Ves. 
36),  and  Mills  v.  Farmer  (18115,  i  Mer.  5),  applied.  In  re  Willis  (1920,  W.N. 
3S4)- 

Subsequent  Legislation  Affecting  Interest  of  Beneficiaries. 

A  clause  whereby  a  testator  provides  that  the  interest  of  certain  bene- 
ficiaries under  the  will  shall,  in  the  event  of  their  being  precluded  by  legisla- 
tion from  taking  such  interest,  go  over  to  other  persons,  is  not  void  as  being 
against  public  policy.    In  re  Schiff  (1920,  37  T.L.R.  31). 

Construction  of  "  Residue  of  my  Property.'''' 

A  testatrix,  by  a  holograph  will,  after  leaving  certain  pecuniary  legacies 
and  bequests  of  furniture  and  effects,  made  this  further  provision  :  "  To  my 
"  dear  friend.  Miss  A.  C,  for  the  kindness  she  has  shown  to  me,  I  leave  the 
"  residue  of  my  property."  By  a  codicil  she  made  further  bequests  of 
specific  articles,  and  appointed  trustees  and  an  executor.  The  pecuniary 
legacies  amounted  to  ^^510,  the  movable  property  amounted  to  /"266  i8s.,  of 
which  £1^.0  19s.  represented  furniture  and  effects  which  she  had  specifically 
bequeathed.  She  also  left  heritage  consisting  of  a  house  of  the  value  of 
^900.  She  was  aware  of  the  amount  of  her  movable  estate.  It  was  held 
that  the  testatrix  had  intended  to  dispose  of,  and  had  effectually  disposed 
of  her  heritable  as  well  as  her  movable  property.  Craw''s  Trustees  v. 
Blacklock  (1920,  S.C.  22). 

General  Power  of  Appointment  given  to  Nephew  Predeceasing  Testatrix. 

Testatrix  bequeathed  a  legacy  upon  the  ordinary  trusts  for  a  nephew  for 
life,  and  after  his  death  for  his  children,  and  failing  children  (as  happened) 
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upon  trust  for  such  persons  as  he  should,  by  will  or  codicil,  appoint,  and 
she  provided  that,  in  case  the  nephew  should  predecease  her,  the  legacy 
"  should  be  held  upon  the  same  trusts,  and  subject  to  the  same  powers  and 
"  provisions  so  far  as  capable  of  taking  effect  as  if  "  the  nephew  "  had  died 
immediately  after  me."  The  nephew  died  in  the  lifetime  of  the  testatrix, 
having  by  his  will  given  unto  his  wife  "  all  property  and  effects,  real  and 
personal,  which  may  now,  or  at  any  time  hereafter  belong  to  me."  It  was 
held  that  Section  27  of  the  Wills  Act,  which  provides  that  a  general  gift  shall 
include  real  or  personal  estate  over  which  the  testator  has  a  general  power 
of  appointment,  only  relates  to  such  general  powers  of  appointment  as 
the  testator  possesses  at  the  time  of  his  death,  and  that  as  the  nephew  never 
became  donee  of  the  power  attempted  to  be  given  to  him  by  the  will 
of  the  testatrix,  on  the  hypothesis  of  his  surviving  her,  the  general  bequest 
of  personal  estate  contained  in  his  will  did  not  operate  to  exercise  the  power. 
In  re  Young  (1920,  2  Ch.  427). 

Gift  ove*-  on  Death  if  then  Mentally  Unfit  to  Manage. 

A  gift  over  by  will  of  real  and  personal  property  in  the  event  of  the 
original  absolute  donee  dying  mentally  unfit  to  manage  his  own  affairs,  is 
repugnant  and  void  as  tending  to  contravene  the  law  by  providing  a  different 
devolution  of  the  property  from  that  prescribed  by  law  in  the  event  of  an 
absolute  owner  dying  intestate.    In  re  Ashton  (1920,  2  Ch.  481). 
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The  Chartered  Accountant  Students  Society  of  London. 

The  Society's  Coaching  Classes  for  the  May  1921  Examinations  are 
arranged  to  commence  on  Monday,  13th  December, 

The  Legal  subjects  will  be  undertaken  by  Mr.  Herbert  Jacobs,  B.A., 
Barrister-at-Law,  assisted  by  Mr.  Sydney  £.  Pocock,  LL.B.,  Barrister- 
at-Law. 

The  Accountancy  Classes  will  be  conducted  by  Mr.  F.  R.  M.  de  Paula, 
O.B.E.,  F.C.A.  (Lecturer  on  Accountancy  at  the  London  School  of 
Economics),  with  the  assistance  of  Mr.  William  E.  E.  Newman,  A.C.A. 

At  the  May  1920  Examinations  of  the  Institute,  every  candidate  who 
entered  from  the  Society's  Classes  passed,  including  2nd  place  in  Honours; 
in  the  Intermediate,  80  per  cent,  were  successful,  including  3rd  place. 

The  Society's  Classes,  being  restricted  ip  size,  ensure  individual  tuition 
to  each  student ;  every  candidate  is  provided  with  specimen  answers  and 
references  to  text-books  in  the  case  of  all  written  work.  Concise  notes, 
in  printed  form,  on  the  legal  questions  of  the  Examinations  can  be  obtained, 
thus  saving  a  considerable  amount  of  time  in  class.  A  special  feature  is 
made  of  Costings,  Income  Tax,  Excess  Profits  Duty,  &c. 

The  fees  for  the  fuU  course  in  all  subjects  are  :  Intermediate,  ;^i2  12s.  ; 
Final,  15s. 

FuU  particulars  of  prizes  offered  by  Sir  William  Plender,  G.B.E.,  F.C.A., 
and  the  Society,  and  any  further  information  or  advice  that  may  be  required 
can  be  obtained  on  application  to  the  Secretary. 

The  Examinations  in  connection  with  the  Free  and  Advanced  Classes  will 
be  held  at  the  Hall  of  the  Institute  in  December  as  follows  : — 

December  14th. — Elementary  Law  Examination,  at  6  p.m. 

December  15th. — Elementary  Accounts  Examinations,  at  6  p.m. 

December  i6th. — Advanced  Accounts  Examination,  at  6  p.m. 

December  17th.— Advanced  Law  Examination,  at  6  p.m. 

The  Sixteenth  Annual  Dinner  of  the  Society  will  be  held  at  the  Connaught 
Rooms,  Kingsway,  W.C.,  on  Wednesday,  8th  December,  at  7  for  7.15  o'clock 
p.m.  The  price  of  tickets  is  12s.  6d.  each,  exclusive  of  wines.  The  names 
of  the  distinguished  guests  who  have  promised  to  attend  are  announced 
in  The  Accountant. 

Members  are  reminded  that  their  subscriptions  fall  due  on  the  ist  January 
next,  and  that  in  accordance  with  the  alteration  in  the  Rules  made  at  the 
Annual  General  Meeting  on  30th  June  1920,  the  rates  of  subscriptions,  hz., 
will  be  as  foUovi/s  : — 

I  d. 

Honorary  members  who  have  been  in  practice  three  years  or  more    i    i  o 

Other  honorary  members  ...       ...       ...       ...       ...    o  10  6 

Ordinary  members  ...       ...       ...       ...       ...       ...       ...       ...    i    1  o 

Chartered  Accountants  Students'  Society  of  Kingston- 
upon-Hull. 

The  Society  held  a  very  successful  first  meeting  on  Tuesday,  19th  October. 
Tea  was  provided,  at  the  invitation  of  the  Committee,  at  the  De  La  Gole 
Cafe,  being  followed  by  a  lecture  on  "  Banking  "  by  Mr.  G.  B.  Outhwaite 
(of  the  London   City  &  Midland  Bank,  Ltd.). 

A  lecture  on  "  The  Duties  of  a  Company  Secretary,"  by  Mr.  Percy 
Davie,  A.C.A.,  had  been  arranged  for  this  date,  but  unfortunately  Mr.  Davie 
was  unable  to  be  present  owing  to  the  industrial  situation.  Arrangements 
have  been  made  to  include  Mr.  Davie's  lecture  in  the  Spring  Session. 
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The  Society  was  indeed  fortunate,  under  the  circumstances,  in  securing 
the  services  of  so  able  and  interesting  a  lecturer  as  Mr.  Outhwaite. 

The  lecturer  traced  the  growth  of  banking  from  its  inception  to  the  present 
date,  showing  how  important  a  part  the  Bank  of  England  plays  in  matters 
financial. 

After  this  resume  a  few  minutes  were  devoted  to  Bills  of  Exchange,  the 
lecture  being  brought  to  a  close  with  some  notes  on  Cheques,  their  use 
and  abuse. 

The  second  meeting  of  the  session  was  also  well  attended,  Mr.  G.  W. 
Vivian,  A.C.A.,  an  old  member  of  the  Society,  reading  a  paper  on  "  Personal 
Taxation,  Returns,  and  Claims."  The  lecturer  illustrated  his  paper  by 
examples  on  the  blackboard  and  was  particularly  interesting  and  instructive 
in  his  treatment  of  the  modifications  of  the  new  Finance  Act. 

A  hearty  vote  of  thanks  in  each  case  was  accorded  to  the  lecturer  for 
his  services. 

It  is  with  deep  regret  that  we  have  to  record  the  death  of  Mr.  W.  Ernest 
Scott,  A.C.A.,  of  this  Society.  Mr.  Scott  was  an  old  member  of  the  Society 
and  was  held  in  high  esteem  by  all  with  whom  he  came  into  contact,  both 
in  his  private  and  professional  life. 

Nottingham  Chartered  Accountants  Students'  Society. 

The  fourth  meeting  of  the  above-named  Society  took  place  on  Wednesday, 
3rd  November  1920,  at  the  Victoria  Station  Hotel,  Nottingham,  Mr.  C.  R. 
Sands,  A.C.A.,  in  the  chair. 

Motion. — "  That  this  house  would  favour  the  introduction  of  a  Whitley 
Council  to  the  profession." 

Mr.  Fitzpatrick,  A.C.A.,  in  proposing  the  motion  dealt  briefly  with  the 
constitution  and  functions  of  a  Whitley  Council,  and,  at  the  outset,  reminded 
his  hearers  that  the  decisions  of  such  a  Council  were  not  binding  by  an}"" 
Act  of  Parliament  or  in  a  Court  of  Law,  and  depended  for  their  force 
on  the  goodwill  of  the  parties  represented  thereon.  After  an  interesting 
talk  on  the  subject  from  the  economic  and  historical  point  of  viev/,  Mr. 
Fitzpatrick  gave  the  meeting  what  he  considered  was  the  crux  of  the  whole 
situation.  He  said  it  would  be  granted  that  there  was  discontent  in  the 
profession  and  suggested  that,  instead  of  waiting  for  an  upheaval,  the 
members  of  the  profession  should  take  the  means  afforded  by  the  Whitley 
Council  and  meet  the  clerks  and  assistants  on  the  Council  and  settle  those 
differences  amicably. 

Mr.  Sargeant,  in  opposing,  read  several  extracts  from  an  official  publica- 
tion by  the  Ministry  of  Labour  on  the  subject,  by  which  he  sought  to  prove 
that  the  time  was  not  yet  ripe  in  the  profession,  and  that,  moreover,  the 
Whitley  Councils  were  only  workable  in  trades  or  professions  where  both 
sides  were  well  organised.  He  endeavoured  to  show  that  recent  events  in 
the  labour  world  proved  that  conferences  of  this  nature,  between  employers 
and  employed,  did  not  produce  harmony,  but  exactly  the  reverse,  and 
asserted  that  the  formation  of  Whitley  Councils  would  not  improve  the 
relationship  between  the  accountant  and  his  clerks. 

Mr.  Forrest,  in  seconding  the  resolution,  dealt  more  fully  with  the 
scheme  of  the  Whitley  Council,  and,  particularly,  with  grading,"  con- 
tending that  a  workable  system  of  grading  could  be  found,  and  asserting 
that  the  minimum  wage  clause  in  such  a  system  and  the  chance  of  earning 
more  than  the  minimum  by  application  and  diligence  would  have  very 
beneficial  effects,  both  from  the  point  of  view  of  the  employers  and  employed. 

Mr.  Clarke,  in  opposition,  dealt  mainly  on  the  good  relations  subsisting 
generally  between  employers  and  employed  and  deplored  any  "  washing  of 
dirty  linen  "  in  public. 
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The  discussion  was  continued  by  a  great  many  of  the  students  present, 
and,  on  the  motion  being  put  to  the  meeting,  it  was  carried  by  one  vote. 

A  vote  of  thanks  to  the  chairman  and  to  the  openers  and  seconders  brought 
the  first  debate  of  the  session  to  a  close. 

Sheffield  Chartered  Accountants  Students'  Society. 

Our  syllabus  is  now  ready;  the  following  lectures  have  been  arranged  in 
addition  to  those  published  last  month. 

Dec.  I. — Lecture  by  Mr.  G.  H.  Knighton,  A.C.A.  (subject  to  be  announced 
later). 

Dec.  8. — Discussion  on  November  1920  Examination  Papers  of  the  Institute. 

The  following  meetings  have  already  been  held  : — 
Oct.  13. — Ten  Minute  Papers  by  the  following  members: — 

Mr.  F.  Downing  on  "A.  &  B.  Contributories  in  Winding  Up." 

Mr.  W.  E.  R.  Short  on  "  The  Corporation  Profits  Tax." 

Mr.  T.  D.  Cockerill  on  "  Receivers." 

Mr.  A.  J.  R.  Slaney,  A.C.A.,  on  "  Excess  Profits  Duty." 

All  the  lecturers  dealt  with  their  subjects  in  a  very  lucid  manner  and 
much  valuable  information  was  gained. 

Oct.  20. — "  The  Consolidation  and  Alteration  of  Share  Capital  "  was  the 
subject  of  a  somewhat  intricate  lecture  by  Mr.  H.  Wells-Smith,  F.C.A., 
who  dealt  with  the  matter  by  giving  examples  which  were  somewhat 
analogous  to  those  which  he  had  actually  handled  in  practice. 

Oct.  27. — "  The  Accountant  and  Finance,"  by  Mr.  A.  Lester  Boddington, 
A.C.A.  The  lecturer,  in  expounding  this  somewhat  complicated  subject, 
held  all  his  hearers  in  rapt  attention  by  his  eloquent  style,  brightened  by 
subtle  witticisms.  He  pointed  out  the  necessity  of  every  accountant  follow- 
ing the  trend  of  finance  and  the  money  market  in  general  through  the 
medium  of  bankers'  clearing  house  returns,  railway  returns,  and  the  con- 
dition of  foreign  exchanges.  The  inflation  of  credit  and  currency  and  its 
effects  upon  world  and  domestic  finance  were  dealt  with  by  the  speaker. 
We  sincerely  hope  that  Mr.  Boddington  will  fulfill  his  promise  and  give 
us  the  pleasure  of  welcoming  him  amongst  us  again. 

Nov.  3. — "  The  Formation  of  a  Public  Limited  Company  from  an 
Accountant's  Point  of  View,"  by  Mr.  Stanley  Blythen,  O.B.E.,  F.C.A.  The 
lecturer's  remarks,  which  were  very  apt,  having  regard  to  present-day  issues 
of  capital,  were  heartily  welcomed  by  members,  particularly  by  junior 
students,  for  whose  benefit  the  lecturer  gave  the  elementary  principles. 

Nov.  10. — Discussion  on  May  1920  Examinations.  On  this  occasion  our 
thanks  are  due  to  the  chairman,  Mr.  H.  C.  Nicholson,  A.C.A.,  for  his 
capable  handling  of  the  meeting  and  his  appreciation  of  the  wants  of  students. 

Nov.  17. — "Annuities  and  Sinking  Funds,"  by  Mr.  W.  R.  Moore,  F.C.A. 

Reports  of  the  above  lectures  have  been  forwarded  to  the  Editor  of  the 
Journal  for  publication  and  will  be  published  in  due  course. 

We  are  glad  to  state  that  our  challenge  in  last  month's  issue  to  a  game 
of  "  soccer  "  has  been  seized  upon  by  the  Nottingham  Society,  who,  per- 
chance, see  visions  of  defeating  us  in  the  physical  if  not  in  the  intellectual 
sphere.  We  hope  these  visions  will  vanish  even  as  dreams  at  the  first  glimpse 
of  dawn. 

South  Wales  and  Monmouthshire  Chartered  Accountant 
Students'  Society. 

The  winter  session  has  commenced  well.  At  the  opening  meeting  on 
28th  October  there  was  almost  a  full  attendance  of  members  and  they  were 
rewarded  by  a  most  interesting  and  helpful  lecture  on  "  The  Teaching  of 
Accountancy  by  Diagrammatic  Representation,"  by  Mr.  James  Stephenson, 
M.A.,  B.Com.,  B.Sc,  the  head  of  the  Commerce  Section  of  the  local  Technical 
College.    Mr.  Stephenson  dealt  in  a  breezy  manner  with  the  fundamentals 
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of  the  keeping  of  accounts  and  illustrated  his  remarks  with  blackboard 
drawings.  We  are  hoping  for  a  return  visit  from  Mr.  Stephenson  in  the 
near  future. 

On  i2th  November  the  Institute  Examination  Papers  set  in  May  last  were 
discussed,  the  opening  remarks  being  made  by  the  two  candidates  who 
upheld  the  honour  of  the  Society  at  that  Examination,  Mr.  C.  E.  Maclay 
(Final)  and  Mr.  F.  R.  Lowther  (Intermediate).  These  meetings  for  dis- 
cussion are  always  successful,  and  we  are  glad  to  note  a  distinct  decrease 
in  the  "  stage  fright  "  which  was  commented  upon  in  these  columns  some 
time  ago. 

Before  these  notes  appear  in  print  several  of  our  members  will  have  visited 
Moorgate  Place.    They  take  with  them  our  heartiest  wishes. 


National  Guild  of  Accountants'  Clerks. 

A  meeting  of  members  of  the  Manchester  Branch  was  held  in  the  Onward 
HaU,  Deansgate,  Manchester,  on  Friday,  the  12th  November. 

The  Hon.  Secretary  reported  that  he  had  received  replies  from  the  local 
societies  of  Chartered  and  Incorporated  Accountants  to  the  letter  sent  to 
them  on  June  21st  1920,  asking  them  to  consider  the  formation  of  a  local 
Whitley  Council  for  the  profession. 

The  Manchester  Society  of  Incoporated  Accountants  replied  on  the  29th 
July  to  the  effect  that  they  were  not  a  properly  constituted  body  to  deal  with 
the  Guild.  This  was  followed  by  an  interview  between  the  President  and 
Hon,  Secretary  of  the  Society  and  the  Hon.  Secretary  of  the  Guild,  when 
the  representatives  of  the  Society  again  pressed  the  objection  that  they 
"  were  not  a  society  of  employers  "  and  suggested  that  the  Guild  should 
aim  at  the  formation  of  an  Employers'  Federation. 

The  Manchester  Society  of  Chartered  Accountants  replied  on  the  21st 
October  1920  and  referred  to  a  letter  sent  by  the  Secretary  of  the  Institute 
to  the  Organising  Secretaries  of  the  Guild  reafl&rming  the  position  adopted 
in  the  letter  from  the  Institute,  published  in  the  Accountant  on  6th  December 
1919. 

The  meeting  reaffirmed  its  opinion  that  the  most  satisfactory  method  of 
aUaying  the  discontent  in  the  ranks  of  the  employees  and  of  maintaining 
the  prestige  of  the  profession  was  by  means  of  a  Whitley  Council. 

The  following  scale  of  salaries  was  unanimously  adopted  as  the  minimum* 
scale  on  which  it  was  possible  for  accountants'  clerks  to  maintain  their 
efficiency  : — 


Junior  clerks, 
jj 

age 

16 

32s.  6d. 

per  week, 

33 

40S.  od. 

33 

33 

:g  : 

47s.  6d. 

35 

53 

33 

19 

55s.  od. 

33 

20 

62s.  6d. 

33 

53 

21 

70s.  od. 

3  J 

3  ? 

22 

80s.  od. 

3  » 

33 

23 

90s.  od. 

33 

24 

loos.  od. 

33 

Senior  clerks,  minimum,  ^^450  per  annum. 
Principal  or  managing  clerks,  ^600. 

A  resolution  was  unanimously  passed  congratulating  the  iGuild  of  Insurance 
Officials  on  the  stand  they  are  taking  against  the  victimisation  of  their 
members  by  the  General  Accident  Assurance  Co.  and  pledging  the  support 
of  the  National  Guild  of  Accountants'  Clerks. 


507 


Books  of  the  Month. 


A  SVXOPSIS  OF  MERCANTILE  LAW.  By  A.  Crew,  Barrister-at-Law. 
Third  edition.  8^  x  ^g,  xiii  +  207  pp.  7s.  6d.  n.  Post  free  7s.  nd.  [This 
is  a  book  which  should  find  a  big  demand  amongst  law  and  accountancy 
students,  being  specially  useful  prior  to  the  Examinations.  It  includes 
special  chapters  on  arbitration,  bankruptcy,  a  glossary  of  legal  phrases, 
maxims,  and  definitions,  and  concludes  with  250  questions  taken  from  the 
examination  papers  of  various  bodies.] 

INCOME  TAX,  EXCESS  PROFITS  DUTY,  AND  CORPORATION  PRO- 
FITS TAX  under  the  Finance  Act,  1920.  By  Ernest  Evan  Spicer,  F.C.A. 
9^  x6,  48  pp.  2S.  6d.  n.  Post  free  2s.  xod.  [The  basis  of  taxation  having  been 
so  materially  changed,  and  a  new  impost  having  been  introduced  by  the 
Corporation  Profits  Tax,  the  Act  requires  careful  study  by  students,  pro 
fessional  accountants,  and  the  officers  of  companies  liable  for  the  payment 
of  the  new  tax,  and  we  can  unreservedly  recommend  this  book  to  them  all.] 

INCOME  TAX  AND  SUPER  TAX  PRACTICE.  By  W.  E.  Shelling. 
8^x55,  vii-fi88  pp.  Fourth  edition.  i2s.  6d.  Post  free  13s.  [The 
fourth  edition  of  this  comprehensive  work  has  just  been  issued  and 
incorporates  the  provisions  of  the  Consolidation  Act,  1918,  and  the  Finance 
Acts,  1919  and  1920.  The  business  man  will  find  it  a  very  useful  and 
well-arranged  book  of  reference.] 

EXCESS  PROFITS  (including  Excess  Mineral  Rights)  DUTY  and  Levies 
under  the  Munitions  of  War  Act.  By  W.  E.  Snelling.  8^x5^,  XX4-496 
pp.  Sixth  edition.  21s.  n.  Post  free  21s.  9d.  [The  fact  that  this  book  has 
reached  the  6th  edition  is  a  sure  sign  of  its  usefulness.  Both  the  arrange- 
ment and  language  are  clear  and  it  is  a  very  valuable  work  of  reference 
for  the  accountant  and  the  business  man.  The  provisions  of  the  1920 
Finance  Act  are  included  in  this  edition.] 

CORPORATION  PROFITS  TAX.  By  C.  Whorlow  Legge,  F.S.A.A.  87 
pp.  ICS.  6d.  n.  Post  free  iis.  [This  is  one  of  the  best  of  a  number  of 
publications  dealing  with  the  new  impost,  and  it  should  be  of  material 
assistance  to  accountants  and  company  officials.] 

THE  CORPORATION  PROFITS  TAX.  By  A.  E.  Roberts,  A.C.A., 
^2^Sh  15  PP-  (Paper  cover.)  is.  n.  Post  free  is.  3d.  [This  small 
brochure  gives  a  clear  resume  of  the  provisions  dealing  with  the  new 
tax,  with  a  useful  pro  forma  example  of  the  incidence  of  the  tax  in  relation 
to  the  accounts  of  a  company  liable  thereunder.] 
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By  Nevil  P.  Truman. 

This  Essay  was  awarded  the  Prize  in  the  Final  Division 
of  the  Competition  held  in  October, 

Comparatively  speaking,  Bills  of  Exchange  are  of  modern  origin,  having 
been  brought  into  use  by  the  Florentines  in  the  twelfth,  and  by  the  Venetians 
in  the  thirteenth  century.  Their  use  came  to  England  through  France  and 
was  very  gradual.  Prior  to  the  close  of  the  sixteenth  century  the  negoti- 
ability of  bills  by  endorsement  was  unknown,  they  being  made  payable  to 
a  definite  person  or  his  assigns.  But  after  this  date  arose  the  custom  of 
making  bills  payable  to  order  and  of  transferring  them  by  endorsement.  This 
convenience  soon  became  generally  used  and  is  now  incorporated  in  English 
law. 

Originally  Bills  of  Exchange  appear  to  have  been  used  between  English 
and  foreign  traders,  they  were  later  extended  to  bills  between  all  traders, 
and,  finally,  became  of  general  use  between  all  persons,  whether  traders 
or  not. 

A  Bill  of  Exchange  is  defined  by  the  Bills  of  Exchange  Act,  1882,  as  "an 
"  unconditional  order  in  writing,  addressed  by  one  person  to  another,  signed 
"  by  the  person  giving  it,  requiring  the  person  to  whom  it  is  addressed  to 
"  pa}'  on  demand,  or  at  a  fixed  or  determinable  future  time,  a  sum  certain 
"  in  money  to  or  to  the  order  of  a  specified  person  or  to  bearer," 

The  same  Act  defines  a  cheque  as  a  "  Bill  of  Exchange  drawn  on  a  banker, 
payable  on  demand," 

Both  "  bills  "  and  "  cheques  "  are  negotiable  instruments,  that  is  those 
which,  if  taken  in  good  faith  and  in  exchange  for  value,  become  the  property 
of  the  holder  and  can  be  enforced  in  spite  of  any  defects  of  title  which  may 
exist  on  the  part  of  the  person  from  whom  the  present  holder  acquired  the 
instrimient.  This  negotiability  may  be  negatived,  as  we  shall  see  later,  by 
"  crossing  "  and  adding  "  not  negotiable  "  to  a  cheque,  and  by  incorporat- 
ing this  provision  in  the  body  of  any  other  bill. 

Cheques. 

1.  As  Between  Banker  and  Custorner. 

A  banker  is  bound  to  honour  his  customer's  cheques  providing  the  customer 
has  funds  in  the  bank  to  the  amount  of  the  cheque. 

The  holder  of  a  cheque  must  present  it  within  a  reasonable  time.  If 
owing  to  non-presentment  within  such  time  the  drawer  is  damaged  (e.g. 
by  the  banker's  insolvency),  he  may  obtain  judgment  for  the  damage  from 
the  banker  provided  he  was  entitled  to  have  the  cheque  paid  within  the 
reasonable  time. 

A  banker's  authority  to  pay  a  cheque  is  revoked  {a)  by  countermand  of 
payment ;  {b)  by  notice  of  customer's  death ;  {c)  by  the  making  of  a 
receiving  order  in  bankruptcy  against  the  customer  or  by  the  latter's  com- 
mittal of  an  available  act  of  bankruptcy ;  {d)  by  receipt  of  a  garnishee 
order. 

2.  Crossing. 

Cheques  may  be  generally  or  specially  crossed ;  the  former  by  adding  two 
parallel  transverse  lines  with  or  without  the  words  "  and  company,"  and 
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with  or  without  the  words  "  not  negotiable  "  ;  the  latter  by  the  further 
addition  of  a  particular  banker's  name. 

The  effect  of  crossing  is  to  prevent  a  holder  receiving  payment  except 
through  a  banker  who  collects  for  him.  In  the  case  of  special  crossings  only 
the  bankers  named  can  receive  payment. 

No  crossing  may  be  altered  except  as  allowed  in  the  Act  : — 
(a)  Holder  may  cross  an  uncrossed  cheque. 

{d)  Holder  may  turn  a  general  crossing  into  a  special  crossing. 

(c)  Holder  may  add  the  words  "  not  negotiable." 

(d)  Banker  may  cross  an  uncrossed  cheque. 

(e)  Banker  may  convert  a  general  crossing  into  a  special  crossing  to  him- 
self. 

(/)  Banker  may  specially  cross  to  another  banker  any  cheque  specially 
crossed  to  himself. 

It  wiU,  therefore,  be  seen  that  a  crossed  cheque  can  only  be  paid  into  the 
account  of  one  having  a  banking  account — it  cannot  be  paid  out  over  the 
counter — this  minimises  the  risk  of  unauthorised  persons  obtaining  pay- 
ment. 

The  effect  of  crossing  a  cheque  "  not  negotiable  "  is  that  the  holder  does 
not  obtain  a  better  title  to  the  cheque  than  the  previous  holder  ;  thus  if  a 
stolen  cheque  is  passed  on  to  a  third  party,  such  party,  although  having 
acquired  it  for  value,  is  not  entitled  to  have  the  cheque  honoured  as  he 
would  had  the  cheque  been  left  as  an  ordinary  negotiable  instrument  with- 
out the  special  crossing. 

The  Act  also  provides  that  a  banker  who  pays  a  cheque  drawn  on  him 
otherwise  than  according  to  the  crossing  is  liable  to  the  true  owner  for 
any  loss  sustained  thereby. 

3.  Proiection  of  Bankers. 

Section  82  of  the  Act  provides  that  where  a  banker  in  good  faith,  without 
negligence,  receives  payment  of  a  crossed  cheque  for  a  customer  who  has 
no  title,  or  a  defective  title,  thereto,  he  is  protected  against  the  true  owner. 

Gordon's  case,  1903,  laid  down,  among  other  rulings,  that  the  banker 
in  order  to  be  protected  must  not  credit  his  customer  with  the  amount  till 
after  collection.  This  judgment  created  such  an  inconvenient  situation  that 
in  1906  the  Bills  of  Exchange  (Crossed  Cheques)  Act  was  passed  in  order  to 
provide  protection  for  the  banker  although  he  credits  his  customer  before 
collection. 

Protection  is  also  afforded  to  the  banker  by  Section  60  of  the  1882  Act 
where  he  has  paid  a  cheque  or  bill  drawn  on  himself  with  a  forged  endorse- 
ment, but  he  must  act  in  good  faith  and  in  the  ordinary  course  of  business. 
He  is  not  protected  where  the  forged  signature  is  that  of  the  customer, 
neither  is  he  protected  where  he  pays  a  bill  on  a  forged  endorsement  if  the 
bill  is  addressed  to  his  customer. 

4.  Post-dated  Cheques. 

These  may  be  sued  on  at  maturity  ;  they  may  also  be  validly  negotiated 
before  the  due  date. 

5.  Endorsement. 

Cheques  made  payable  to  a  certain  person  "  or  order  "  require  endorse- 
ment, but  those  made  payable  "  to  bearer  "  do  not. 

6.  General. 

It  may  be  noted  that  since  a  Bill  of  Exchange  is  an  unconditional  order, 
the  practice,  current  in  commercial  houses,  of  making  cheques  payable  sub- 
ject to  a  receipt  being  given  on  a  form  at  the  foot  of,  and  part  of,  the 
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cheque  results  in  4he  document  not  being  a  cheque  within  the  meaning  of 
the  Act,  though  it  may  come  within  the  Sections  76  to  82  of  the  Act,  which 
relate  to  crossing  by  virtue  of  the  Inland  Revenue  Act,  1883,  Section  17, 
although  not  becoming  thereby  a  negotiable  instrument. 

A  large  number  of  cheques  drawn  are  never  actually  presented  over  the 
bank  counter,  being  paid  by  their  holders  into  their  own  banks  for  collec- 
tion and  thus  eventually  reaching  the  Clearing  House,  where  they  are 
cancelled  against  each  other  at  the  daily  settlement  of  the  claims  of  the 
various  banks. 

The  endorsements  are  sometimes  too  numerous  for  the  space  on  the  back 
of  the  bill,  in  which  case  they  are  placed  on  an  "  allonge,"  which  is  a  slip 
of  paper  gummed  to  the  bill. 

Bills  of  Exchange. 

1.  Parties. 

The  parties  to  a  Bill  of  Exchange  are  the  drawer,  the  drawer  or  acceptor, 
the  payee  and  the  endorsers,  who  should  all  be  able  to  contract  by  bill. 

Signature  of  a  firm  name  is  equivalent  to  signature  of  all  partners  therein. 
Signature  or  a  trade  or  assumed  name  is  equivalent  to  signature  of  the 
real  name  of  the  party  (or  parties).  An  infant  is  not  liable  on  a  bill,  but 
the  holder  of  a  bill  signed  by  an  infant  may  enforce  it  against  all  other 
parties. 

2.  Obligations. 

The  Acceptor  engages  that  he  will  pay  according  to  the  terms  of  his 
acceptance,  and  he  may  not  deny  to  a  holder  in  due  course  the  existence  and 
capacity  of  the  drawer  or  the  payee,  or  the  genuineness  of  the  drawer's 
signature,  but  he  may  deny  the  genuineness  of  an  endorsement. 

The  Drawer  engages  that  the  bill  on  presentment  shall  be  accepted  and 
paid  and  that  he  will  compensate  the  holder  should  the  bill  be  dishonoured. 
He  may  not  deny  the  existence  and  capacity  of  the  payee. 

The  Endorser  engages  in  the  same  manner  as  the  drawer  the  acceptance 
and  payment  of  the  bill  and  that  he  will  compensate  in  case  of  dishonour. 
He  may  not  deny  the  genuineness  of  the  drawer's  signature,  nor  of  any 
previous  endorsement,  nor  his  own  title  to  the  bill,  nor  its  validity  (to  sub- 
sequent endorsers). 

3.  Acceftance. 

Acceptance  by  the  drawee  of  the  drawer's  order  must  be  written  on  the 
bill  and  signed  by  the  drawee;  signature  alone  is  sufficient  but  no  stipulation 
for  payment  other  than  in  money  is  allowed.  If  an  agent  accepts,  he  must 
show  his  position  or  he  will  personally  be  liable ;  similarly  with  officers  of 
a  company. 

Section  41  of  the  Act  governs  presentation  for  acceptance  as  follows  : — 
{a)  Presentation  to  be  made  at  a  reasonable  hour  on  a  business  day  before 
bill  is  overdue  to  the  drawee  or  his  agent,  [b)  If  there  are  two  or  more 
drawees,  presentation  must  be  made  to  all  unless  one  is  authorised  to  act 
for  all.  (^r)  If  drawee  is  dead  or  bankrupt,  presentation  is  to  be  made  to  his 
personal  representative  or  trustee  respectively.  [d)  Presentation  by  post 
is  legal. 

Acceptance  may  be  qualified  under  Section  iq  of  the  Act  as  follows  :  — 
{a)  Conditional;  [b)  Partial  (e.g.  part  of  sum  only);  {c)  Local  (as  to 
place  where  payable)  ;  [d)  Qualified  as  to  time ;  [e)  Acceptance  by  some, 
not  all,  of  the  drawees. 

4.  Delivery. 

Delivery  of  the  bill  by  the  acceptor  is  necessary  to  complete  acceptance, 
which  may  be  cancelled  in  any  way  before  delivery. 

5.  Acceptance  for  Honour. 

In  case  of  dishonour  by  the  drawee  the  name  of  a  referee,  who  will  pay 
if  needed,  may  be  inserted  by  the  drawer  or  any  endorsers. 
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6.  Protest. 

Should  the  bill  be  dishonoured,  Notation  and  Protestation  is  performed. 
Noting  is  having  a  minute  made  by  a  Notary  on  the  bill  when  dishonoured. 
The  Protest  is  the  Notary's  formal  certificate  of  dishonour.  Noting  contains 
the  date,  charges,  register  number,  and  initials  of  the  Notary  on  the  bill, 
and  on  an  attached  ticket  is  given  the  answer  received  on  presentation  of 
the  bill  by  the  Notary. 

In  the  case  of  Inland  Bills  protest  is  optional  except  where  acceptance  or 
payment  for  honour  is  required;  a  Foreign  Bill,  however,  must  be  pro- 
tested for  non-acceptance  or  non-payment,  otherwise  the  holder  can  have 
no  recourse  to  drawer  and  endorsers!! 

If  there  is  no  Notary,  any  substantial  resident  with  two  witnesses  may 
certify  as  to  dishonour  and  this  will  be  upheld  as  a  protest.  The  protest 
must  be  stamped  and  protested  on  the  day  of  dishonour  at  the  place  where 
such  dishonour  occurred.  Should  the  bill  be  payable  at  an  address  other  than 
that  of  the  drawee,  protest  must  be  made  at  such  address. 

7.  Foreign  Bills. 

These  are  generally  drawn  in  triplicate  to  obviate  inconvenience  in  case 
of  loss  in  transit.  Each  is  expressed  to  be  payable  only  on  condition  that 
the  other  parts  have  not  been  paid,  and  all  three  parts  are  transmitted 
separately. 

If  the  drawee  accepts  more  than  one  part  he  is  liable  to  the  holder  for 
every  such  part.  If  a  holder  endorses  two  or  more  parts  to  different  persons, 
he  is  liable  on  each  as  if  they  were  separate  bills.  When  the  drawee  pays 
the  bill,  he  should  only  do  so  on  delivery  to  him  of  the  accepted  part,  as 
if  he  does  not  do  so  he  may  be  still  liable  on  such  part  even  though  he 
has  paid  up. 

The  words  "  value  received  "  are  generally  found  on  the  bill,  but  these 
are  unnecessary  as  value  is  presumed  till  disproved,  under  Section  3  of 
the  Act. 

8.  Negotiation. 

A  bill  is  negotiated  when  transferred  to  another  person  in  such  a  way 
that  the  transferee  becomes  the  holder  of  the  bill.  If  a  "  bearer  biU,  ' 
negotiation  is  by  delivery;  if  an  "  order  bill,"  it  is  negotiated  by  endors- 
ment  and  delivery,  but  delivery  is  always  necessary  to  complete  the  title 
to  the  bill. 

Endorsement  may  be  blank  or  special.  The  former  specifies  no  endorsee 
and  the  bill  then  becomes  payable  to  bearer.  The  latter  specifies  to  whom 
the  bill  is  payable,  thus  causing  it  to  be  negotiated  only  after  endorsement 
by  such  person.  A  blank  endorsement  may  be  converted  into  a  special 
one  by  the  addition  of  some  person's  name.  A  restrictive  endorsement,  e.g. 
Pay  B.  only,  ends  negotiability,  and  anyone  taking  the  bill  from  B.  takes 
subject  to  any  defences  which  might  be  set  up  against  the  transferor.  If 
an  indorser  signs  sans  recours  he  avoids  all  liability.  A  "  facultative  " 
endorsement  waives  some  duty  of  the  holder  to  the  endorser  and  no  sub- 
sequent holder  need  fulfil  the  duty  waived  by  such  holder,  e.g.  "  notice  of 
dishonour  waived."    A  condition  in  an  endorsement  may  be  disregarded. 

9.  Forgeries. 

In  general  a  forged  or  unauthorised  signature  is  inoperative.  The 
acceptor,  however,  is  estopped  from  denying  the  validity  of  the  drawer's 
signature  as  also  is  an  endorser,  who,  in  addition,  may  not  deny  any 
previous  endorsements.  The  case  of  Bank  of  England  v.  Vagliano  Bros. 
1891,  laid  down  that  where  a  customer  of  a  bank  knew  of  such  forgery 
and  did  not  warn  the  banker,  he  could  not  deny  the  banker's  right  to  debit 
kim  with  the  amount. 
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10.  Presentation  for  Payrtieut. 

This  must  be  made  at  a  reasonable  hour  on  a  business  day  ;  if  not  pre- 
sented, the  drawer  and  endorsers  are  freed.  ])elay  is  excused  in  certain 
cases  by  Section  46  of  the  Act. 

Unless  payable  on  demand  or  sight,  three  days  of  grace  are  allowed  and 
the  bill  is  due  on  the  last  day.  If  the  last  grace  day  is  Sunday,  Christmas 
Day,  Good  Friday,  or  a  public  feast  or  fast,  the  bill  is  due  on  preceding 
day  ;  if  a  Bank  Holiday  other  than  above,  then  on  the  following  day. 

11.  Dishonour . 

Notice  of  this  must  be  given  by  the  holder  to  all  parties  to  the  bill  whom 
he  intends  to  charge.  Circuity  of  action  arises  where  the  bill  comes  twice 
into  the  same  hands ;  in  such  case  the  endorser  has  no  claim  against 
holders  between  his  ist  and  2nd  endorsements,  as  their  rights  against  him 
cancel  his  against  them. 

On  dishonour,  damages  recoverable  are:  (i)  Amount  of  bill;  (2)  Interest 
from  maturity  ;  (3)  Noting  and  Protesting  charges  where  necessary. 

12.  Discharge. 

A  bill  is  discharged  by  (i)  Payment;  (2)  Waiver;  (3)  Cancelling  and 
altering ;  (4)  Discharge  of  surety. 

13.  Promissory  Notes. 

These  do  not  come  under  the  strict  heading  of  this  essay  but  may  be 
mentioned  as  a  form  of  bill.  They  are,  briefly,  unconditional  written 
promises,  to  pay  on  a  given  date  a  certain  sum.  The  provisions  of  the  Act, 
with  few  exceptions,  apply  to  these  notes. 

It  should,  of  course,  be  added  that  all  bills  are  subject  to  a  graduated 
Stamp  Duty  on  their  amount,  which  remark  closes  this  necessarily  short 
outline  of  what  is  really  a  large  subject. 


Bankruptcy  Proceedings  from  the  Petition 
to  Discharge. 

By  Gilbert  Taylor. 

The  following  Essay  was  awarded  the  Prize  in  the  Inter- 
mediate Division  Competition  held  in  October. 

The  Petition. — Proceedings  in  bankruptcy  are  commenced  by  the  presenta- 
tion of  a  petition  asking  that  a  receiving  order  may  be  made  against  the 
debtor.  The  place  of  presentation  is  in  the  High  Court  of  Justice  if  the 
debtor  resides  or  carries  on  business  in  the  London  bankruptcy  district,  if 
he  resides  abroad,  or  if  his  residence  is  not  known ;  or  in  the  County  Court 
within  whose  district  the  debtor  has  resided  or  carried  on  business  during 
the  greater  part  of  the  previous  six  months.  The  petition  may  be  presented 
either  by  the  debtor  or  by  a  creditor,  or  several  creditors  may  join  in  doing 
so.  If  the  debtor  presents  his  own  petition  it  must  state  that  he  is  unable 
to  pay  his  debts,  and  requests  that  a  receiving  order  or  adjudication  order 


The  Accountants*  Journal, 


may  be  made.  The  conditions  which  must  be  fulfilled  in  order  that  a 
creditor  may  petition  are :  — 

(i)  The  debt  due  to  him  (or  to  two  or  more  creditors  if  the  petition  is 
presented  jointly)  must  amount  to  ;^5o. 

{2)  The  debt  must  be  an  ascertained  or  liquidated  sum,  payable  imme- 
diately or  at  a  certain  future  time. 

{3)  The  act  of  bankruptcy  on  which  it  is  grounded  must  have  occurred 
within  three  months  before  the  presentation  of  the  petition. 

(4)  It  must  be  shown  that  the  position  of  the  debtor  is  such  as  to  render 
him  liable  to  the  English  bankruptcy  law. 

(5)  If  the  creditor  is  secured  he  must  state  how  he  intends  to  deal  with  his 
security,  or  give  an  estimate  of  its  value,  and  in  the  latter  case  there 
must  be  a  balance  of  £z^o  owing  to  him  after  deducting  from  his  debt 
the  estimated  value  of  it. 

Whoever  presents  the  petition  must  pay  the  stamp  duty  of  ;^5,  and  make 
the  deposit  required  by  the  bankruptcy  rules,  and  is  also  liable  in  the  first 
instance  for  the  cost  of  the  proceedings  up  to  and  including  the  making  of  the 
receiving  order. 

The  proceedings  which  ensue  on  the  presentation  of  a  petition  by  a  debtor 
is  that  the  Court  will  generally  make  a  Receiving  Order  at  once.  When  the 
petition  is  presented  by  a  creditor,  an  affidavit  must  be  filed  verifying  the 
facts  contained  in  the  petition  ;  a  copy  of  the  petition  must  be  served  on  the 
debtor,  and  then  the  petition  will  be  heard  after  an  interval  of  at  least  eight 
days  from  the  service.  Having  heard  the  petition,  the  Court  will  either 
make  a  Receiving  Order  or  dismiss  the  petition. 

When  a  petition  has  been  presented  either  by  the  debtor  or  a  creditor,  it 
may  not  be  withdrawn  without  leave  of  the  Court. 

The  Receiving  Order. — The  effect  of  the  Receiving  Order  is  to  make  the 
Official  Receiver  the  receiver  of  the  property  of  the  debtor,  and  to  stay  all 
legal  process  against  either  the  debtor  or  his  property  in  respect  of  debts 
provable  in  the  bankruptcy.  This  order  is  notified  by  the  Registrar  of  the 
Court  to  the  Board  of  Trade,  and  he  also  forwards  a  sealed  copy  of  the  same 
to  the  Official  Receiver.  The  Official  Receiver  serves  a  sealed  copy  on  the 
debtor,  sends  notice  to  the  Gazelle,  and  advertises  same  in  a  local  paper. 

The  Slalemenl  of  Affairs. — The  Statement  of  Affairs,  which  contains  full 
particulars  as  to  the  debtor's  assets,  debts,  creditors,  securities  held  by  them, 
&c.,  must  be  lodged  within  three  days  of  the  Receiving  Order  if  made  upon 
the  petition  of  the  debtor,  or  seven  days  if  made  on  a  creditor's  petition. 

Any  person  who  states  in  writing  he  is  a  creditor  of  the  debtor's  estate 
may,  either  personally  or  by  agent,  inspect  the  statement  of  affairs  and  take 
any  copy  or  extract  therefrom. 

The  Official  Receiver  applies  to  the  Court  to  fix  a  day  for  the  public 
examination  as  soon  as  possible  after  the  debtor  has  lodged  his  Statement 
of  Affairs. 

First  Meeling  of  Creditors. — The  first  meeting  of  creditors  must  be  held  as 
soon  as  possible  after  the  Statement  of  Affairs  has  been  drawn  up,  but  not 
later  than  fourteen  days  after  the  date  of  the  Receiving  Order.  All  creditors 
may  be  present  at  this  meeting,  and  all  those  who  have  proved  may  vote  at  it. 
A  quorum  is  constituted  if  three  creditors  are  present,  but  if  the  total  number 
of  the  creditors  does  not  exceed  three,  the  presence  of  all  the  creditors  is 
necessary  to  deal  with  the  matters  ordinarily  submitted  to  the  creditors. 
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The  chief  business  for  consideration  at  this  meeting  will  be  the  Statement 
of  Affairs,  a  summary  of  which,  together  with  ajiy  observations  made  upon 
it  by  the  Official  Receiver,  will  have  been  supplied  previously  to  each  of  the 
creditors,  and  the  determination  whether  a  proposal  for  a  composition  or 
scheme  of  arrangement  (if  any),  shall  be  entertained,  or  whether  it  is  desir- 
able to  have  the  debtor  adjudicated  bankrupt,  and  if  bankruptcy  is  resolved 
upon  the  appointment  of  a  trustee  and  a  committee  of  inspection. 

Public  Examination.— y<!\\en  the  Court  fix  a  day  for  the  examination,  it  is 
the  duty  of  the  Official  Receiver  to  give  notice  to  the  debtor  and  the  creditors, 
and  to  publish  it  in  the  Gazette  and  in  a  local  paper. 

The  examination  is  held  in  open  court,  and  the  evidence  is  taken  on  oath. 
The  debtor  may  be  examined  by  the  Court,  the  Official  Receiver,  the  trustee, 
or  by  any  creditor  who  has  tendered  a  proof,  or  his  representative  author- 
ised in  writing,  and  is  bound  to  answer  all  questions  put  to  him.  Notes  of 
the  examination  are  taken  down  in  writing,  and  afterwards  read  over  to  or 
by  the  debtor,  and  signed  by  him.  These  notes  are  open  to  the  inspection 
of  any  creditor  at  all  reasonable  times. 

The  Court  may  adjourn  the  examination  from  time  to  time,  and  the 
examination  cannot  be  declared  closed  until  after  the  first  meeting  of  the 
creditors. 

Adjudication. — The  effect  of  adjudication  is  to  make  the  debtor  a  bank- 
rupt— and  as  such  subject  to  the  disabilities  of  a  bankrupt — and  to  vest  his 
property  in  a  trustee  for  the  purpose  of  being  divided  among  his  creditors. 

Adjudication  ma}^,  at  the  debtor's  request,  be  at  the  time  of  the  Receiving 
Order,  but  it  usually  ensues  upon  the  first  meeting  of  creditors.  The  follow- 
ing are  grounds  for  adjudication:  — 

1.  An  ordinar}^  resolution  of  the  creditors  in  favour  of  dissolution. 

2.  .If  no  resolution  of  any  kind  has  been  passed. 

3.  If  the  creditors  have  not  met. 

4.  If  a  scheme  has  not  been  accepted  within  fourteen  days  after  the  public 

examination. 

5.  If  the  debtor  has  failed  without  reasonable  cause  to  give  a  proper  account 

of  his  affairs. 

Notice  of  the  adjudication  of  bankruptcy  must  be  given  by  the  Registrar 
to  the  Official  Receiver,  and  to  the  Board  of  Trade,  and  notice  must  also 
be  duly  advertised  in  the  Gazette  and  a  local  paper. 

Discharge. — The  bankrupt  can  apply  for  his  discharge  at  any  time  after 
adjudication,  but  the  application  cannot  be  heard  until  the  public  examina- 
tion is  concluded.  The  discharge  is  the  order  of  the  Court  which  grants  the 
bankrupt  his  release,  and  removes  from  him  the  status  of  bankruptcy. 

The  bankrupt  has  to  bear  the  cost  of  the  application  himself.  The 
Registrar  has  to  give  the  Official  Receiver  and  the  Trustee  twenty-eight  days' 
notice  of  the  time  and  place  fixed  for  the  hearing.  The  Board  of  Trade  have 
to  be  notified  for  gazetting  purposes,  and  fourteen  days'  notice  of  the  hear- 
ing has  also  to  be  given  to  all  the  creditors  who  have  proved  in  the  bank- 
ruptcy. The  Official  Receiver  has  to  file  a  report  on  the  debtor's  conduct  and 
affairs  not  less  than  seven  days  before  the  hearing. 

The  hearing  is  held  in  open  court,  and  the  application  for  discharge  may 
be  opposed  by  any  creditor,  or  by  the  trustee,  or  by  the  Official  Receiver. 
In  considering  the  application,  the  Court  will  take  into  account  the  whole  of 
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the  facts  laid  before  it,  and  especially  the  report  of  the  Official  Receiver 
which  is  read,  and  the  debtor  must  give  notice  if  he  intends  to  dispute  any 
statement  contained  in  it.  It  then  either  refuses  or  grants  a  discharge.  If 
a  discharge  is  granted,  it  may  be  either  unconditional,  conditional,  suspen- 
sive, or  conditional  and  suspensive.  An  unconditional  discharge  is  an  abso- 
lute and  immediate  discharge,  and  is  only  granted  where  the  bankrupt 
would  be  entitled  to  a  certificate  of  misfortune.  A  conditional  order  has  the 
same  effect,  but  subject  to  conditions  binding  his  after-acquired  property.  A 
suspensive  order  stays  the  operation  of  the  discharge  till  the  expiration  of 
a  certain  time.  A  conditional  and  suspensive  discharge  combines  the  effect 
of  the  two.  An  order  containing  any  conditions  cannot  be  made  without 
the  consent  of  the  bankrupt,  and  if  he  does  not  consent  within  one  month, 
the  Court  may,  on  the  application  of  the  Official  Receiver  or  Trustee,  revoke 
the  discharge  or  make  such  other  order  as  it  thinks  fit. 

The  effect  of  the  discharge  is  to  free  the  debtor  from  all  debts  provable  in 
the  bankruptcy  with  the  following  exceptions:  — 

1.  Debts  due  to  the  Crown. 

2.  Debts  incurred  through  fraud,  or  through  a  fraudulent  breach  of  trust. 

3.  Damages  for  seduction,  in  an  affiliation  case,  or  against  a  co-respondent 

in  a  divorce  suit,  except  so  far  as  the  Court  directs. 

The  discharge  may  be  revoked  if  the  debtor  fails  to  give  all  necessary 
aid  to  the  Trustee  in  realising  the  estate,  or  if  he  fails  to  comply  with  any 
conditions  attached  to  the  discharge,  such  as  failing  to  file  with  the  Official 
Receiver  an  annual  statement  of  income,  &c. 
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Municipal    Finance. — II. 

By  J.  H.  McCall.  F.S.A.A. 

The  following  article  is  devoted  to  an  examination  of 
the  financial  problems  which  arise  from  the  fact  that  the 
incomes  of  the  General  District  Fund  and  the  Borough 
Fund  are  derived  in  different  ways. 

Expenditure  out  of  Rates. 

A  local  authority  is  handicapped  at  the  very  outset  owing  to  its 
inability  to  provide  what  may  be  called  Working  Capital  for  ordinary 
purposes.  It  has,  in  consequence,  to  go  to  its  bankers  for  financial 
help,  and  if  we  examine  the  incidence  of  ordinary  expenditure,  we  will 
find  that  this  must  necessarily  be  so. 

The  general  and  normal  expenditure  of  a  borough  is  chargeable  either 
to  the  General  District  Fund  or  the  Borough  Fund.  The  income  of  these 
funds  is  derived  in  different  ways.  It  will  be,  therefore,  necessary  to 
examine  the  financial  problems  involved  in  each  separately. 

General  District  Fund. 

The  expenditure  chargeable  to  this  fund  is  in  respect  of  the  ordinary 
services  rendered  by  a  local  authority,  such  as  highways  repairs  and 
upkeep,  street  lighting,  scavenging  and  dust  collection,  and  general 
public  health  administration.  Before  the  commencement  of  the  finan- 
cial year  (which  ends  on  the  31st  March  in  the  case  of  local  authorities), 
a  detailed  estimate  of  the  probable  expenditure  for  the  year  must  be 
prepared.  It  is  on  the  basis  of  this  estimate  that  the  amount  of  the 
General  District  Rate — the  principal  source  of  income  out  of  which  the 
expenditure  is  defrayed — is  made.  The  rate  to  be  levied  is  in  respect  of 
prospective  expenditure,  and  may  also  include  expenditure  which  has 
been  incurred  six  months  retrospectively,  and  there  does  not  appear  to  be 
any  provision  for  the  inclusion  in  the  estimates  of  sums  required  as 
working  balances.  The  rate  is  made  in  respect  of  a  half-year  or  a  year, 
but  in  the  latter  case  it  is  generally  made  collectable  in  half-yearly 
instalments. 

Most  of  the  payments  anticipated,  such  as  on  account  of  wages  and 
materials,  may  be  spread  fairly  evenly  over  the  period,  and  it  would  not 
be  very  difficult  to  draw  a  diagram  showing  the  progress  of  such  expen- 
diture month  by  month.    On  the  other  hand,  the  income  from  the 
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rates,  out  of  which  this  expenditure  is  to  be  defrayed,  cannot  possibly 
be  collected  in  a  manner  which  would  meet  the  monthly  requirements  as 
they  arose.  There  are  various  things  which  must  be  done  prior  to  the 
actual  collection  of  the  rates,  and  it  will  be  found  that  generally  the 
first  demand  notes  are  delivered  during  the  first  two  months  of  the 
period.  The  collection  takes  place  during  the  third,  fourth,  and  fifth 
months.  The  result  of  this  is  the  creation  of  the  first  financial  problem 
of  a  local  authority — that  of  making  arrangements  for  being  placed  in 
funds  during  the  first  two  months  of  each  half-year.  The  only  prac- 
tical method  which  can  be  adopted  is  that  of  making  arrangements  with 
the  bankers  for  the  necessary  overdraft  during  the  recurring  periods 
before  the  rate  is  collected.  This  is  a  fairly  simple  illustration  of  how 
financial  problems  arise,  and  if  it  stopped  at  that  there  would  not  be 
very  much  to  discuss.  There  are,  however,  many  other  factors  to  be 
considered  in  conjunction  with  it,  but.  it  is  sufficient  to  point  out  that 
from  the  very  outset  all  local  authorities  seem  bound  to  place  themselves 
in  that  relationship  with  their  bankers,  which  may  possibly  handicap 
them  at  every  stage. 

Borough  Fund. 

The  expenditure  chargeable  to  this  fund  is  in  respect  of  such  services 
as  the  administration  of  justice,  and  certain  other  expenses  incidental  to 
a  local  authority  acting  as  a  municipal  corporation.  The  expenditure, 
like  that  chargeable  to  the  General  District  Fund,  is  also  spread  fairly 
evenly  over  the  half-year.  An  estimate  of  the  half-yearly  or  annual 
requirements  is  prepared  in  exactly  the  same  manner,  but  instead  of  a 
rate  being  levied,  a  precept  is  made  upon  the  Overseers,  who  have  to 
include  it  in  their  estimates  upon  which  the  Poor  Rate  is  based. 

It  is  the  general  practice  to  stipulate  in  the  schedule  of  the  precept  the 
dates  on  which  the  instalments  must  be  paid,  but  it  will  be  evident  that 
the  Overseers  are  not  in  a  position  to  pay  any  instalments  until  they 
have  collected  the  Poor  Rate.  In  all  cases  where  the  rate  collection  is 
consolidated,  the  Poor  Rate  is  demanded  and  collected  with  the  General 
District  Rate,  so  that  the  incidence  of  collection  are  the  same.  As,  how- 
ever, the  Poor  Rate,  taken  in  conjunction  with  the  General  District 
Rate,  creates  a  further  financial  problem,  it  will  be  as  well  to  consider 
it  in  detail. 

Poor  Rate. 

The  Poor  Rate  is  levied  on  the  inhabitants  by  the  Overseers,  who  act 
in  the  capacity  of  collecting  agents  for  a  number  of  authorities.  The 
estimate  of  expenditure  upon  v/hich  the  rate  is  based  is  made  up  of  pre- 
cepts from  such  authorities,  together  with  certain  administrative  expendi- 
ture, as  follows  : — 

(a)  Borough  Fund  expenditure,  including  Education. 

(b)  Expenses  of  the  Guardians  of  the  Union. 

(c)  Police  expenditure  in  the  Metropolitan  area. 

(d)  County  Fund  expenditure,  including  Education. 

(e)  Collection  and  other  expenses  of  the  Overseers. 

Tt  is  the  practice  of  the  Receiver  of  the  Metropolitan  Police  to  demand 
payment  for  his  requirements  in  one  lump  sum  in  each  half-year  on  a 
specified  date,  and  this  creates  a  considerable  difficulty  in  considering  the 
proportionate  allocation  of  the  rate  as  and  when  it  is  collected.  The 
Guardians  specify  the  instalments  which  they  require  to  be  made  on 
certain  dates  during  the  half-year.    It  is  curious  to  notice  that  generally 
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the  first  instalment  is  due  on  a  date  when  no  portion  of  the  rate  could 
possibly  be  collected.  Now  both  the  Guardians  and  the  Overseers  are 
very  much  alarmed  at  the  thought  of  creating  an  overdraft  at  the  bank. 
Their  accounts  are  both  subject  to  audit  by  the  District  Auditor  of  the 
Ministry  of  Health,  and  they  have  no  doubt  been  educated  by  this 
gentleman  to  know  that  no  statutory  provision  allows  them  to  borrow 
money  from  a  bank.  It  should,  perhaps,  be  pointed  out  that  there  is  no 
objection  to  such  borrowing,  provided  that  no  interest  is  charged,  a 
contingency  which  is  not  likely  to  arise.  The  interest  is  regarded  as 
illegal  expenditure.  An  overdraft,  then,  so  long  as  banks  will  charge 
interest,  is  a  calamity  to  be  avoided. 

So  we  find  the  Guardians  making  urgent  demands  upon  the  Over- 
seers to  put  them  in  funds,  but  as  the  Overseers  have  the  same  reluct- 
ance as  to  creating  an  overdraft,  the  result  is  a  financial  relationship 
between  the  Borough,  the  Overseers,  and  the  Guardians,  which  may  be 
described  as  truly  Gilbertian.  If  the  Overseers  try  to  oblige  the  Guar- 
dians, then  other  precepting  authorities  must  wait  for  their  money.  The 
remedy  for  this  curious  state  may  be  found  in  the  abolition  of  the  Over- 
seers as  collectors  of  the  rate,  and  the  transfer  of  the  duties  of  the 
Guardians  to  those  authorities  who  have  to  levy  the  rate  upon  the 
ratepayers.  We  might  quote  another  instance  to  illustrate  this  curious 
method  of  financing  in  a  circle.  The  County  Borough  appoints  a  Visit- 
ing Committee  to  control  the  Mental  Hospital  for  the  borough.  The 
majority  of  the  patients  are  chargeable  to  the  Guardians  as  pauper 
cases.  Arising  out  of  this,  the  Corporation  have  to  finance  the  institu- 
tion, and  send  their  bill  in  to  the  Guardians  at  the  end  of  the  quarter. 
The  Guardians,  in  their  turn,  must  get  their  money  from  the  Overseers 
to  pay  the  Corporation,  and  the  money,  out  of  which  the  bill  is  paid,  is 
being  collected  by  the  Corporation  for  the  Overseers.  This  state  of 
things  might  be  remedied  in  the  same  way.  As,  however,  the  object  of 
the  writer  is  not  to  criticise,  it  is  sufficient  at  this  stage  to  point  out  that 
if  the  finance  of  a  local  authority  is  to  be  handled  scientifically,  due 
regard  must  be  taken  of  the  state  of  things  as  they  exist  at  the  moment. 

Excess  Expenditure. 

Even  if  the  finances  of  a  local  authority  could  be  arranged  to  meet 
current  expenditure  which  has  been  foreshadowed  in  the  estimates,  this 
would,  in  its  turn,  be  upset  by  the  fact  that  in  these  days  the  estimated 
expenditure  is  generally  exceeded.  There  are,  of  course,  reasons  why 
this  should  be  so.  It  is  very  difficult  to  foretell  the  fluctuation  in  prices  of 
materials  :  nor  has  it  been  possible  to  estimate  wages,  owing  to  the  con- 
stant awards  given  by  the  Industrial  Councils.  The  difficulties 
arising  out  of  the  foregoing  are  increased  by  reason  of  new  schemes 
involving  expenditure  being  inaugurated  after  the  rate  is  made,  without 
regard  to  the  fact  that  no  provision  has  been  made  for  financing  it.  As 
a  consequence,  there  is  bound  to  be  at  the  end  of  the  year  an  adverse 
balance  representing  excess  expenditure  for  which  no  rate  has  been 
made.  Quite  apart  from  the  fact  that  this  creates  a  deficiency  to  be 
included  in  the  next  rate,  it  places  the  bank  account  in  a  worse  position 
than  had  been  anticipated.  It  is  just  here  that  the  financial  officer 
must  use  his  influence  on  the  side  of  economy.  The  commitments  of 
each  committee  are  made  without  due  regard  to  the  general  commit- 
ments of  the  Corporation,  and  very  often  the  Finance  Committee  can  do 
nothing  more  than  protest. 
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Recoverable  Expenditure. 

The  Corporation  is  required  to  finance  various  schemes,  the  cost  of 
which  is  proportionately  borne  by  the  Government.  It  used  to  be  the 
practice  for  the  Government  to  pay  in  the  current  year  50  per  cent,  of  the 
expenditure  of  the  previous  year  on  various  services.  This  has  now 
been  altered  to  paying  40  per  cent,  of  the  estimated  expenditure  during 
the  current  year,  with  the  balance  up  to  50  per  cent,  of  the  actual 
expenditure  to  be  paid  after  the  close  of  the  year.  This  is  a  very  serious 
proposition  in  respect  of  Education  Grants,  the  effect  being  to  perman- 
ently create  an  overdraft.  While  these  other  services  may  seem  small 
in  importance,  it  will  be  seen  that  they  have  an  important  bearing  in 
their  general  effect  upon  the  finances  of  the  Corporation. 

Expenditure  of  Trading  Undertakings. 

The  regular  spread  of  expenditure  on  account  of  the  trading  under- 
takings is  much  on  the  same  lines  as  that  of  the  Rate  Accounts.  There 
are  slight  variations,  however,  in  the  flow  of  income  arising  from  each, 
which  must  be  taken  into  account  in  relation  to  finance.  The  electricity 
consumers'  accounts,  for  instance,  are  generally  rendered  quarterly,  so 
that  the  position  created  is  the  necessity  of  providing  Working  Capital, 
which,  roughly  speaking,  may  be  measured  by  three  months'  expendi- 
ture. The  same  will  apply  to  a  gas  undertaking.  Water  charges 
are  generally  fixed  on  the  basis  of  assessment,  so  that  they  can  be,  and 
generally  are,  collected  with  the  rates.  There  are,  however,  a  number 
of  consumers  who  are  charged  by  meter,  the  accounts  being  collected 
quarterly.  In  the  case  of  the  tramway  undertaking,  the  income  derived 
from  fares  is,  of  course,  collected  daily  and  paid  into  the  bank,  so  that 
it  is  the  only  undertaking  which  does  not  require  to  be  financed  out 
of  borrowed  money  at  any  period. 

It  will  be  seen  that  if  all  the  financial  problems  outlined  above  are 
attempted  to  be  amalgamated  into  one  comprehensive  financial  scheme, 
the  result  will  be  somewhat  complex  and  puzzling.  There  are  various 
expedients  practised,  which  we  may  discuss  at  a  later  stage,  but  before 
doing  so  it  will  be  necessary  to  introduce  a  far  more  important  factor 
than  any  of  those  mentioned — that  of  financing  capital  expenditure.  I 
will  discuss  this  in  my  next  article,  and  mention  may  be  made  here  that 
capital  expenditure  has  a  direct  relationship  to  expenditure  out  of  rates, 
inasmuch  as  the  charges  for  interest  and  loan  repayments  fall  upon  the 
ratepayers.  These  charges  can,  when  ascertained,  be  correctly  included 
in  the  estimates,  but  it  is  very  difficult  to  estimate  for  loan  charges  on 
account  of  capital  expenditure  which  may  be  initiated  after  the  rate  is 
made. 
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By  Andrew  Binnie,  F.C.A.,  C.A. 

The  ninth  instalment  of  Mr,  Binnie^s  articles  contains 
further  sound  advice  as  to  the  checks  Auditors  should  employ j 
particularly  as  regards  the  verification  of  securities  and 
documents  of  title. 

Salaries. — Procure  list  of  staff,  giving  full  details  certified  by  a 
responsible  official,  and  compare  same  with  payments  made. 

Agreement  of  Cash  Book  and  Bank  Pass  Book  Balances. — One 
side  of  the  Cash  Book  should  be  ticked  off  item  by  item  with  the  corre- 
sponding side  of  the  Bank  Pass  Book  for  the  whole  of  the  year  or 
period  under  audit.  It  is  preferable  that  the  payments  side  be  checked, 
for  a  comparison  of  the  names  in  the  tw^o  books  is  useful,  and  as  already 
mentioned,  has  been  known  to  lead  to  the  detection  of  irregularities, 
where  the  name  in  the  Cash  Book  does  not  correspond  with  the  name 
on  the  cheque.  Moreover,  the  cheques  not  cleared  through  the  bank  at 
the  end  of  the  year  can  be  readily  distinguished  owing  to  the  fact  that  the 
pa3^ments  are  not  ticked.  The  additions  of  both  sides  of  the  Cash  Book 
should  be  checked,  and  a  reconciliation  statement  with  the  balance  in 
the  Bank  Book  made  in  the  following  form  : — 

Balance  per  Bank  Pass  Book  at  31st  December  1920  11,050 
Add  Paid  in  as  per  Cash  Book,  but  not  credited  by  Bank 

at  date   200 


11,250 

Deduct  Cheques  not  cleared  at  date  as  per  list    150 


Balance  as  per   Cash   Book,    Fo.  102   1,100 


As  an  additional  precaution,  the  bankers  should  be  asked  to  certify  to 
the  balance  as  shown  by  their  books  at  the  close  of  the  3'ear,  for  it  is 
always  possible  for  the  Bank  Pass  Book  to  be  tampered  with  before  pro- 
duction to  the  auditor,  or  even  for  a  spurious  book  to  be  produced. 
Where  branches  pay  in  locally  for  the  credit  of  Head  Office  Banking 
'Account,  care  should  be  exercised  to  see  that  the  branch  payments  are 
not  in  arrear,  or  being  used  to  cover  up  any  discrepancies  in  paying  in  at 
the  Head  Office.  For  this  purpose  the  branch  returns  may  be  scrutinised 
and  the  date  of  paying  in  moneys  compared  with  the  date  on  which  they 
appear  in  the  Pass  Book. 

Where  the  Receipts  side  of  the  Cash  Book  is  not  compared  in  detail 
with  the  Bank  Book,  the  amounts  paid  in  should  be  tested  here  and 
there,  so  as  to  see  that  they  are  being  paid  in  promptly.  (See  also  under 
**  Bank  and  Cash  Balances,"  August  issue.) 

Checking  Cash  in  Hand. — Where,  as  is  usual,  all  moneys  received  are 
paid  into  the  bank,  and  all  payments  other  than  Petty  Cash  payments 
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made  by  cheque,  the  only  cash  balances  in  most  classes  of  business  con- 
sist of  the  Petty  Cash  Balances  and  in  some  cases  various  "  floats." 
Unless  trivial  in  amount  the  cash  should  be  counted  on  the  last  day  of 
the  year.  If  counted  later,  both  the  Cash  Book  and  the  Petty  Cash 
Book  should  be  written  up  to  date,  and  the  Cash  Book  compared  with 
the  Bank  Book,  and  the  respective  balances  agreed  at  the  point  at  which 
the  counting  takes  place.  A  more  convenient  practice  is  that  the  Petty 
Cash  balance  and  the  "  floats  "  be  paid  into  the  bank  on  the  last  day  of 
the  year,  and  a  cheque  drawn  to  re-open  the  Petty  Cash  Account  and 
re-establish  the  "  floats."  This  avoids  the  counting  of  the  money.  If 
the  Petty  Cash  balance  or  floats  are  increasing  from  year  to  year,  satis- 
factory explanations  should  be  obtained.  Unless  the  cash  is  checked 
from  time  to  time,  as  it  should  be,  by  the  management,  it  is  obviously 
better  if  considered  as  a  matter  of  substituted  control,  that  the  checking 
by  the  auditor  should  take  place  at  irregular  intervals.  If  the  cash  is 
only  counted  once  a  year  at  a  fixed  time,  it  may  be  borrowed  for  the 
occasion,  as  in  the  case  of  a  certain  toll-keeper  in  the  old  days,  who,  it 
is  said,  borrowed  the  amount  of  his  "  float  "  regularly  once  a  year  from 
a  neighbouring  publican,  and  so  was  able  to  produce  it  to  the  auditor. 
His  methods  onl\  came  to  light  when  the  publican  inconveniently  died 
the  day  before  the  audit.  (See  also  "  Bank  and  Cash  Balances,"  August 
issue.) 

Deposits  at  Bank. — Deposit  receipts  should  be  produced,  or  a  certificate 
from  the  bank,  stating  the  amount  on  deposit  at  the  date  of  the  Balance 
Sheet.  The  interest  received  on  the  deposit  should  be  traced  in  the  Cash 
Book. 

The  Journal. — The  Journal  in  its  original  form,  in  which  the  funda- 
mental principle  of  double-entry,  that  every  debit  must  have  a  credit,  was 
clearly  brought  out,  is  not  now  in  general  use  in  England,  and,  as  a  rule, 
is  only  used  for  adjusting  entries,  transfers,  and  closing  entries,  and  not 
always  even  for  those  purposes,  direct  entries  in  the  Ledger  being  made 
instead  by  some  accountants.  The  Journal  entries  should  be  carefully 
scrutinised,  and,  where  necessary,  should  be  vouched  by  the  production 
of  invoices,  agreements,  correspondence,  minutes,  or  other  records.  In 
almost  all  continental  countries  the  use  of  the  Journal  is  compulsory,  and 
no  entry  may  be  made  until  each  folio  has  been  numbered  and  signed 
by  a  Judge  of  the  Tribunal  of  Commerce,  or  by  a  Magistrate  in  the 
domicile  of  the  trader.  On  the  last  page  of  the  Journal  a  certificate  is 
inserted  certifying  the  number  of  folios  making  up  the  book.  To  this 
certificate  the  Judge  or  Magistrate  must  append  the  date  and  his  signa- 
ture.   The  form  of  the  certificate,  as  translated,  is  as  follows  : — 

This  book  of  40  pages  of  the  Company  A. B.C.,  has  been 
controlled  by  the  undersigned. 

 (date). 

A  Judge  of  the  Court. 

 Signature." 

These  formalities  do  not  imply  that  the  contents  of  the  Journal  are 
correct,  but  are  only  intended  to  avoid  substitution  of  books  in  the  case 
of  legal  proceedings  or  bankruptcy.    A  complete  and  well-kept  Journal 
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in  the  continental  form  sets  out  the  transactions  of  the  business 
summarised  in  a  convenient  form,  and  from  this  point  of  view  is 
extremely  useful  to  the  auditor,  especially  as  it  is  in  common  form  in 
continental  countries,  and  can,  therefore,  be  readily  followed  in  each 
country  with  the  assistance,  when  necessary,  of  a  linguist.  The  details 
are  usually  found  in  subsidiary  books  kept  on  the  columnar  principle, 
which  are  but  Journals  in  a  more  convenient  form,  in  which  there  is 
still  a  debit  for  every  credit,  though  much  writing,  posting,  and  check- 
ing are  avoided  by  posting  totals.    (See  also  Continental  Audits.) 

Inspection  of  Securities  and  Documents  of  Title. — This  part  of  the 
auditor's  duties  arises  mainly  in  the  case  of  Banks,  Insurance 
Companies,  Discount  Houses,  Trust  Companies,  Trust  Estates,  and 
such-like.  The  inspection  should  take  place,  if  possible,  immediately 
after  the  close  of  the  financial  year,  otherwise  all  variations  subsequent 
to  the  close  of  the  year  have  to  be  traced  through  the  books  up  to  the 
actual  date  of  inspection.  The  whole  of  each  class  of  securities  should 
be  produced  for  inspection  at  the  same  time,  so  as  to  avoid  any  risk  of 
substitution.  In  important  matters  it  is  preferable  that  the  auditor  be 
given  sole  control  of  the  strong  rooms  and  safes  while  his  inspection  is 
in  progress,  and  during  any  temporary  interruption  of  the  work  the 
strong  rooms  and  safes  should  be  sealed  up.  Sometimes  joint  control 
is  arranged  by  the  client  and  the  auditor,  in  which  case  each  will  affix 
his  own  seal.  The  auditor  should  be  furnished  with  a  list  of  the  securi- 
ties and  documents  to  be  inspected,  and  the  list,  it  may  be  added,  should 
be  checked  off  by  him  with  the  books  as  well  as  with  the  securities  and 
documents  themselves. 

Production  may  be  conveniently  made  in  the  following  order,  by  which 
the  documents  likely  to  be  parted  with  quickly  in  the  course  of  business 
are  taken  first ;  next,  those  in  respect  of  which  time  may  elapse  before 
the  necessary  certificates  can  be  secured,  and  finally  those  which  relate 
to  matters  of  a  more  permanent  character  : — 

Bills  of  Exchange  and  Promissory  Notes. 
Trade  Documents. 
Temporary  Investments. 
Stocks  and  Shares. 
Debentures,  Bonds,  &'c. 

Life  Assurance  Policies,  Life  Interests  and  Reversions. 

Loans  to  Public  Bodies. 

Patents  and  Trade  Marks. 

Title  Deeds,  including  Mortgages.  Leases,  &c. 

Bills  of  Exchange  and  Promissory  Notes. — In  the  case  of  Bankers  and 
Discount  Houses,  the  Bills  should  be  examined  at  the  close  of  business 
on  the  last  day  of  the  year  and  agreed  with  the  Bill  Books,  and  agreed  in 
total  with  the  Ledger  balance.  Bills  held  as  security  for  advances 
(usually  kept  in  separate  receptacles),  should  be  examined  in  the  same 
way.  Bills  remitted  for  collection  should  be  traced  and  agreed.  In 
ordinary  business  houses,  Bills  Receivable  have  usually  been  discounted. 
Any  on  hand  should  be  compared  with  the  Bills  Receivable  Book,  and 
the  total  agreed  with  the  balance  of  the  Bills  Receivable  Account  in  the 
Ledger. 
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Trade  Documents. — For  goods  in  transit,  Bills  of  Lading,  Marine 
Insurance  Policies  and  Invoices  relating  to  the  goods  should  be  pro- 
duced. For  goods  warehoused,  Invoices,  Warrants  to  Order,  and  Fire 
Insurance  Policies  should  be  exhibited. 

Temporary  Investments. — Temporary  investments  are  generally  made 
on  account  of  money  at  short  notice,  or  of  moneys  held  over  until  a  suit- 
able permanent  investment  is  found.  The  temporary  investments  are 
mainly  either  :  (i)  Money  on  deposit  at  interest  with  the  bank  or  with  a 
Discount  Company  or  Financial  House,  for  which  a  deposit  receipt 
should  be  available,  or  a  certificate  from  the  house  with  which  the  money 
is  deposited;  (2)  Loans  to  Stockbrokers  or  others  on  security.  It  is  con- 
venient that  they  be  securities  capable  of  transfer  by  delivery,  such  as 
Bonds  or  Stocks  to  Bearer,  but  they  may  be  certificates  with  signed 
transfers.  The  documents  should  be  produced,  also  a  memorandum  of 
deposit  or  an  account  setting  out  the  advances. 

Stocks  and  Shares. — Stocks  are  either  Registered  or  Inscribed,  or  to 
Bearer. 

Registered. — The  Share  Certificates  should  be  examined,  attention 
being  paid  to  the  following  points  : — 

That  the  certificate  bears  the  usual  note  that  a  transfer  will  not  be 
accepted  by  the  company  unless  it  is  produced. 

That  the  certificate  is  filled  up  in  the  name  of  the  person  to  whom 
the  stocks  or  shares  purport  to  belong. 

Whether  the  shares  are  fully  paid,  and  if  they  are  not  fully  paid,  the 
amount  paid  up,  including  payments  in  respect  of  calls,  which  are 
usually  indorsed  on  the  back  of  the  certificate. 

As  regards  new  issues,  where  the  certificates  have  not  been  issued, 
what  is  known  as  the  "  Scrip,"  that  is  to  say,  the  Allotment  Letter, 
together  with  the  bankers'  receipts  for  moneys  paid  on  application  and 
allotment  and  for  calls  paid,  should  be  available,  for  the  Share  Certifi- 
cate is  only  supposed  to  be  given  up  in  exchange  for  the  "  Scrip,"  or  if 
it  be  lost,  for  a  letter  of  indemnity.  W'here  part  of  the  shares  have  been 
sold  there  should  be  produced  :  A  "  Balance  Receipt,"  or  a  Certified 
Transfer  (where  the  shares  have  been  purchased,  and  the  transfer  has 
not  been  sent  in  for  registration),  or  a  Transfer  Receipt  (which  is  given 
in  exchange  for  the  Certified  Transfer  pending  the  making  out  of  the 
certificate).    A  Certified  Transfer  bears  a  certificate  as  follows  : — 

Certified  at  the    Company's  Ofiice. 

Date  Secretary. 

This  implies  that  the  Share  Certificate  has  been  deposited  at  the 
Company's  Offices. 

Inscribed. — Inscribed  Stocks  include  Consols,  various  Government  and 
Municipal  Stocks  (inscribed  at  the  Bank  of  England,  the  Crown  Agents 
for  the  Colonies,  or  some  of  the  principal  Joint  Stock  or  Private  Banks). 
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They  are  inscribed  in  the  names  of  the  holders  in  Registers  kept  by  the 
Inscribing  Houses,  and  a  transfer  can  only  be  made  by  the  signature  in 
the  registers  of  the  holders  attending  personally,  or  by  their  attorneys. 
No  certificates  are  issued,  but  a  memorandum  is  issued  to  the  holders 
setting  out  that  the  Stocks  have  been  inscribed  in  certain  names.  This 
document  is  often  retained  by  the  holders  of  the  Stock,  and  produced 
under  the  impression  that  it  is  a  document  of  value,  and  is  sometimes 
accepted  as  such  by  inexperienced  auditors.  It  is  of  no  value  whatsoever 
as  a  voucher,  and  should  be  disregarded.  In  the  verification  of  Inscribed 
Stocks  the  first  step  is  to  fill  up  and  hand  to  the  Inscribing  Banks  or 
Houses  one  of  the  official  forms  supplied  by  them  on  application  for  the 
purpose.  The  form  sets  out  that  on  a  certain  date  (filled  in  by  the 
auditor)  the  Stocks  described  on  the  form  stood  in  the  names  of  the 
holders.  It  also  contains  a  request  to  certify,  v^hich  must  be  signed  by 
at  least  one  of  the  Stockholders,  and  after  it  has  been  certified  the  form  is 
sent  direct  to  the  auditor  by  the  Inscribing  House.  The  verification  is 
made  at  each  audit,  a  separate  form  being  obtained  and  sent  in  each  year. 
Where  no  official  forms  are  issued,  a  letter  is  sent  by  the  auditor  to  the 
Inscribing  House,  together  ysi'ith  an  authority  by  the  Stock  Holders 
authorising  the  giving  of  the  information. 

Bearer  Shares. — These  should  be  produced.  In  exceptional  cases, 
mainly  foreign  securities,  the  transfer  of  the  shares  and  the  title  to  them 
takes  the  form  of  an  indorsement  on  the  back  of  the  certificate. 

Not  infrequently.  Securities  are  in  the  hands  of  a  banker,  in  which 
case  a  certificate  from  the  banker  is  sufficient.  In  addition  to  examining 
the  Certificates,  the  auditor  may  also  inspect  the  Company's  Register, 
and  see  that  the  entry  on  the  Register  and  the  Share  Certificates  tally, 
but  this  is  not  often  done. 


Prize  Essay  Competition. 

The  subjects  of  the  Xovember  competitions  were  evidently  not  popular, 
as  there  were  no  entries  in  the  Final  Division  and  only  one  in  the  Inter- 
medi'ate  Division.  This  is  unfortunate  for  "  System,"  who  sent  in  an 
excellent  and  well-thought-out  essay  on  "  The  Best  System  of  Internal 
Check,"  and  we  are  awarding  him  a  consolation  prize  of  los.  6d. 

For  the  January  competition  the  subjects  are  : — 

Final  Division. — The  best  series  of  Diagrams  illustrating  freely  any  fro 
forma  set  of  accounts. 

Intermediate  Division. — The  best  Diagram  illustrating  the  chronological 
order  of  events  in  a  Voluntary  Winding-up. 

We  hope  that  there  will  be  many  more  entries  next  time. 


The  Fundamentals  of  Accountancy— IX. 


By  Lawrence  R.  Dicksee,  M.Com.,  FX. A. 

(Sir  Ernest  Cassel  Professor  of  Accountancy  and  Business  Methods  in 
the  University  of  London). 

Venture "  and  Trading  Accounts,  the  Valuation  of 
Stock  and  Departmental  Trading  Accounts,  are  dealt  zvith 
in  Professor  Dicksee' s  article  this  month. 

XXXVIII.— "Venture"  Accounts. 

A  very  little  explanation  will  suffice  to  show  how  Venture  or  Con- 
signment Accounts,  as  usually  kept,  conform  with  the  rules  already  laid 
down  as  fundamental  to  scientific  accounting.  Occasionally — although 
less  frequently  now  than  in  bygone  days — a  merchant  has  occasion  to 
keep  records  of  "  adventures  "  undertaken  by  himself  alone,  by  himself 
jointly  with  other  parties,  or  possibly  entirely  at  the  risk  of  others.  The 
Venture  Account  (which  must,  of  course,  be  headed  sufficiently 
explicitly  to  identify  the  precise  venture)  in  every  case  stands  for  those 
who  are  actually  concerned  in  the  matter.  It  is,  therefore,  properly 
charged  with  all  outlays  incurred  in  connection  with  the  venture,  the 
accounts  to  be  credited  in  each  case  being  the  accounts  of  the  parties 
actually  making  the  outlay.  Similarly,  the  Venture  Account  is  credited 
with  the  proceeds  of  the  venture,  and  the  corresponding  debits  are  to 
the  accounts  of  those  receiving  the  proceeds.  When  the  \enture  comes 
to  an  end,  the  balance  of  the  Venture  Account  represents  a  profit  or  loss 
connectetl  with  the  matter,  according  to  whether  the  balance  is  a  credit 
or  a  debit  balance.  This  balance  must  then  be  transferred  to  the 
account,  or  accounts,  of  the  parties  entitled  to  the  profits  or  liable  in 
respect  of  the  losses,  as  the  case  may  be.  If  the  venture  has  been  under- 
taken at  the  risk  of  the  business  in  whose  books  the  account  is  kept,  the 
balance  is  naturally  transferred  to  Profit  and  Loss  Account;  but,  if  such 
ventures  are  of  frequent  occurrence,  it  will  probably  be  found  conveni- 
ent to  introduce  an  intermediate  Nominal  Account,  "  Profits  and  Losses 
on  Ventures,  Consignments,  &c.,"  for  the  purpose  of  collecting  the 
results  of  the  various  ventures  into  a  single  total,  thereafter  to  be  trans- 
ferred to  Profit  and  Loss  Account.  In  the  case  of  joint  ventures,  the 
balance,  whether  profit  or  loss,  has  naturally  to  be  divided  among  the 
various  parties  to  the  venture  in  the  proportions  which  they  have  agreed 
to  bear  such  profits  or  losses,  and,  failing  express  agreement  to  the  con- 
trary, equally. 

If  it  be  desired  to  balance  the  books  of  the  undertaking  before  the 
venture  is  complete,  and  before  any  news  has  been  received  as  to  the 
disposal  of  the  goods  comprised  in  the  venture,  the  debit  balance  on  the 
Venture  Account  may  be  brought  down  as  an  asset,  unless  there  is  reason 
to  suppose  that  the  true  value  of  the  goods  where  they  then  are  is  less 
than  the  balance  on  the  account.  But  should  that  be  the  case,  the 
Venture  Account  should  be  credited  with  the  amount  by  which  it  is 
desired  to  write  down  the  debit  balance  so  as  to  bring  it  more  into  accord 
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with  current  values,  a  corresponding  debit  being  made  to  tlie  account 
(or  accounts)  of  the  parties  liable  to  bear  the  loss.  When  information 
has  been  received  as  to  the  disposal  of  a  part  of  the  goods,  but  a  part 
remains  unsold,  a  debit  balance  should  be  brought  down  on  the  \'enture 
Account  representing  the  actual  cost  of  the  unsold  goods,  in  situ,  or  such 
lower  figure  as  may  seem  desirable  in  view  of  the  circumstances  of  the 
case,  and  the  difference  between  the  debit  and  creditentries  on  the  Venture 
Account  may  then  be  taken  as  being  the  profit  or  loss  on  the  venture  as 
far  as  it  has  proceeded,  which  will  be  dealt  with  in  the  same  way  as 
the  profit  or  loss  upon  a  completed  venture. 

XXXIX.— Trading  Accounts. 

The  essential  differences  between  a  Venture  Account  and  a  Trading 
Account  are  : — {a)  The  profits  or  losses  arising  from  trading  are  in  the 
nature  of  things  the  profits  or  losses  of  the  business  in  whose  books  the 
Trading  Account  is  kept,  whereas  the  profits  or  losses  on  a  \>nture 
Account  may  be  profits  or  losses  of  the  business  or  of  any  other  parties, 
according  to  circumstances ;  {h)  a  Venture  Account  necessarily  comes  to 
an  end  at  the  conclusion  of  the  venture,  which  in  the  nature  of  things  is 
of  limited  and  comparatively  short  duration,  whereas  the  Trading 
Account  continues  so  long  as  the  business  itself  continues. 

If  these  points  of  difference  be  borne  in  mind  there  is  little  dif^culty 
in  understanding  the  practical  working  of  a  Trading  Account,  which  is 
naturally  balanced  off'  at  the  end  of  the  customary  financial  period  for  the 
purpose  of  ascertaining  the  result  of  the  trading  up  to  that  date,  and  is 
then  treated  in  exactly  the  same  way  as  a  Venture  Account  while  the 
venture  is  still  uncompleted.  But  the  Trading  Account  is  naturally 
continually  being  reinforced  by  new  purchases  of  goods  which  are  placed 
to  the  debit,  and  continually  being  depleted  by  further  sales  which  are 
placed  to  the  credit,  accordingly  it  is  convenient  to  employ  interim  Pur- 
chases and  Sales  i\ccounts,  and  to  transfer  totals  only  to  the  periodical 
Trading  Account. 

The  accuracy  of  the  profit  on  trading  (gross  profit)  shown  by  a  Trading 
Account  is  necessarily  dependent  upon  the  accuracy  with  vi^hich  the 
unsold  Stock  has  been  valued,  and  as  the  time  never  arrives  during  the 
life  of  the  business  w^hen  all  the  Stock  is  sold,  there  is  not  the  same 
opportunity  as  in  the  case  of  the  Venture  Account  of  determining  with 
absolute  certainty  the  result  of  the  operations  that  have  taken  place. 
Accordingly,  special  care  must  be  exercised  at  stocktaking  to  ensure 
accuracy  as  far  as  possible,  for  if  the  Stock  is  over-valued,  the  gross 
profit  will  be  overstated  to  a  corresponding  extent,  and  vice  versa. 

XL. — Basis  of  Stocktaking  Valuation. 

It  is  commonly  said  that  unsold  stock  should  be  valued  at  cost 
price,  or  at  market  price,  whichever  of  the  two  may  happen  to  be  the 
lower.  This,  however,  is  ambiguous,  as  "  market  price  "  might  very 
well  mean  selling  price,  whereas  what  is  actually  meant  by  the  term  is 
the  current  cost  of  acquiring  a  precisely  similar  Stock  in  the  market  at 
the  date  of  the  stocktaking.  When  the  cost  of  replacement  has  risen 
it  is  not  desirable  to  make  any  corresponding  increase  in  the  stock- 
taking valuation,  as  the  only  possible  way  of  making  a  profit  out  of 
trading  in  goods  is  by  selling  them,  and  accordingly  it  is  the  period  when 
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the  goods  are  sold  that  ought  to  receive  credit  for  the  profit  on  sale.  But, 
on  the  other  hand,  if  goods  have  fallen  in  value  between  the  date  when 
they  were  purchased,  and  the  date  of  stocktaking,  it  is  clear  that  a  loss 
has  been  sustained  that  would  not  have  occurred  had  the  goods  been 
purchased  at  a  later  date,  and  this  loss,  which  is  due  to  an  error  of  judg- 
ment in  buying  too  soon,  ought  to  be  charged  against  the  trading  period 
when  the  error  of  judgment  took  place. 

When  unsold  goods  have  deteriorated  from  any  cause,  their  value 
should  to  a  corresponding  extent  be  written  down  at  stocktaking,  as  in 
order  to  effect  a  sale  the  selling  price  will  have  to  be  reduced,  and  the 
period  when  the  sale  takes  place  ought  to  receive  credit  for  not  less  than 
its  expected  rate  of  profit  on  the  sale;  and  this  can  only  be  done  if  the 
stocktaking  value  be  reduced.  Thus,  if  an  article  which  would 
ordinarily  be  purchasable  for  20s.  and  saleable  at  30s.  has  so  deterio- 
rated that  it  is  only  reasonalilc  lu  t^xpect  that  it  can  be  sold  if  the  selling 
price  be  reduced  to  21s.,  tlu-  .stocktaking  valuation  should  be,  not  20s. 
but  14s.,  so  that  when  the  sale  takes  place  the  accustomed  rate  of  profit — 
33a  P^J*  ^€nt.  on  the  sales — may  be  obtained. 

When  expressing  rates  of  gross  profit  in  the  terms  of  a  percentage, 
traders  invariably  calculate  the  percentage  upon  the  selling  price,  and 
not  upon  the  purchase  price. 

A  few  commodities  increase  in  value  with  the  lapse  of  time  because 
they  actually  improve,  or  mature — e.g.  wines,  spirits,  timber,  &c.  In 
these  cases,  and  in  these  cases  alone,  it  is  legitimate  at  stocktaking  to 
value  the  unsold  stock  at  a  figure  in  excess  of  the  original  cost,  the  basis 
of  valuations  in  such  cases  usually  adopted  being  to  add  interest  at  a 
determined  rate  (say  5  per  cent,  per  annum)  to  the  original  cost,  having 
regard  to  the  time  that  has  elapsed  since  the  date  of  purchase. 

XLI. — Departmental  Trading  Accounts. 

Large  businesses  commonly  trade  in  many  different  varieties  of  goods; 
and,  that  they  may  do  so  to  the  best  a'dvantage,  divide  their  business  up 
into  a  number  of  distinct  "  departments,"  each  dealing  with  a  particular 
class  or  group  of  goods,  in  the  charge  of  a  manager  who  is  a  specialist 
in  that  department.  When  the  business  is  so  organised,  it  is  found  most 
desirable  to  frame  the  accounts  so  that  a  separate  Trading  Account  may 
be  prepared  in  respect  of  each  separate  department,  as  by  that  means 
it  is  readily  possible  to  gauge  the  degree  of  success  with  which  each 
department  is  managed.  No  difficulty  whatever  arises  in  the  prepara- 
tion of  Departmental  Trading  Accounts  so  long  as  it  is  practicable  to 
keep  separate  the  Sales  and  Purchases  of  each  department.  This 
involves,  of  course,  separate  Ledger  Accounts  for  the  Sales  and  Pur- 
chases of  each  Department,  as  well  as  a  distinct  Departmental  Trading 
Account  for  each.  In  the  case  of  those  Departments  which  expend 
labour  upon  their  purchases  before  selling  them  (e.g.  in  the  case  of  a 
dressmaking,  millinery,  or  tailoring  department),  the  cost  of  such  labour 
is  debited  to  the  appropriate  Departmental  Trading  Account,  the  totals 
having  first  been  collected  in  intermediate  nominal  accounts,  suitably 
headed — e.g.  Dressmaking  Wages  Account. 
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By  W.  H.  Fox. 

Mr.  Fox  deals  this  month  with  the  final  stage  of  a  Com- 
pany's  affairs  in  which  the  Secretary  may  he  concerned  as 
Liquidator  controlling  the  voluntary  winding-up  of  the 
Company . 

Voluntary  Liquidation  and  Reconstruction. 

Under  Section  122  of  the  Companies  Act,  1908,  tliere  are  three 
methods  in  which  the  winding-up  of  a  company's  affairs  may  be  con- 
ducted, namely  :  (i)  by  the  Court,  (2)  voluntarily,  or  (3)  voluntarily,  but 
subject  to  the  supervision  of  the  Court. 

We  do  not,  however,  here  propose  to  deal  with  the  winding-up  by  the 
Court,  or  with  the  special  effect  of  a  supervision  order,  beyond  setting 
forth  the  terms  of  Section  203  of  the  principal  Act,  which  provides  as 
follows  : — 

"  Where  an  order  is  made  subject  to  supervision,  the  liquidator  may, 
"  subject  to  any  restriction  imposed  by  the  Court,  exercise  all  his  powers 
*'  without  the  sanction  or  intervention  of  the  Court  in  the  same  manner 
"  as  if  the  company  were  being  wound  up  altogether  voluntarily." 

Under  these  circumstances  it  has  not  been  thought  necessary  to  make 
further  comment  on  this  modified  form  of  voluntary  liquidation. 

The  ordinary  voluntary  liquidation,  where  no  reconstruction  is  contem- 
plated, provides  for  the  realisation  of  all  the  assets,  the  payment  of  the 
creditors,  and  if  there  is  any  surplus,  a  pro  raid  distribution  amongst  the 
shareholders  in  proportion  to  their  rights,  and  as  soon  as  this  is  effected, 
the  necessary  notice  of  final  meeting  will  be  advertised  in  the  Gazette, 
and  the  company  will  be  automatically  dissolved  in  the  course  of  three 
months. 

Where,  however,  it  is  proposed  to  reconstruct  the  company,  and  make 
an  assessment  upon  the  new  shares,  all  the  necessary  steps  in  connection 
with  the  ordinary  voluntary  liquidation  will  have  to  be  carried  out,  in 
addition  to  the  arrangements  being  made  for  effectively  dealing  with  the 
terms  of  the  reconstruction  agreement.  Assuming,  therefore,  that  the 
Secretary  has  been  appointed  voluntary  liquidator,  the  powers  of  the 
directors  will  cease,  and  all  these  powers  will  vest  in  the  liquidator,  who 
will  have  to  carrv  out  the  formalities  provided  for  in  Part  IV  of  the  1908 
Act. 

This  part  of  the  Act,  consisting  of  Sections  122-242  inclusive,  contains 
all  the  provisions  relating  to  the  winding-up  of  companies.  Sections  182- 
198  being  those  especially  affecting  voluntary  winding-up. 

Under  Section  186  the  following  consequences  ensue  on  the  voluntary 
winding-up  of  the  company  : — 

(1)  The  property  of  the  company  shall  be  applied  in  satisfaction  of  its 

liabilities,  pari  passu,  and,  subject  thereto,  shall,  unless  the 
articles  otherwise  provide,  be  distributed  amongst  the  mem- 
bers according  to  their  rights  and  interests  in  the  company. 

(2)  The  company,  in  general    meeting,  shall    appoint  one  or  more 

liquidators  for  the  purpose  of  winding-up  the  affairs  and  distri- 
buting the  assets  of  the  company,  and  may  fix  the  remuneration 
to  be  paid  to  him  or  them. 
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(3)  On  the  appointment  of  a  liquidator   all  the  powers  of  the  direc- 

tors shall  cease,  except  so  far  as  the  company  in  general  meet- 
ing, or  the  liquidator,  sanctions  the  continuance  thereof. 

(4)  The  liquidator  may,  without  the  sanction  of  the  Court,  exercise  all 

powers  by  this  Act  given  to  the  liquidator  in  a  winding-up  by  the 
Court. 

(5)  The  liquidator  may  exercise  the  powers  of  the  Court  under  this 

Act  of  settling  a  list  of  contributories,  and  of  making  calls,  and 
shall  pay  the  debts  of  the  company,  and  adjust  the  rights  of  the 
contributories  among  themselves. 

(6)  The  list  of  contributories  shall  be  prima  facie    evidence  of  the 

liability  of  the  persons  named  therein  to  be  contributories. 

(7)  When  several  liquidators  are  appointed,  every  power  hereby  given 

may  be  exercised  by  such  one  or  more  of  them  as  may  be  deter- 
mined at  the  time  of  their  appointment,  or  in  default  of  such 
determination  by  any  number  not  less  than  two. 

(8)  If  from  any  cause  whatever  there  is  no  liquidator  acting,  the  Court 

may,  on  the  application  of  a  contributory,  appoint  a  liquidator. 

(9)  The  Court  may,  on  cause  shown,  remove  a  liquidator,  and  appoint 

another  liquidator. 

The  liquidator  in  a  voluntary  winding-up  shall,  within  twenty-one 
days  after  his  appointment,  file  with  the  Registrar  of  Companies  a 
notice  of  his  appointment  in  the  form  prescribed  by  the  Board  of  Trade. 

If  the  liquidator  fails  to  comply  with  the  requirements  of  this  section 
he  shall  be  liable  to  a  fine  not  exceeding  five  pounds  for  every  day  during 
which  the  default  continues. 


In  the  case  of  a  reconstruction  there  will  doubtless  be  various  pre- 
liminary discussions  between  the  Board  and  the  company's  legal  advisers, 
and  perhaps  with  some  of  the  principal  shareholders,  as  to  the  terms 
of  the  reconstruction  scheme.  On  these  being  arranged,  and  the 
amount  of  assessment  upon  the  shares  being  settled,  the  solicitors  will 
prepare  the  necessary  agreement  for  the  sale  of  the  undertaking  of  the 
old  company  to  a  new  company  to  be  formed,  each  existing  shareholder 
being  entitled  to  a  new  share  partly  paid  for  each  share  held  by  him. 

It  is  usually  provided  that,  unless  a  certain  proportion  of  the  existing 
shareholders  agree  to  the  terms  of  the  reconstruction,  the  matter  will 
not  be  carried  through,  and  the  company's  affairs  will  be  finally  wound 
up,  and  its  assets  distributed. 

Under  Section  192  of  the  principal  Act,  a  dissatisfied  shareholder  may 
dissent  from  the  proposed  reconstruction,  and  have  his  original  shares 
purchased  at  a  price  to  be  settled  by  arbitration. 

The  following  forms,  19  in  number,  are  self-explanatory,  and  only  in 
certain  cases  require  special  notes  to  make  the  information  complete. 
To  save  space,  the  formal  heading  is  not  given  in  subsequent  notices  after 
No.  I. 

A  word  of  warning  may  be  given  as  to  the  danger  of  the  Secretary 
issuing  statutory  notices  of  any  kind  before  they  have  been  approved  by 
the  company's  legal  advisers,  and  these  forms  must  be  in  all  cases  taken 
as  only  the  basis  of  the  actual  notices,  to  be  issued  after  having  received 
due  consideration  and  approval  by  the  solicitors. 
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Form  I. 

NOTICE  OF  EXTRAORDINARY  MEETING  TO  WIND-UP. 

(Special  Resolutions). 
In  the  matter  of  the  Companies  Acts,  1908  to  1917,  and  in  the  matter 

of 

"  Merrie  England  "  Limited. 

333  Austin  Friars,  London,  E.C. 
I  St  December  1920. 
Notice  is  Hereby  Given  that  an  Extraordinary  General  Meeting  of 
the  above-named  Company  will  be  held  at  333  Austin  Friars,  London, 
E.C,  on  Monday,  the  loth  day  of  December  1920,  at  2  o'clock  in  the 
afternoon,  for  the  purpose  of  considering,  and,  if  deemed  desirable,  pass- 
ing the  following  Resolution,  with  or  without  modification  : — 

1.  '*  That  the  Company  be  wound  up  voluntarily." 

2,  "  That  C.  D.,  the  Secretary  of  the  Company,  be  and  is  hereby 

appointed  Liquidator  for  the  purpose  of  such  winding-up." 
Should  the  said  Resolutions  be  passed  by  the  requisite  majority,  the 
same  will  be  submitted  for  confirmation  as  Special  Resolutions,  at  a 
subsequent  Extraordinary  General  Meeting,  due  notice  of  which  will  be 
given. 

By  order  of  the  Board, 

A.  B. 

Secretary. 

To  L.  M.  Esq. 

[Note. — The  notice  for  the  second  meeting  may,  if  thought  fit,  be  given 
at  the  same  time,  being,  of  course,  contingent  on  the  resolutions  being 
passed  at  the  first  Extraordinary  Meeting.  A  majority  of  three-fourths  of 
the  votes  represented  at  the  meeting  is  necessary.] 


Form  2. 

NOTICE  OF  CONFIRMATORY  MEETING. 
"  Merrie  England  "  Limited. 

333  Austin  Friars,  London,  E.C. 
22nd  December  1920. 
Notice  is  Hereby  Given  that  an  Extraordinary  General  Meeting  of 
the  above  Company  will  be  held  at  333  Austin  Friars,  London,  E.C,  on 
Friday,  the  31st  day  of  December  1920,  at  three  o'clock  in  the  afternoon, 
when  the  subjoined  Resolutions,  which  were  duly  passed  at  the  Extra- 
ordinary General  Meeting  of  the  Company  held  on  the  loth  instant, 
will  be  submitted  for  confirmation  as  Special  Resolutions  : — 

1.  "  That  the  Company  be  wound  up  voluntarily." 

2.  That  C  D.,  the  Secretary  of  the  Company,  be  and  is  hereby 

appointed  Liquidator  for  the  purposes  of  winding-up." 

A.  B. 

Secretary. 

To  L.  M.  Esq. 

[Note. — At  this  confirmatory  meeting  the  resolutions  are  passed  by  a 
simple  numerical  majority.  The  appointment  of  the  Liquidator  may 
also  be  made  at  this  meeting  only.] 
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Form  3.  " 
NOTICE  OF  EXTRAORDINARY  MEETING  TO  WIND-UP. 
(Extraordinary  Resolutions  only) 

•*  Merrie  England  "  Limited. 

333  Austin  Friars,  London,  E.G. 
I  St  March  192 1. 

Notice  is  Hereby  Given  that  an  Extraordinary  General  Meeting  of 
the  above-named  Company  will  be  held  at  Winchester  House,  Old 
Broad  Street,  London,  E.G.,  on  Monday,  the  14th  March  192 1,  at  3 
o'clock  in  the  afternoon,  for  the  purpose  of  considering,  and  if  deemed 
expedient,  passing  the  following  Extraordinary  Resolution,  that  is  to 
say  : — 

That  it  has  been  proved  to  the  satisfaction  of  this  meeting  that  the 
Company  cannot,  by  reason  of  its  liabilities,  continue  its  business,  and 
that  it  is  advisable  to  wind-up  the  same,  and  accordingly  that  the 
Company  be  wound  up  voluntarily. 

Should  the  Resolution  be  passed,  a  further  Resolution  will  be  passed  at 
the  same  meeting,  for  the  appointment  of  Mr.  C.  D.,  of  the  above 
address.  Secretary  of  the  Company,  or  some  other  duly  qualified  person, 
to  be  Liquidator  for  the  purposes  of  such  winding-up. 

By  order  of  the  Board, 

A.  B. 

Secretary. 

To  L.  M.  Esq. 

[Note. — When  the  wording  of  the  resolution  is  as  above,  only  one 
meeting  is  required  to  put  the  Company  into  voluntary  liquidation.] 


Form  4. 

NOTICE    OF    EXTRAORDINARY    GENERAL    MEETING  TO 
RECONSTRUCT  and  for  APPOINTMENT  OF  LIQUIDATOR. 

"  Mkrrik  England  "  Limited. 

333  Austin  Friars,  London,  E.G. 
loth  March  192 1. 

Notice  is  Hereby  Given  that  an  Extraordinary  General  Meeting  of 
the  above-named  Company  will  be  held  at  the  Company's  office  as  above- 
mentioned,  on  Monday,  the  21st  March  192 1,  at  12  o'clock  noon,  for  the 
purpose  of  considering,  and  if  deemed  advisable,  passing  the  following 
Resolutions  with  or  without  modification. 
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Rksolutions. 

That  it  is  desirable  to  reconstruct  the  Company,  and  accordingly  that 
the  Company  be  wound  up  voluntarily,  and  a  Liquidator  appointed. 

That  the  Liquidator  be,  and  he  is  hereby  authorised,  pursuant  to 
Section  192  of  the  Companies  (Consolidation)  Act,  1908,  to  enter  into  an 
Aj^reement  in  the  form  of  the  Draft  Agreement  now  submitted  to  the 
meeting,  with  or  without  modifications,  for  the  sale  and  transfer  to  a  new 
Company,  to  be  incorporated  with  limited  liability  under  the  Companies 
Acts,  1908  to  1917,  of  all  the  business,  property,  and  undertaking 
of  this  Company  in  accordance  with  a  scheme  of  reconstruction,  of 
which  the  following  are  the  principal  terms  and  conditions  : — 

(a)  The  name  of  the  new  Company  to  be  the  same  as,  or  similar  to, 
that  of  the  old  Company,  and  the  nominal  Capital  thereof  shall 
be  ;£,^25o,ooo  divided  into  250,000  Ordinary  Shares  of  each. 
The  Memorandum  and  Articles  of  Association  of  the  new  Com- 
pany to  be  subject  to  the  approval  of  the  Liquidator. 

(6)  As  part  of  the  consideration  for  the  said  sale,  the  new  Company 
shall  pay,  satisfy,  and  discharge  all  the  debts  and  liabilities  of 
this  Company,  and  also  the  expenses  of,  and  incidental  to,  the 
winding-up  of  the  same,  and  to  the  incorporation  of  the  new 
Company,  and  the  sale  and  transfer  by  the  Liquidator  of  the 
assets  and  liabilities  of  this  Company  to  the  new  Company. 

(c)  As  further  part  of  the  consideration  for  the  said  sale  and  transfer 

the  new  Company  shall  allot  to  the  Shareholders  of  the  old  Com- 
pany, as  being  the  nominees  of  the  Liquidator,  150,000  Shares 
of  jQ\  each  in  the  new  Company,  and  duly  registered  in  the 
books  as  15s.  paid  up,  in  the  proportion  of  one  such  Ordinary 
Share  to  each  Ordinary  or  Preference  Share  held  by  the  Pro- 
prietors respectively  in  the  old  Company. 

(d)  That  the  Liquidator  be  and  is  hereby  authorised  to  continue  the 

business  of  the  Company,  pending  the  transfer  thereof  to  the 
new  Company. 

(e)  That  the  Liquidator  be  and  is  hereby  authorised  to  enter  into  such 

further  contracts,  and  to  execute  all  such  instruments  as  may  be 
necessary  or  desirable  for  carrying  into  effect  the  above 
resolutions. 

(/)  The  new  Company  shall  accept  the  Company's  title  to  the  premises 
to  be  sold. 

Should  the  said  Resolutions  be  passed  by  the  requisite  majorit\%  the 
same  will  be  submitted  for  confirmation  as  Special  Resolutions  at  a 
subsequent  Extraordinary  General  Meeting,  of  which  due  notice  will  be 
given,  and  at  which  a  Liquidator  will  be  appointed. 

By  order  of  the  Board, 
A.  B. 

Secretary. 

To  L.  M.  Esq. 

[Note. — The  above  Resolutions  will  require  confirmation  as  Special 
Resolutions,  at  a  further  meetin^^  to  be  held  not  less  than  14  days,  and 
not  more  than  28  days  after  the  first  meeting.] 
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Form  5. 

CONSENT  TO  TAKE  THE  NAME  OF  AN  EXISTING  COMPANY. 

No  of  Certificate,  654,321. 

To  the  Registrar  of  Joint  Stock  Companies. 

1,  the  undersigned,  being  the  Liquidator  of  "  jMkrkie  England 
Limited,  give  you  notice  that  this  Company  is  in  course  of  being 
dissolved,  and  hercb\ ,  under  the  provisions  of  the  Companies  (Consoli- 
dation) Act,  1908,  Section  8,  and  on  behalf  of  the  said  Company,  testify 
its  consent  to  the  registration  of  a  new  Company  by  the  name  of 
*'  Merrie  England     (1921)  Llnuted. 

Dated  this  nth  day  April  1921. 

(Signed)    C.  D. 

Chartered  Accountant. 
Liquidator. 

Presented  for  filing  bv 
C.  D. 

Liquidator. 

London,  E.C. 


Form  6. 

NOTICE  OF  LIQUIDATION  FOR  ''GAZETTE"  AND  REGIS- 
TRAR OF  JOINT  STOCK  COMPANIES. 

Re  "  MERKn^  England  "  Llmited. 

At  an  Extraordinary  General  Meeting  of  the  members  of  the  above- 
named  Company,  duly  convened  and  held  at  333  Austin  Friars,  in  the 
City  of  London,  on  Tuesday,  the  9th  day  of  April  1921,  the  following 
Extraordinary  Resolutions  were  duly  passed;  and  at  a  second  Extra- 
ordinary Meeting,  duly  convened  and  held  at  the  same  place,  on  Wednes- 
day, the  27th  day  of  April  1921,  were  duly  confirmed  as  Special 
Resolutions,  viz.  :  — 

(1)  That  the  Company  be  wound  up  voluntarily. 

(2)  That  C.  D.,  Secretary  of  the  Company,  of  the  above  address,  be 

and  is  hereby  appointed  Liquidator  for  the  purposes  of  such 
winding-up. 

Dated  this  30th  day  of  April  1921.  M.  N. 

Chairman. 

Witness  : 
Q.  R. 

Solicitor. 
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NOTK^K  OF  APPOINT.MKNT  OF  LIQUIDATOR  TO  BE  SENT 
TO  REGISTRAR. 

Certificate  No.  654,321. 

A  5s.  Companies' 
Registration  Fee  Stamp 
must  be  impressed  here. 

THE  COMPANIES  ACTS  1908  to  1917. 
Notice  of  Appointment  of  Liquidator. 
(Pursuant  to  Section  1S7  of  the  Companies  (Consolidation)  Act,  1908.) 
To  the 

Registrar  of  Joint  Stock  Companies. 

I,  the  undersigned,  CD.,  of  333  Austin  Friars,  London,  E.C.,  hereby 
give  notice  that,  by  an  Extraordinary  Resolution  of  the  Company,  I  have 
been  appointed  Liquidator  of  "  Merrie  England  Limited. 

(Signature)    C.  D. 

Date,  3rd  May  192 1. 

[Note. — In  a  voluntary  winding-up  this  notice  must  be  filed  with  the 
Registrar  within  21  da}  s  of  the  appointment,  in  default  of  which  a 
penalty   not  exceeding  for  every  day   the   default  continues  is 

incurred.] 


Form  8. 

NOTICE  CALLING  MEETING  OF  CREDITORS. 

Advertisement  for  Loudon  Gazette  and  two  local  papers,  convening 
Meeting  of  Creditors  pursuant  to  Section  188  of  the  Companies 
(Consolidation)  Act,  1908. 

"  Merrie  England  "  Limited. 

Notice  is  Hereby  Given,  pursuant  to  Section  188  of  the  Companies 
(Consolidation)  Act,  1908,  that  a  Meeting  of  the  creditors  of  "  Merrie 
England  "  Limited,  will  be  held  at  333  Austin  Friars,  in  the  City  of 
London,  on  Monday,  the  19th  day  of  May  192 1,  at  three  o'clock  in  the 
afternoon,  for  the  purposes  provided  for  in  the  said  section. 

Dated  the  3rd  day  of  May  192 1. 

C.  D. 

Liquidator. 

Witness  : 
Q.  R. 

Solicitor. 
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Form  9. 

ADVERTISEMENT  FOR  CREDITORS. 

*'  Mkkkii-  England  "  Limitkd. 

The  Creditors  of  the  abo\e-named  Company  are  required,  on  or  before 
the  30th  day  of  August  u)-m,  to  send  their  names  and  addresses,  and  the 
particulars  of  their  del)ts  ur  chiims,  and  the  names  and  addresses  of 
their  Solicitors  (if  any)  to  C.  D.,  Chartered  Accountant,  of  No.  333 
Austin  Friars,  London.  E.C.,  the  Liquidator  of  the  above  Compan\ ,  and. 
if  so  required,  by  notice  in  writing  from  the  said  Liquidator,  are,  by 
their  Solicitors,  or  personally,  to  come  in  and  jm'ovc  their  said  del)ts  or 
claims  at  such  time  and  place  as  shall  be  specified  in  such  notice,  t)r  in 
default  thereof  they  will  be  excluded  from  the  benefit  of  any  distribu- 
tion made  before  such  debts  are  j^roved. 

Dated  this  30th  da\  of  June  1921.  O.  R.  &•  Co. 

Solicitors  for  the  above-named. 


Form  10. 

LIST  OF  CONTRIBUTORIES. 
In  nu;  Mattkk  of  kik  Co.mpaniks  Acts,  u)o8  to  1917, 

AND 

In  Till-:  Matter  of  "  Mekrie  England  "  Llnuted. 

List  of  Contrirutories  of  the  Above  Named  Company 

on  the  15th  day  of  June  192 1,  the  date  of  the  Liquidati(Mi, 

Tne  following  is  a  list  of  the  Contributories  of  the  said  Coi7'[)<!ny,. 
together  with  their  respective  addresses  and  the  number  of  Shares  t-)  be 
attributed  to  each,  so  far  as  I  have  been  able  to  make  out  or  ascertain 
the  same. 

In  the  first  part  of  the  List  the  persons  who  are  Contributories  in  their 
own  right  are  distinguished. 

In  the  second  part  of  the  said  List,  the  persons  who  are  Contributories 
as  being  representatives  of,  or  being  liable  to,  the  debts  of  others,  are 
distinguished. 

First  Part.    Contributories  in  their  own  right. 


A. 


Serial 
No. 

Name 

Address 

Description 

In  what  character 
included 

Preferred 
Shares  of 
£1  each 

I 

S.  T  

- 

Frognal 

Hampstead 

Member  in  his  own 
right 

250 

2 

Do. 

3 

Do. 

4 

Do. 
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Form  II. 

NOTICE  OF  INTENTION  TO  SETTLE  LIST  OF 
CONTRIBUTOR!  ES. 

In  the  Mattkr  of  the  Companies  Acts,  1908  to  1917, 

AND 

In  the  Matter  of  "  Merrie  EN(rLAND  "  Limited. 

Take  Notice  that  I,  C.  D.,  the  Liquidator  of  the  above-named  Com- 
pan}-,  have  appointed  Wednesday,  the  22nd  day  of  August,  192 1,  at  11 
o'clock  in  the  forenoon  at  my  office,  333  Austin  Friars,  in  the  City  of 
London,  to  settle  the  List  of  Contributories  of  the  above-named  Com- 
pany, made  out  by  me,  pursuant  to  the  Companies  (Consolidation)  Act, 
1908,  and  the  rules  thereunder,  and  that  you  are  included  in  such  List  in 
the  character  and  for  the  number  of  Shares  stated  below ;  and  if  no  suffi- 
cient cause  is  shown  by  you  to  the  contrary  at  the  time  and  place  afore- 
said, the  List  will  be  settled,  includin<^f  you  therein. 

Dated  this  8th  dav  of  August  192 1. 

C.  D. 


To  Liquidator. 


No. 
in 
List 

Name 

Address 

Description 

In  what       I     Pref,  "  A  " 
character        Shares  of  £x 
included  each 

Ord.  Shares 
of  £1 
each 

Member  in  his  1 
own  right 

Form  12. 

CERTIFICATE    BY   LIQUIDATOR  OF   CALL  HAVING  BEEN 

MADE. 

In  the  Matter  of  the  Companies  Acts,  1908  to  19 17, 

AND 

In  the  Matter  of  "  Merrie  England  "  Limited. 

Pursuant  to  the  Companies  (Consolidation)  Act,  1908,  and  to  the  Rules 
made  thereunder,  I,  the  undersigned,  being  the  Liquidator  of  the  above- 
named  Company,  hereby  certify  that  I  have  this  day  made  a  Call  of 
7s.  6d.  per  Share  upon  the  A  "  Preference  Shares  held  by  the  several 
persons  mentioned  in  the  Schedule  hereto.  I  have  also  demanded  pay- 
ment of  the  Calls  in  arrear,  as  shown  in  the  said  Schedule. 

Dated  this  22nd  dav  of  August  192 1. 

C.  D. 


Schedule. 

Liquidator. 

No. 

Name,  Address,  and 
Description 
of  Contributory 

No.  of 
"A" 

Shares 

Call  of 
7/6d.  per 
Share 

Arrears  of  Total 
previous  i  Amount 
Calls     i  due 

! 

1 
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Form  13. 

NOTICE  TO  CONTRIBUTORIES   OF  THEIR   HAVING  BEEN 
SETTLED  ON  LIST  AND  NOTICE  OF  CALL. 
In  thl;  jMattkr  oi-  thk  Companiks  Acts.  iqoS  to  1917, 

AND 

I\   TIIK   MaTTKR   Ol-    "   Ml.RRlK   I^NCLAXD  "  LlMITKD. 

Take  Notice  that  I,  C.  D.,  the  Liquidator  of  the  above-named  Com- 
pany, have,  by  certificate  dated  the  22nd  day  of  August  1921  under  my 
hand,  finally  settled  the  List  of  Contributories  of  the  said  Company,  and 
that  you  are  included  in  such  List  in  the  character  and  for  the  number 
of  Shares  stated  below. 

I  Further  Hereby  Give  You  Notice  that  I  have  this  day  made  a  Call 
of  7s.  6d.  per  Share,  representing  the  balance  remaining  uncalled  on  the 
"  A  "  Shares  of  the  Company. 

The  following  amount  is  due  on  your  "  A  "  Shares  in  the  Company, 
viz.  : — 

s  cl 

7s.  6d.  per  Share  on  100  "  A  "  Shares  ...  37  10  o 
Arrears  of  previous  calls         ...        ...        ...    25    o  o 


/.'62  10  o 


Dated  this  22nd  dav  of  August  k)2i. 

C.  I). 

To  Liquidator. 


NO. 

in 

List 

Name 

Address 

Description 

In  what 
character 
included 

No.  of 
"A" 
Shares 

No.  of 
Ordinary 

Shares 

Form  14. 

LIQUIDATOR'S  .STATEMENT  OF  ACCOUNT. 

This  is  the  exhibit  marked  "  B  "  referred 
to  in  the  affidavit  of  C.  D.,  sworn  before 
me  this  13th  day  of  July,  1921. 

(Signed)  A  Commissioner,  &c. 

Form  of  StaU'ment  of  Receipts  and  Payments  and  (ieneral  Directions 

as  to  Statements. 

(1)  Every  Statement  must  be  made  on  Sheets  13  inches  by  16  inches. 

(2)  Every  Statement  must  contain  detailed  list  of  Liquidator's  realisa- 
tions and  disbursements,  record  of  all  receipts  derived  from  assets  exist- 
ing at  date  of  winding-up  order.  Where  property  has  been  realised, 
the  gross  proceeds  of  sale  to  be  entered  with  Disbursements.  These 
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accounts  should  not  contain  payments  into  the  Companies  Liquidation 
Account,  or  payments  into  or  out  of  the  Bank,  or  temporary  investments 
by  the  Liquidator,  which  should  be  shown  separately  : — 

(a)  By  Bank  Pass  Book. 

(b)  By  a  separate  detailed  statement. 

Interest  allowed  or  charged  by  the  Bank,  Bank  commission,  and 
profit  or  loss  upon  temporary  investments  should  be  inserted  in  the 
Accounts  of  Realisations  or  Disbursements,  each  receipt  and  payment  to 
be  entered  so  as  to  explain  its  nature.  Receipts  and  payments  must 
severally  be  added  up  at  the  foot  of  each  sheet,  and  the  totals  carried 
forward'  without  any  intermediate  balance. 

(3)  When  the  Liquidator  carries  on  a  business,  a  Trading  Account  must 
be  forwarded  as  a  distinct  account. 

(4)  When  dividends  or  instalments  of  composition  are  paid  to  Creditors, 
or  a  return  of  surplus  assets  is  made  to  contributories,  the  total  amount 
of  each  dividend  actually  paid  must  be  entered  in  the  Statement  of 
Disbursements  as  one  sum ;  and  the  Liquidator  must  forward  separate 
accounts  showing  the  amount  of  each  creditor's  claim,  amount  of  divi- 
dend or  composition  payable  to  each  creditor,  and  of  surplus  assets  pay- 
able to  each  contributory.  Each  list  to  be  on  sheets  13  inches  by  8 
inches. 

(5)  Credit  should  not  be  taken  in  the  Statement  of  Disbursements  for 
any  amount  in  respect  of  Liquidator's  remuneration. 

Liquidator's  Statement  of  Account. 

Pursuant  to  Section  224  of  the  Companies  (Consolidation)  Act,  1908. 

Name  of  Company  "  Merrie  England  "  Limited. 

Nature  of  Proceedings  Voluntarily. 

Date  of  commencement  of  winding  up 

Date  to  which  Statement  is  brought  down 

Name  and  Address  of  Liquidator 

This  Statement  is  required  in  Duplicate. 


Realisations. 


Date 

Of  whom  received 

Nature  of  Assets  realised 

Amount 

£    s  d 
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Disbursements. 


Date 

To  whom  paid 

Nature  of  Disbursements 

Amount 

£    s  d 

Analysis  of  Balance. 

Total  Realisations   

Disbursements  ... 

Balance   


The  balance  is  made  up  as  follows  : — 

1.  Cash  in  hands  of  Liquidator 

2.  Amounts    invested    by    Liquidator    (as  per 

separate  account  herewith) 

Less  Amounts  realised  from  same  ... 

Balance  of  amount  invested   

3.  Total  Payments  into  Bank,  including  Balance 

at  date  of   commencement    of  winding-up 

(as  per  Bank  Book)   

Total  withdrawals  from  Bank 

Balance  at  Bank   

4.  Amount  in  Companies  Liquidation  Account 

Total  balance  as  shown  above      ...       ...       ...  £ 

Note. — The  Liquidator  should  also  state^ — 

(j)  The  amount  of  the  estimated  assets  rmd  liabilities 
at  the  date  of  the  commenc  ement  of  the  winding-up 
Thf  amount  stated  should  be,  respectively,  the  assets  available  for 
dividend  (i.e  not  charged  to  secured  creditors  or  debenture  holders)  and 
the  unsecured  liabilities  ranking  for  dividend. 

(2)  The  total  amount  of  the  capital  paid  up 
at  the  date  of  the  commencement  of  the 
winding-up 

Paid  up  in  cash 
Issued  as  paid  up  otherwise 
than  for  cash     ...  ...  

(3)  The  general  description  and  estimated 

value  of  outstanding   assets  (if  any) 

(4)  The  causes  which  delay  the  termina- 

tion of  the  winding-up) 


(5)  The  period  within  which  the  winding- 
up  may  probably  be  completed 
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Form  15. 

AFFIDAVIT  VERIFYING  LIQUIDATOR'S  STATEMENT  OF 

ACCOUNT. 

Merrie  England  "  Limited. 

I,  CD.,  of  333  Austin  Friars,  London,  E.G.,  the  Liquidator  of  the 
above-named  Company,  make  oath  and  say  : — That  the  accounts  here- 
unto annexed  marked  **  B  "  contain  a  full  and  true  account  of  my 
receipts  and  payments  in  the  Winding-up  of  the  above-named  Company, 
from  the       day  of  192 1,  to  the         day  of  192 1  inclu- 

sive, and  that  I  have  not,  nor  has  any  other  person  by  my  order  or  for 
my  use  during  such  period,  received  any  moneys  on  account  of  the  said 
Company  other  than  and  except  the  items  mentioned  and  specified  in 
the  said  account. 

Sworn  at  No,    i  Lombard  Street, 
in  the  City  of  London, 

This        day  of  1921. 

C.  D. 

Before  me, 
(Signed)    P.  Q. 

A  Commissioner  for  Oaths. 


Form  10. 

LIST  OF  DIVIDENDS  OR  COMPOSn  iON. 

"  MhRKU-:  ExGLAXD  "  LlAillKD, 

1  Hereby  Certify  that  a  Dividend  (or  Composition)  of  Twenty 
Shillings  in  the  ^£5"  was  declared  payable  on  and  after  the  ist  day  of 
October  192 1,  and  that  the  Creditors  whose  names  are  set  forth  below 
are  entitled  to  the  amounts  set  opposite  their  respective  names,  and  have 
been  paid  such  amounts,  except  in  the  cases  specified  jis  unclaimed. 

Dated  the  30th  day  of  September  i<)2i. 

C.  D. 

Liquidator. 

To  the  Board  of  Trade. 


No.  on 
List 

Surname 

Christian  Name 

Amount  of 

Claim 
admitted 

Amount  of  Dividend 
(or  Composition) 

Paid  Unclaimed 

! 
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Form  17. 

NOTICE  OF  FINAL  GENERAL  MEETING. 
In  the  Mattkr  of  tiik  CoMrwiEs  Acts,  iqoS  to  1917, 

AX  I)  OK 

"  Mi:rriI'  Exc.i wn  "  LiMiTr-:n. 

NoTicR  IS  Hereby  Givex  that  a  General  Meeting  of  the  above-named 
Company  will  be  held  at  the  Chartered  Accountants'  Hall,  Moorgate 
Place,  London,  E.C.,  on  Wednesday,  the  ist  day  of  April  i()22,  at  11 
o'clock  in  the  forenoon  precisely,  for  the  purpose  of  having  the  accounts 
of  the  Liquidator,  showing  the  manner  in  which  the  winding-up  has 
been  conducted  and  the  property  of  the  Company  disposed  of,  laid 
before  such  Meeting,  and  of  hearing  any  explanation  that  may  be  given 
by  the  Liquidator,  and  also  of  determining  by  Extraordinary  Resolu- 
tion the  manner  in  which  the  Books,  Accounts,  and  Documents  of  the 
Company  and  of  the  Liquidator  thereof  shall  he  disposed  of. 

Dated  this  T5th  day  of  February  1922. 

C.  D. 

Liquidator. 


Form  18. 

LIQUIDATOR'S  STATEMENT  TO  BE  SUBMITTED  TO  FINAL 

MEETING. 

Re  "  Merrie  England  Limited. 

[NoTi;.  —  NO  >i)rci;(l  form  is  pro\ided  in  the  Act  for  this,  and  the 
following  hc-uU  of  information  are  suggested  as  being  sufficient  to 
comply  with  the  regulations.    This  report  does  not  have  to  be  filed.] 

1.  Heading. — Account  showing  the  manner  in  \s  hicli  the  winding-up 

has  been  conducted  and  the  property  of  ih.-  C"ompan\  disposed  of 
to  be  laid  before  the  General  Mrt  iing  called  in  pursuance  of 
Section  195  of  the  Companies  Act,  1908,  and  held  (as  in  notice 
of  meeting  and  date). 

2.  Date  of  advertisement  in  Gazette. 

3.  Do.       Liquidator's  appointment. 

4.  Particulars  of  compromises  with  shareholders. 

5.  Sale  of  Stores, 

6.  Special  difficulties  in  realising  property  abroad  causing  delay.  ' 

7.  Amounts  of  dividends  paid  to  creditors. 

8.  Summary  of  Liquidator's  Cash  Account. 

9.  Resolution  as  to  disposal  of  Company's  books. 
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Form  19. 

RETURN  OF  FINAL  WINDING-UP  MEETING. 

(Pursuant  to  Section  195  of  the  Companies  (Consolidation)  Act,  1908) 

of 

Merrie  England  "  Limited. 

To  the  Registrar  of  Joint  Stock  Companies. 

I  have  to  inform  you  that  a  Final  Meeting  of  the  shareholders  of 
"  Merrie  England  "  Limited,  was  duly  held  on  the  ist  day  of  April  1922 
for  the  purpose  of  having  an  account  laid  before  them  showing  the 
manner  in  which  the  winding-up  of  the  Company  has  been  conducted, 
and  the  property  of  the  Company  disposed  of,  and  that  the  same  was 
done  accordingly. 

C.  D. 

Liquidator, 

Dated  5th  day  of  April  192 1, 

[Note. — This  Return  to  be  signed  by  the  Liquidator  of  the  Compaqv 
in  course  of  winding-up.  This  Return  must  be  forwarded  to  the 
Registrar  under  a  penalty  of  /5'5  per  day  during  default] 

On  this  return  being  sent  in  to  the  Registrar,  the  duties  of  the  Com- 
pany Secretary,  in  so  far  as  they  relate  to  "  Merrie  England  "  Limited, 
may  be  said  to  be  brought  to  a  final  conclusion. 


A  correspondent  has  stated  that  the  form  of  cheque  submitted  by  me 
did  not  require  a  receipt  stamp  as  well  as  the  original  impressed  stamp. 
The  following  copy  of  a  letter  from  the  Inland  Revenue  expresses  a 
contrary  opinion  : — 

"  Sir, — With  reference  to  your  letters  of  the  3rd  instant  and  23rd  ultimo, 
enclosing  specimen  form  of  cheque  to  which  a  receipt  is  attached  for  the 
signature  of  the  payee,  I  am  directed  by  the  Board  of  Inland  Revenue 
to  acquaint  you  that  a  receipt  in  the  form  submitted  is  liable  to  the 
Stamp  Duty  of  2d.  in  addition  to  the  impressed  stamp  of  2d.  on  the 
cheque." 

In  the  case,  however,  of  Bavins  and  the  Sontli-Westem  Bank  (1900), 
which  is  quoted  by  your  correspondent,  the  decision  of  the  Court  was 
that  the  order  for  payment  on  such  a  cheque  being  conditional,  a  stamp 
on  the  cheque  was  not  required  under  the  Bills  of  Exchange  Act,  1882. 
I  am,  therefore,  in  further  communication  with  the  Inland  Revenue 
Authorities  on  the  subject. 
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The  help  of  the  Courts  has  been  sought  in  innumerable 
instances  to  decide  what  constitutes  an  allozvable  expense  for 
income-tax ,  and  some  of  the  important  cases  are  dealt  with 
below. 

Deductions, 

The  same  principles  apply  in  the  main  to  Excess  Profits 
Duty.  In  the  first  place,  the  question  of  whether  a  particular 
item  is  allowable  or  not  generally  resolves  its<>lf  into  whether 
it  is  capital  expenditure  or  revenue  expenditure.  The  law  pro- 
vides, in  short,  that  all  expenses,  "  wholly  and  exclusively  "  laid 
out  for  the  purpose  of  the  business,  are  deductible  if  they  are  not  capital 
expenditure.  This,  as  may  be  expected,  has  produced  a  very  consider- 
able number  of  cases  on  the  question  of  what  is  capital  expenditure?  No 
general  rule  has  been,  or  can  be,  evolved,  as  4\ich  case  depends  so  much 
upon  its  own  facts,  but  it  has  been  laid  down  in  Englisli  Croivn  Speller 
Co.  V.  Baker  that  '*  capital  "  in  the  Income  Tax  Acts  has  no  statutory 
definition,  and  must,  therefore,  be  construed  in  its  commonly  accepted 
meaning,  i.e.  as  it  is  generally  understood  in  commercial  circles.  The 
case  of  Usher's  Wiltshire  Brewery  Co.  v.  Bruce  similarly  laid  down  that 
"  profits  "  must  be  arrived  at  on  ordinary  commercial  principles,  subject 
to  any  specific  prohibitions  appearing  in  the  Income  Tax  Acts.  These 
prohibitions  rt-ally  relate  to  capital  expenditure. 

Wasting  Assets. 

The  law,  as  laid  down  in  Alianza  Co.  v.  BcH  and  many  other  cases, 
provides  no  allowance  for  a  wastage  of  assets — for  a  recoupment  of 
capital  used  up  in  the  course  of  the  trading,  except  that  wear  and  tear 
of  plant  and  machinery  was  eventually  allowed.  In  the  AJianca  case  a 
company,  operating  in  South  America,  worl-ced  some  nitrate  fields,  and, 
owing  to  the  raw  material  being  used  up  and  appearing  in  sales,  a  charge 
was  made  for  the  cost  of  the  used  up  material.  This  was  refused  on 
the  ground  that  losses  of  capital  of  that  nature  were  not  allowable  as 
expenses  "  wholly  and  exclusively  "  laid  out  for  the  purposes  of  the 
business,  but  that  they  were  capital  expenditure  "  prohibited  by  the 
income-tax  law.  This  case  was  decided  in  ihf  House  of  Lords,  so  that 
it  is  useless  speculating  on  its  correctness. 

The  same  principle  has  been  followed  in  the  case  of  premiums  paid  on 
the  acquirement  of  leases.  These,  spread  over  the  period  of  the  lease, 
are  clearlx  legitimate  trading  expi^nses,  but  they  have  been  refused  in 
the  Courts  as  being  losses  of  capital.  'i"he  rent  paid  under  the  lease  is, 
of  course,  allowed,  yet  the  premium  is,  in  reality,  a  ])ayment  of  r<'nt  in 
advance. 

Tied  House  Expenses. 

The  case  of  Usher's  Wiltshire  Breivery  Co.  v.  Bruce,  although  dealing 
actually  with  the  cast^  of  brewers,  has  a  \ery  wide  general  f-ffcct.  It 
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swept  away  much  of  the  restriction  of  allowances,  and  inlroduced 
jjrinciples  more  consistent  with  ecjuits  than  thos<'  which  pre\ailed  under 
previous  judicial  decisions.  Tlie  posilion  was  thai  the  comi)any  held 
several  public-ht)uses  which  it  let  to  tenants  who  were  tied  to  purchase 
beers  from  the  company,  and  the  rent>  charged  hy  the  compan\  were 
smaller  than  rents  which  would  have  been  charged  to  tenants  who  were 
free  to  purchase  beers  where  they  chose.  The  compan\  claimed  to 
charge  the  expenses  of  these  tied  houses,  e.g.  repairs,  and  also  the  net 
Schedule  A  assessments,  but  the  Revenue  refused  the>e  on  the  conten- 
tion that  the  holding  of  the  public-houses  was  not  part  of  the  brewer's 
business,  but  was  a  holding  as  owners  of  property  not  as  traders. 

The  House  of  Lords  rejected  the  Crown's  contention,  and  held  that  the 
company  acquired  the  houses  with  a  view  to  increasing  its  profits,  and 
that  the  expenses  of  obtaining  those  increased  profits  were  clearly 
allowable. 

Prior  to  the  above  case,  the  brewer  was  allowed  to  deduct  the  net 
Schedule  A  assessments  of  his  brewery  premises,  and  of  his  public- 
houses  in  which  he  placed  managers,  not  tenants.  A  peculiarity  of  the 
case  is  that  one  of  the  Judges  allowed  the  gross  Schedule  A  of  the  tied 
houses,  and  this  has  been  followed  in  practice. 

In  the  case  of  public  houses  leased  to  brewers  who  sub-let  to  tenants, 
the  rent  paid  b}'  the  brev\'er  exceeded  the  rent  received  from  the  tied 
tenant,  and  the  Court  allowed  this  "  loss  on  rentals  "  as  a  deduction. 

Annual  Value. 

In  General  Hydraulic  Power  Co.  v.  Baker,  it  was  claimed  that  the 
allowance  for  the  annual  value  of  business  premises  owned  and  occupied 
by  a  trader  should  be  a  deduction  from  the  average  as  in  the  case  of 
depreciation,  but  the  Court  decided  that  the  annual  value  was  the 
equivalent  of  rent,  and  should  be  deducted  as  rent  would  be,  i.e.  against 
each  of  the  three  years'  profits,  before  striking  the  average. 

Trade  Subscriptions. 

In  practice,  subscriptions  to  a  Trade  Association  are  allowed  if  the 
Association  agrees  to  be  assessed  on  the  excess  of  the  income  over  the 
expenditure.  On  a  winding-up  of  the  Association,  any  funds  returned 
are  treated  in  the  hands  of  the  members  as  having  already  borne  tax. 

The  question  was  dealt  with  in  Guest,  Keen  o^-  Nettlefolds,  Ltd.  v. 
Fowler,  where  the  company  was  a  member  of  an  Association  formed  to 
keep  up  prices  by  the  elimination  of  competition.  It  was  held  that  the 
contributions  were  "  wholly  and  exclusively  "  laid  out  for  the  purpose  of 
the  business,  and  w^ere,  therefore,  allowable. 

In  the  Lochgelly  Iron  <2>'  Coal  Co.  case  a  claim  was  made  to  deduct 
contributions  made  to  the  Mining  Association  of  Great  Britain,  and  it 
was  laid  down  that  deduction  could  not  be  made  where  the  contributions 
were  towards  objects  which  would  benefit  the  industr}  as  a  whole,  such 
as  a  levy  to  provide  for  experiments  in  the  explosive  properties  of  coal 
dust,  but  that  where  the  contribution  was  e.g.  for  a  Wages  Board  for 
settling  wages  claims  it  should  be  allowed,  as  the  trader  would  have  to 
bear  the  cost  individually  if  no  joint  Board  existed. 


545 


The  Accountants'  Journal, 


Travelling  Expenses. 

In  the  Directors  of  Ehcrliiy  Bros.  c-A^e  it  was  held  that  a  director 
could  not  claim  to  deduct  tl"'  (■o>t  of  travelling  from  his  residence  to  the 
compan\  'v  otlKes,  and,  in  anicthcr  ca^*-.  a  solicitor,  who  held  appoint- 
ments  in  two  towns,  was  rca\:^t■d  deduciion  of  his  expenses  of  travelliniJ 
between  the  two  towns.  Both  these  ca-es  referred  to  Schedule  E,  how^ 
ever,  and  the  ground  of  the  d.  ei>ions  w  as  ihat  Schedule  E  only  allows 
expenses  incurred  in  the  pt-rfonnanec^  of  ilie  duties,  and  that  travelling 
to  a  place  of  business  was  noi  part  of  the  duties.  In  the  case  of  work- 
men assessable  quarterly,  the  allowance  is  given  in  practice. 


Income  Tax  Notes  and  Comments. 

In  this  column  Income-tax  recent  alterations  of  law  and  practice  are 
discussed  and  explained  an  I  readers'  queries  are  answered.  Arrangements 
have  he  en  made  to  reply  to  these  queries  by  post,  the  replies  being  pub- 
lished subsequently  in  the  "  Journal  "  under  noms  de  plume.  A  stamped 
addressed  envelope  should  be  enclosed  with  the  queries  and  the  service  is 
limited  to  subscribers  to  the  "Journal." 

Statutory  Percentages. 

The  following  additional  Orders  of  the  Board  of  Referees  have  been  issued 
for  Excess  Profits  Duty  :  — 


Aeroplane  Hangars    No  Order 

Chrome  Mining  in  Beluchistan       ..       ..  15  per  cent. 

Coal  Mining  in  Ireland    9  „ 

Cotton  Growing  (British  Empire)  ..       ..  12  „ 

„  (Nyasaland)         ..       ..  10  „ 

Lead  and  Zinc  Mining  (U.K.)         ..       ..  15  „ 

Shipbuilding  and  Engineering  (China)    ..  10  „ 

Sugar  manufacture  from  Milk        ..       ..  7^  „ 

Tea  Growing  (Nyasaland)     ..       ..       ..  8  „ 

Telephones  (Argentine)    8 

Tobacco  Growing  (Nyasaland)       ,.        .,       8  „ 


The  above  rates  are  for  companies  and  firms,  and  sole  proprietorships  have 
an  additional  1  per  cent,  for  Accounting  Periods  ending  before  ist  January 
1917  and  2  per  cent,  for  subsequent  periods.  For  172 creased  capital  (and  for 
the  percentage  standard  where  there  was  not  one  pre-war  trading  year)  a 
further  3  per  cent,  is  added  to  the  rates  for  companies  and  firms  for  periods 
ending  after  31st  December  1916  and  before  ist  January  1920,  and  another 
2  per  cent,  for  periods  ending  on  or  after  the  latter  date. 

Succession. 

A  correspondent,  "Subscriber,"  asks  if  where  a  firm  is  taken  over  by  a 
limited  company,  which  consists  of  the  owner  of  the  late  firm  and  another 
person,  it  constitutes  a  change  of  ownership,  and  if  deficiencies  of  the  late 
firm  can  be  set  off  against  the  excesses  of  the  new  company  for  the  purposes 
of  Excess  Profits  Duty. 

The  deficiencies  are  refused  to  the  company  under  Inland  Revenue  v. 
Giitus,  which  laid  down  that  a  deficiency  was  a  personal  allowance  that  could 
not  go  to  a  successor.  A  limited  company  is  treated  as  a  distinct  legal  entity, 
but  when  there  is  absolute  identity  between  the  late  proprietors  and  the 
present  total  shareholders,  the  deficiencies  are  given. 
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E.P.D.  Allowances. 

A  correspondent,  "  Interested,"  asks  which  of  the  following  is  the  correct 
computation  for  Excess  Profits  Duty  : — - 

Balance  of  profit  after  writing  back  items  disallowed       ..  2,218 
Less  Pre-war  standard,  13%  on  capital  31/3/1919,  £3,607     . .  469 

Allowance   200 

Additional  allowance,  4-°Q0  -  2.218   

  1,025 

Figure  of  assessment  :  {  at  60%,  f  at  40%. .       , .  £1.193 

The  first  year  of  trading  ended  31st  March  1915,  there  being  no  pre-war 
period,  and  the  capital  employed  in  1914-15  was  ;^"8oo.  Should  the  com- 
putation not  be  as  follows  : — 

^    ~  u  £  £ 

Front  to  31st  March  1920   2,218 

Less  Interest  on  increased  capital,  13%  on    364 

1,854 

Less  P.W.S.,  13%  on  £800  104 

Allowance  200 

Additional  allowance,  4,000-1.854   429 

  753 

Figure  for  assessment  at  60%  and  40%    ..       ..  £1,121 

The  pre-war  standard  must,  by  Section  45  (3)  of  the  1920  Act,  be  based 
on  the  capital  of  the  first  Accounting  Period,  so  that  there  is  an  allowance 
for  increased  capital,  and  Section  26  (4)  of  the  191 7  Act  provides  that  the 
profits  for  deduction  from  the  £2,000  (and,  therefore,  £^,000)  shall  be  after 
adjustment  for  increased  capital.  The  second  computation  is.  therefore, 
correct. 


Deduction  of  Tax. 

It  is  asked  by  "  R.  F."  if  the  following  method  of  deducting  income-tax 
on  payment  of  dividends  is  correct  : — 

At  a  time  when  is.  2d.  in  the  £  was  the  effective  rate  of  tax,  a  company 
made  an  issue  of  Preference  Shares.  These  were  Six  per  Cent.  Preference 
Shares  and  the  company  undertook  to  bear  the  tax  up  to  is.  2d.  in  the  £ 
(a  somewhat  unusual  procedure  with  Preference  Shares). 

In  communication  w^th  the  company  I  pointed  out  that  the  shares  were 
reaUy  6.371  per  cent,  shares,  less  tax  in  the  ordinary  way,  when  issued. 

The  company  replied  to  the  effect  that  the  shares  were  6  per  cent,  shares, 
that  they  undertook  to  bear  the  tax  up  to  is.  2d.  in  the  £,  and  were  thus 
quite  in  order  in  recovering  the  balance  of  4s.  lod.  from  the  shareholders. 

Whether  they  would  adopt  this  course  if  the  shares  were  Ordinary  Shares, 
I  do  not  know. 

Are  not  the  ordinar}^  shareholders  being  penalised  on  account  of  the  com- 
pany's failing  to  recoup  itself  sufficiently  from  the  preference  shareholders? 

One  of  their  most  recent  dividend  warrant  reads  : — 

£  s  d 

Dividend  at  6%  for  6  months  on  200  shares    0    j  o 

Less  Income  Tax  at  4/10  in  the  £   190 

£4  II  0 


This  dividend  is  payable  free  of  tax  up  to  1/2  in  the  £. 
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Is  not  the  amount  of  tax  deducted  incorrect? 
Should  the  warrant  not  read  :  — 

£   3  c 

Dividend,  &c   6   o  c 

Less  tax  at  4/10  on  '"£6  7s.  5d.    i  10  i- 


£4   9  2 

•£■6  7S.  5d   =  ^  of  £6. 
^  18/10 

At  p^e^ent  the  company  is  virtually  deducting  tax  of  4s.  lod.  on  lod., 
noi  4s.  lod.  in  the  £. 

The  question  may  depend  to  some  extent  upon  the  exact  warding  govern- 
ing the  conditions  of  issue  of  the  shares,  but  if  the  shares  were  merely  free 
of  income-tax  up  to  is.  2d.  in  the  the  company  agreed  to  bear  the  first 
IS.  2d.  of  the  tax  which  would  otherwise  be  borne  by  the  shareholder.  This 
is  satisfied  bv  the  company's  method  of  deduction. 

Allowances. 

A  correspondent,      (^^.D.,"  submits  the  following  :  — 

Last  month  A.  and  H.  (partners)  were  assessed  for  income-tax  at  /i^Sii, 
divided  as  follows  : — 

£     s  d  £3 

A.  =1  358  5  0 

Earned  income  allowance    135  15  0 

1,222  10  o 

Personal  allowance   135   0  0 


1,087  o 

Tax  thereon,  3/-  on  £225  

6/-  on  £862  10  o 

B.  =i  452  15  o 

Earned  income  allowance    45   5  0 

407  10  o 

Personal  allowances,  &:c  264   o  o 


[43  10  0 


Tax  thereon,  6/-  in  the  £  (as  the  full  allowance 
of  3/-  on  the  first  £225  had  been  made 
in  A.'s)    43 


Total  tax  claimed        . .      . .  £335  10  0 

Payable  half  Jan.  i,  1921,  and  half  July  i,  1921. 

(1)  is  B.  entitled  to  the  first  /.'225  at  3s.  as  well  as  A.  or  is  only  <>^/e 
allowance  due  joinily  to  the  two  partners  ? 

(2)  Ihe  partners  formed  themselves  into  a  private  limited  company,  duly 
registered  last  month,  since  which  they  have  received  an  amended  assess- 
ment as  follows  : — 

Firm  . .  £940 
Company..  £871 

£     s  d 

Tax  claimed  from  the  Company  =  £871  at  6/-        ..       ..      261   6  0 

Payable  on  ist  January  1921 
Tax  ciaimed  from  the  Partners  £225  at  3/- )  „  ,  „ 

£274  at  6/- [ 115  19  0 

(After  allowing  one-tenth  of  £940   

and  A.'s  allowance  of  £135  and  Total  Tax  £377   5  o 

B.'s  allowance  of  £212.)  • 

Is  the  company  liable  for  this  amount,  seeing  that  it  has  only  just  com- 
menced business,  or  should  the  partners  be  personally  liable  for  their 
respective  portions  ? 

(i)  The  charging  of  tax  at  3s.  on  the  first  ^225  is  a  personal  allowance  to  the 
individual  and  does  not  recognise  a  partnership.  It  is  the  same  as  the 
previous  abatements  which  only  had  reference  to  the  individual  partner, 
so  that  two  allowances  should  be  given. 
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(2)  The  assessment  for  1920-21  has  to  be  apportioned  between  the  firm  and 
the  company. 

Additional  Assessment. 

A  client  of  "  Very  Puzzled/'  an  ex-army  officer,  was  demobilised  on  the 
2oth  of  April  1919.  On  the  12th  of  May,  the  same  year  (1919),  he  com- 
menced duties  as  local  agent  (on  commission)  to  a  firm  of  wholesale  clothiers. 
His  earnings,  adjusted  to  5th  April  1920,  were  £626.  Making  a  return 
(year  1920-21),  he  has  been  assessed  at  the  amount  of  his  earnings  for  year 
ended  April  5th  1919,  i.e.  ^^626.  As  well,  he  has  now  been  additionally 
assessed  for  the  year  1919-20  at  £626.  Is  he  liable  to  pay  tax  in  respect  of 
two  years  ? 

The  additional  assessment  is  in  order  as  Schedule  D  charges,  in  the  first 
year,  on  the  profits  of  that  year,  and  in  the  second  year  on  the  profits  of  the 
first  year.  The  third  year  is  on  the  average  profits  of  the  first  and  second 
years. 

Schedule  E. 

"  Jane  "  is  the  secretary  for  a  company  which  was  formed  a  year  ago 
and  which  took  over  the  business  of  another  company.  Half  the  shares 
are  held  by  the  two  directors  of  the  old  company,  one  of  whom  is  managing 
director  of  the  new  company.  The  company  has  a  manufacturing  agree- 
ment with  another  company  which  holds  the  remainder  of  the  shares.  In 
the  Schedule  E  Return  for  the  year  ending  5th  April  1921,  the  Secretary 
included,  in  addition  to  the  managing  director's  salary,  a  special  grant  to 
him  for  services  rendered  prior  to  the  taking  over  of  the  business  of  the 
old  company.  It  has  since  been  learnt  that  when  the  special  grant  was  made 
to  him  he  was  given  to  understand,  by  the  directors  representing  the 
manufacturing  company,  that  it  was  a  capital  payment  and  that  he  would  not 
have  to  pay  tax  on  it. 

The  grant  should  not  in  any  case  be  treated  as  1920  income,  as  it  was 
in  respect  of  services  rendered  prior  to  1920.  The  nature  of  the  grant  is 
the  controlling  factor.  If  it  was  merely  a  compensation  for  the  changed 
conditions,  it  would  be  a  capital  payment.  If  it  was  for  services  in  con- 
nection with  the  flotation  of  the  new  company,  it  would  be  a  casual  profit  and, 
therefore,  not  liable.  If  it  were  for  services  rendered  to  the  old  company,  it 
would  not  be  liable  as  the  sum  was  not  paid  by  the  old  company. 

Allowances . 

A  correspondent,  "  Puzzled,"  asks  if  a  person  can  claim  the  ;^225 
allowance  if  he  is  married  but  legally  separated  from  his  wife  and  paying 
her  15s.  per  week  separation  allowance  awarded  by  the  Court?  Failing 
the  above,  can  he  claim  the  amount  paid,  £^9  P^^  year,  as  a  deduction  from 
his  assessment? 

(1)  No.  The  wife  could  claim  the  allowance  applicable  to  an  unmarried 
person. 

(2)  The  sum  paid  is  allowed  in  practice  as  a  deduction  from  the  husband's 
income. 

Superannuation . 

The  remuneration  of  "  Nemo  "  is  ;i^3oo  salary  and  emoluments  (house, 
rations,  &c.,  valued  at  ;^ioo  per  annum.  His  employers  deduct  at  the  rate 
of  2  per  cent,  on  ;,^400  (salary  and  emoluments)  from  salary  for  superannua- 
tion. In  making  his  return  he  has  deducted  the  full  amount  of  superannua- 
tion contributions  paid,  viz,  ^^8,  but  the  Inspector  of  Taxes  argues  that  he 
is  only  entitled  to  a  deduction  of  £6. 

The  Inspector's  contention  is  correct,  as  the  £2  is  not  paid  out  of  profits 
being  brought  into  charge.  Legally,  superannuation  is  only  allowable  if 
deducted  by  virtue  of  an  Act  of  Parliament,  and  the  other  cases  are  allowed 
under  a  concession. 
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Advice  to  Students — II. 

Assuming  the  student  to  have  taken  the  advice  tendered  in  our  last 
month's  article,  and  has  spent  his  first  year  in  a  general  survey  of  the 
examination  subjects,  he  should  then  be  in  good  form  for  commencing 
specialised  study,  and  to  this  end  he  is  recommended  to  seek  the  aid  of 
a  coach.  If  he  is  able  to  obtain  the  personal  help  of  a  qualified  man,  so 
much  the  better,  as  his  personal  deficiencies  can  then  be  specially  dealt 
with.  Generally  speaking,  the  larger  coaching  firms  provide  exactly 
the  same  course  for  every  student,  whether  good,  bad,  or  indifTerent, 
a  series  of  printed  questions  and  pro  fonua  printed  answers  being 
supplied,  and  it  is  questionable  whether  the  personal  equation  enters 
into  the  matter  to  any  extent,  if  at  all.  However,  be  this  as  it  may,  we 
would  advise  our  readers  to  adopt  the  following  suggestions  : — 

Read  your  set  of  questions  over  carefully,  and  then  study  the  appro- 
priate text-book  with  a  view  to  finding  the  correct  answer,  but  do  not 
copy  the  answer  out  of  the  book ;  let  at  least  a  day  or  two  elapse  before 
attempting  to  wTite  your  answer,  for  by  these  means  you  are  training 
your  memory,  and  you  will  have  done  much  more  towards  gaining  a 
knowledge  of  the  principles  of  the  law  than  by  copying  from  a  book. 
Further,  when  it  is  possible,  try  to  illustrate  your  answer  by  quoting 
any  legal  decision  you  may  have  come  across,  either  in  the  text-book, 
your  Journal,  or  the  daily  paper.  Cultivate  neatness  of  style;  a  good 
habit  formed  thus  is  not  easily  broken,  and  it  all  helps  to  keep  the 
examiner  in  a  good  temper  when  correcting  your  papers.  Slovenly  work 
is  bad  under  any  circumstances,  and  in  an  examination  may  make  just 
the  difference  between  a  pass  and  a  failure.  This  applies  particularly 
to  accounts,  and  students  are  strongly  advised  to  do  all  their  rough 
work  in  ink,  on  properly  ruled  paper ;  work  done  in  pencil  results  usually 
in  careless  and  untidy  style,  and  leads  to  errors  in  casting,  &c.,  owing  to 
figures  being  out  of  alignment. 

At  least  once  a  week  every  student  should  work  out  an  accounts 
paper  against  time,  for  in  an  examination  it  is  the  '*  pace  that  kills," 
and  only  by  constant  practice  will  it  ever  be  possible  to  solve  the 
problems  set  by  an  examiner  in  the  limited  space  of  three  hours.  In 
answering  your  tutor's  questions,  don't  try  and  find  the  question  in  past 
editions  of  the  Telephone — (which  can  usually  be  done) — it  will  be  no 
help  to  you  whatever.  Be  honest  with  yourself  and  your  work,  and  you 
will  make  progress ;  rely  on  somebody  else's  work,  and  you  will  go  back- 
ivards  instead  of  forwards.  We  remember  a  student  in  our  coaching 
days,  who  invariably  obtained  full  marks  for  all  his  homework,  and  was 
looked  upon  as  the  bright  and  particular  "  star  "  of  the  class.  We  all 
had  our  suspicions  that  he  had  copied  the  answers  from  somewhere,  and 
this,  in  effect,  proved  to  be  the  case,  for  he  made  a  miserable  failure 
at  the  examination. 

We  believe  it  to  be  an  excellent  plan  always  to  study  the  special 
Act  of  Parliament  in  conjunction  with  any  legal  text-book ;  there  is 
nothing  like  going  to  the  original  source  for  information,  and  whenever 
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a  particular  section  is  quoted,  the  student  should  make  a  point  of  turn- 
ing it  up  and  reading  it  for  himself. 

As  far  as  possible,  adopt  exactly  the  same  methods  in  answering  your 
coach's  questions  as  you  mean  to  adopt  in  answering  the  examiner's. 
That  is,  answer  the  question  that  is  actually  asked  for;  don't  write  a 
sermon  all  round  it.  It  is  astonishing  the  amount  of  irrelevant  matter 
that  students  and  candidates  introduce  into  their  answers,  but  it  does 
them  no  good,  and  only  exasperates  the  examiner.  We  are  reminded,  in 
this  connection,  of  the  old  story  of  the  divinity  student,  who  was 
recommended  to  make  a  particular  study  of  the  Kings  of  Israel  and 
Judah  for  his  examination,  but,  unfortunately  for  him,  the  examiner 
did  not  desire  to  test  his  knowledge  on  this  particular  subject,  but  asked 
for  a  dissertation  upon  the  Major  and  Minor  prophets  I  The  candidate 
being  at  a  loss  what  to  say,  not  having  studied  the  matter,  commenced 
his  answer  thus  :  *'  Far  be  it  from  me  to  draw  invidious  distinctions 
'*  between  the  Major  and  Minor  prophets ;  let  us  turn  rather  to  the  Kings 
"  of  Israel  and  Judah,"  and  then  went  off  into  a  long  description  of 
those  illustrious  persons  ! 

As  far  as  possible,  always  tabulate  your  answers — commencing  a  fresh 
line  for  each  step  in  the  proceedings,  or  each  item  of  an  audit  programme 
for  example — it  is  so  much  clearer,  and  much  more  easy  for  an  examiner 
to  correct. 

Don't  rely  too  much  upon  those  little  books  known  as  the  Students' 
Examination  Note  Book,  and  a  "  Fortnight  before  the  Examination." 
They  are  no  doubt  useful  reminders  of  many  important  points,  but  our 
impression  is  that  recently  examiners  have  endeavoured  to  set  questions, 
the  answers  to  which  cannot  be  found  therein.  We  have  known 
students  who  have  openly  confessed  that  they  have  relied  entirely  on 
such  books,  past  numbers  of  the  Telephone  and  luck  !  but  we  do  not 
think,  even  if  *'  luck  "  followed  their  efforts,  that  their  future  as  profes- 
sional men  is  likely  to  be  very  brilliant.  A  successful  accountant  is  a 
specialist,  and  no  one  can  be  a  specialist  without  honest  hard  work  and 
conscientious  study.  If  it  is  possible  for  the  student  to  attend  any 
special  revision  lectures  just  prior  to  the  examinations,  by  all  means  let 
him  do  so,  and  as  most  articled  clerks  are  able  to  obtain  time  off  before 
the  examination,  this  plan  can  easily  be  adopted.  We  very  strongly 
advise  students  to  do  as  much  work  as  they  can  in  co-operation  with 
other  students ;  it  is  infinitely  easier  to  tackle  solutions,  and  the  discus- 
sions that  invariably  ensue  where  this  method  is  adopted  are  calculated 
to  impress  the  subject  matter  far  more  indelibly  upon  the  mind  than  if 
working  entirely  on  their  own  account.  Further,  the  exchange  of 
practical  knowledge  that  each  student  may  have  gained  in  his  particular 
firm  on  different  subjects,  accounts  and  audits,  will  be  very  valuable. 
One  man  may  have  an  excellent  knowledge  of  Excess  Profits  Duty  and 
Income  Tax  generally,  whilst  another  may  have  had  no  practical  experi- 
ence of  the  same,  but  is  fully  cognisant  of  Deeds  of  Arrangement,  &c., 
hence  an  exchange  of  ideas  will  be  invaluable  to  both.  Having 
completed  his  course,  the  student  is  advised  not  to  work  right 
up  to  the  last  moment — his  brain  will  be  much  clearer,  and  he  will  be 
far  more  likely  to  do  himself  justice  if  he  has  a  day  in  the  open  away 
from  all  books  before  the  examination. 
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Finally,  just  a  few  words  of  advice  as  to  the  examination  itself.  Read 
your  paper  carefully  through,  and  always  tackle  the  easiest  question 
arst;  it  is  a  mistake  to  attempt  a  long  and  difficult  question  to  commence 
(vith,  for  if  you  don't  happen  to  come  out  right  the  first  time,  you  are 
probably  horror-struck  to  see  how  much  time  you  have  spent  upon  the 
question  ;  you  break  out  into  a  cold  perspiration,  and  your  nerves  are 
probably  severely  shaken,  and  the  remainder  of  the  paper  is  badly  done. 
If,  on  the  other  hand,  you  do  the  easiest  question  first,  and  are  quite 
satisfied  with  yourself,  you  regain  the  self-possession  which  so  often 
deserts  you  on  entering  the  Examination  Hall,  and  you  are  then  in  a 
much  fitter  condition  to  undertake  the  rest  of  the  paper,  and  will,  there- 
fore, do  it  much  better.  Always  commence  an  answer  on  a  separate 
sheet  of  paper ;  it  so  often  happens  that  on  reading  your  answer  through 
before  giving  in  your  papers  you  find  you  have  left  out  some  very 
important  points,  which  can  easily  be  added  if  space  has  been  left  as 
suggested. 

Be  careful  that  you  give  up  all  your  papers  to  the  examiner.  We 
remember  a  case  where  a  candidate  placed  all  his  answers  under  his 
blotting  paper,  and  when  he  returned  from  lunch  found  he  had  omitted 
to  give  up  several  sheets  !  The  examiner  would  not,  however,  accept 
them  then,  and  the  result  was  a  failure  ! 

If  your  Balance  Sheet  does  not  cast,  don't  make  a  blot  over  the 
wrong  figure,  thinking  the  examiner  won't  notice  it;  he  is  used  to 
these  little  tricks  !  Always  make  a  point  of  journalising  all  adjustments 
in  working  from  a  Trial  Balance  to  Balance  Sheet,  it  avoids  a  great 
deal  of  wasting  time  looking  for  an  item  you  might  otherwise  omit  to 
give  the  double  entry  for.  Don't  ink  in  either  gross  profit  or  net  profit 
until  your  Balance  Sheet  casts.  You  may  have  entered  an  item  on  the 
wrong  side,  and  by  looking  for  half  the  amount  of  the  error  it  is  often 
traceable  to  this  cause,  and  will,  of  course,  alter  your  profit  figures. 

In  the  matter  of  accounts,  be  sure  your  principles  are  correct;  mere 
errors  of  arithmetic  are  small  things  compared  with  errors  of 
principle.  It  may  happen  that  there  are  two  ways  of  looking  at  an  item 
in  an  accounts  question  ;  in  such  a  case  always  give  the  examiner  the 
point  of  view  from  which  you  have  regarded  the  item. 

In  our  next  issue  .we  shall  publish  a  paper  on  Executorship  Law  and 
Accounts,  in  which  special  advice  is  given  to  students  on  these  matters. 

In  conclusion,  we  should  like  to  suggest  that  if  any  student  desires 
advice  at  any  time  on  any  matter  relating  to  his  studies,  he  should  write 
to  the  Editor  of  the  Journal,  who  will  gladly  give  any  help  within  his 
power. 


Queries  and  Replies. 

{Correspondents  who  wish  to  make  use  of  this  column  are  requested  to 
write  their  queries  on  one  side  of  the  paper  only  and  to  be  as  brief  as 
possible.  There  is  no  need  to  enclose  a  covering  letter  if  the  communica- 
tion is  headed  "Accountants'  Journal,  Queries  and  Replies  column,'* 
and  signed  at  the  end  with  the  name  and  address  of  the  sender,  which 
will  not  be  published  if  the  query  is  signed  with  a  nom  de  plume.) 

Exemption  from  Matriculation. 

Can  you  injorm  me  •whether  a  person  who  has  passed  the  Preliminary  Examina' 
tion  of  Chartered  Accountants,  and  the  Cambridge  Junion  with  Honours,  is  exempted 
from  the  Matriculation  Examination  in  entering  for  the  Degrees  of  Commerce  Exam- 
inations?— G.  H. 

We  understand  that  the  only  certificates  which  will  be  accepted  in  lieu  of  the 
Matriculation  Examination  are  the  Senior  Oxford  or  Cambridge,  but  it  might  be 
worth  your  while  to  apply  to  the  External  Registrar,  University  of  London,  Imperial 
Institute,  South  Kensington. 

Annual  List  and  Summary, 

Is  it  necessary  for  a  new  company  to  file  Form  6a  Summary  of  Share  Capital  and 
Shares  in  pursuance  of  Section  26  of  the  Companies  Act  1908  after  its  statutory 
meeting':'  Table  A,  paragraph  47,  appears  to  designate  a  statutory  meeting  as  an 
ordinary  general  meeting,  but  the  articles  of  the  company  contain  this  clause  :  "  The 
"  aforesaid  general  meetings — referring  to  the  usual  annual  meeting — shall  be  called 
"  '  Ordinary  '  meetings;  all  other  general  meetings  shall  be  called  '  Extraordinary .'  " 
Thus,  from  the  reading  of  the  company' s  articles,  I  take  it  that  no  such  return  is 
required.    Can  you  oblige  me  with  your  opinion,  please? — Student. 

We  are  of  the  opinion  that  the  intention  of  the  Act  was  to  require  the  Annual  List 
and  Summary  to  be  filed  after  the  first  or  Statutory  General  Meeting,  where  that 
»  meeting  is  an  Ordinary  General  Meeting,  but  we  understand  that  the  Registrar  of 
Joint  Stock  Companies  takes  the  view  that  the  Statutory  General  Meeting  is  not  an 
Ordinary  General  Meeting,  and  that  consequently  no  return  is  required  in  respect 
of  such  meeting,  although  this  view  appears  to  be  in  conflict  with  Clauses  45  and  47 
of  Table  A. 

Debentures  and  Income  Tax, 

An  Investment  Company,  whose  profits,  subject  to  taxation,  include  losses  and 
sales  on  realisation  of  investments,  issues  Perpetual  Debentures  at  par,  with  the 
proviso  that  if  they  become  enforceg,ble  they  will  be  repaid  at  110.  Owing  to  the 
state  of  the  market,  the  company  purchases  in  the  open  market  some  of  its  own 
Debentures  at,  say,  75,  and  includes  same  as  Investments  on  its  own  books,  thereby 
not  reducing  its  liability.  Should  the  difference  between  the  purchase  price  and  par 
])e  chargeable  as  profit  for  income-tax  purposes?  Also,  the  Investments  for  Balance 
Sheet  purposes  are  valued  at  market  price  on  date  of  Balance  Sheet,  and  a  reserve 
created  for  the  difference  between  market  price  and  cost,  the  auditors  certifying  that 
the  Investments  are  fidly  of  the  value  stated  therein.  Should  these  Debentures  be 
'Valued  at  market  price  {say 'je^),  or  par,  or  110,  their  worth  to  the  company? — 
Debenture. 

We  think  that  in  the  case  mentioned,  the  purchase  of  the  Debentures  being  treated 
in  the  light  of  an  Investment,  and  not  purchased  with  a  view  of  reducing  the  com- 
pany's liability  on  Debentures,  there  would  be  no  obligation  to  bring  into  account  for 
income-tax  purposes  the  difference  between  the  face  value  of  the  Debentures,  and  the 
price  of  75,  at  which  they  were  purchased  on  the  market.  This  could  scarcely  be 
included  under  the  heading  of  Profit  and  Loss  on  realisation  of  Investments.  If, 
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however,  the  purchased  Debentures  were  actually  cancelled,  and  the  liability  corre- 
spondingly reduced,  then  income-tax  would  probably  be  claimed  on  the  difference 
between  the  purchase  and  issue  price  of  the  Debentures.  We  think  that  if  carried 
forward  as  In%'estments,  these  Debentures  should  be  included  in  the  Balance  Sheet  at 
their  purchase  price,  viz.  75.  As  the  Debentures  are  apparently  "  perpetual,"  they 
would  probably  only  become  enforceable  if  the  company  went  into  liquidation,  in 
which  case  a  Receiver  would  take  possession  of  the  Assets  upon  which  the  Deben- 
tures were  secured,  on  behalf  of  the  Debenture-holders. 

Transfer  of  Shares. 

A  person  owns  10  ;£^io  shares  in  a  liniilcd  company.  She  ivisJies  io  have  lliem  re- 
registered in  the  names  of  herself  and  her  daughter  as  joint  and  several  holders. 
(i)  What  is  necessary  to  effect  sucJi  a  change'.''  (2)  Is  an  ordinary  Transfer  Deed 
Miitahle,  and,  if  so,  %vhat  is  the  Stamp  Duty  thereoti?  (3)  Would  not  a  letter,  express- 
ing the  terms,  and  sta7)iped  wiiJi  a  ids.  stamp,  be  sufficient':'  (4)  //  a  separate  deed 
of  gift  were  drawn  up,  ivoidd  the  company  be  obliged  to  alter  the  names  on  inspection 
of  the  deed? — i.e.  in  the  case  of  a  complete  transfer,  as  a  gift,  of  part  of  the  holding. 

 NORM.W. 

In  order  for  a  shareholder  to  re-register  her  shares  in  the  joint  names  of  herself 
and  daughter,  it  will  be  necessary  for  a  Deed  of  Transfer  to  be  executed  by  the 
present  holder  as  transferor,  and  by  the  same  party  and  her  daughter  as  transferees. 
The  letter  you  suggest  wduUI  not  be  sufficient.  The  Stamp  Duty  on  the  transfer 
must  be  ad  valorem,  the  value  heing  based  on  the  current  market  quotation  at  the 
time  the  transfer  is  executed.  A  compan)  would  not  recognise  any  deed  of  gift,  and 
would  refuse  to  alter  their  list  of  niemt)crs  unless  a  transfer  were  registered. 


Correspondence. 

Creditors'  Accounts. 

(To  the  Editor  of  The  Accountants^  Journal.) 

Sir, — With  reference  to  Mr.  Stone's  article  on  "  Creditors'  Accounts,"  I 
should  like  to  know  : — 

(1)  How  it  is  proposed  to  deal  with  "  balances  of  accounts  "  left  over  from 
one  month  to  another?  Supposing  a  creditor's  account  to  be  composed  of 
one  item,  to  be  paid  in  the  month  following  delivery,  and  another  item, 
whereof  only  a  certain  percentage  is  payable  in  the  month  following  delivery; 
the  remainder  to  be  paid  after  a  certain  period,  or,  when  the  goods  are 
actually  installed  and  in  working  order.  How  would  you  be  able  to  ascertain 
at  once  the  balance  of  the  account,  which  particular  invoice  that  balance 
referred  to,  and  when  to  pay  it  ? 

(2)  How  to  deal  with  items  which  have  been  mutually  agreed  upon  to  be 
transferred  as  Contra  against  Sales?  as  such  a  transaction  would  make  it 
impossible  for  the  Cash  Book  totals  ever  to  agree  with -the  total  of  the  "  List 
of  Accounts  for  Payment." 

(3)  How  to  deal  with  Returns  Outwards,  especially  in  cases  where  goods 
are  returned  faulty  after  being  paid  for  and  no  further  purchases  made  from 
that  particular  creditor  for  some  months  afterwards  ? 

With  reference  to  the  Cash  Book,  would  not  this  system  necessitate  the 
keeping  of  a  separate  Cash  Book,  as,  in  my  experience,  accounts  are  con- 
tinually being  rendered  for  payment  on  delivery  or  within  a  short  period 
afterwards  to  secure  special  cash  discounts,  and  this  means  that  there  are 
various  entries,  for  cash  paid  to  creditors,  intermingled  with  payments 
of  wages,  salaries,  compensations,  &c.,  each  week. 

Trusting  there  will  be  further  discussions  upon  this  article  in  the  columns 
of  The  Accountants'  Journal, 

Yours  truly, 

i^tk  December  1920.  INTERESTED. 
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By  Albert  Crew,  Barrister-at-Law. 

An  up-to-date  knowledge  of  recent  decisions  in  the  Courts 
is  of  the  greatest  value  to  accountants  and  business  men 
and  to  students  reading  for  their  examinations.  In  this 
column  are  noted  the  salient  features  of  the  leading  cases 
decided  during  the  preceding  month. 

Bankruptcy. 

Illegal  Preference. 

A  debtor  arranged  with  a  particular  creditor  for  payment  of  his  debt  in  certain 
instahnents  if  a  general  scheme,  to  which  the  particular  creditor  would  be  a  party, 
were  carried  through ;  that  arrangement  conferred  a  privilege  on  the  particular 
creditor  over  the  other  creditors  to  the  proposed  general  scheme ;  the  general  scheme 
was  agreed  to ;  the  particular  creditor  obtained  in  absence  a  decree  on  his  debt  acting 
on  his  particular  agreement ;  the  creditors  of  the  general  scheme  suspended.  It  was 
held  that  the  general  scheme  was  only  voidable,  not  void,  the  arrangement  with  the 
particular  creditor  void  as  fraudulent.    Miinro  v.  Rothfield  (1920,  57  S.L.R.  501). 

Protection  for  Metnbers  of  H.M.  Forces. 

On  the  i2th  April  1918   a  debtor  contracted  a  debt  of  and  on  the  4th  July 

19 18  he  was  granted  a  commission  in  the  Royal  Navy  Volunteer  Reserve.  On  20th 
November  1918  judgment  was  given  against  him  by  default,  on  3rd  July  1919  he  was 
demobilised,  on  5th  March  1920  a  bankruptcy  notice  was  served,  and  on  29th  June 
1920  a  Receiving  Order  was  made.  The  Admiralty  stated  that  demobilised  officers 
pass  to  the  status  of  volunteers  not  called  out  for  service,  and  do  not  pass  out  of  the 
Force  by  the  mere  fact  of  demobilisation.  The  debtor  was  liable  for  five  years'  service. 
He  claimed  protection  under  Courts  (Emergency  Powers)  Acts  of  1914  and  1917,  as 
extended  by  the  War  Emergency  Laws  (Continuance)  Act,  1920,  that  he  did  not  cease 
to  be  an  officer  until  his  term  of  service  expired,  or  until  he  was  formally  gazetted 
out  of  the  service.  It  was  held  that  for  all  practical  purposes  officers  who  came 
under  these  regulations  were  regarded  as  having  severed  their  connection  with  the 
service  on  demobilisation.  A  demobilised  officer  passed  to  the  status  of  a  volunteer 
not  called  up  for  service,  and  while  retaining  his  commission,  could  return  to  civil 
occupation.  For  the  purposes  of  the  Emergency  Laws,  the  debtor  ceased  to  be  an 
officer  upon  demobilisation,  and  the  Receiving  Order  was  properly  made.  In  re  a 
Debtor,  No.  206  (1920,  150  L.T.  356). 

Order  of  Adjudication  Annulled.    Right  of  Debtor  to  Sue  in  respect  of  his  Property. 

S.  had  a  contract  v^ith  the  defendants  for  the  making-up  of  a  road,  and  on  the  31st 
March  19 14  he  assigned  in  proper  form  all  moneys  coming  to  him  under  that  con- 
tract to  the  plaintiff.  Due  notice  of  the  assignment  was  given  by  the  plaintiff  to  the 
defendants.  In  1915  the  plaintiff  was  adjudicated  a  bankrupt.  He  had  only  two 
creditors,  and  he  paid  them  a  composition  of  5s.  in  the  and  thereupon  an  order 
annulling  the  adjudication  was  made  by  the  Court.  Previously  to  his  adjudication 
the  defendants  had,  after  some  dispute,  paid  S.  direct  the  sum  of  ;^275  in  settlement 
of  his  claim  for  work  done  under  the  contract.  In  an  action  by  the  plaintiff,  claim- 
ing ;^275  from  the  defendants,  they  pleaded,  inter  alia,  that  the  action  was  not  main- 
tainable by  the  plaintiff,  as  no  order,  vesting  his  property  in  him,  had  yet  been  made. 
It  was  held  that  as  in  this  case  the  composition  had  been  paid  in  fullj  the  order 
annulling  the  bankruptcy  was  a  final  order,  by  which  all  rights  in  the  debtor's  pro- 
perty passed  out  of  the  Official  Receiver,  and  as  they  could  not  remain  in  the  air, 
must  be  taken  to  have  vested  in  the  plaintiff.  Flower  v.  Lyme  Regis  Corporation 
(1920,  65  S.J.  133). 
Set-Off. 

A  holder  of  a  policy  payable  at  the  end  of  28  years  borrowed  money  from  the 
assurance  company  on  his  policy.    Before  the  years  expired,  an  order  was  made  to 
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wind  up  the  company,  and  the  policy  was  vahjed  under  the  Assurance  Companies 
Act,  1909.  The  policy-holder  then,  by  leave  of  the  Court,  brought  an  action  for 
redemption  against  the  company,  claiming  to  set-off  the  value  of  the  policy  against 
his  debt.  It  was  held  that  Section  31  of  the  Bankruptcy  Act,  1914  (which  provides 
that  where  mutual  debts  between  a  debtor  against  whom  a  Receiving  Order  has  been 
made,  and  a  person  claiming  a  debt  under  the  Receiving  Order,  an  account  shall  be 
taken,  and  the  sum  due  from  the  one  party  shall  be  set  off  against  any  sum  due  from 
the  other  party)  did  not  apply,  and  no  set-oft"  could  be  allowed.  Paddy  v.  Clution 
(1920,  2  Ch.  554). 

Companies. 

Preference  Dividends  are  Prima  Facie  CumtiJative. 

By  a  special  resolution  of  a  limited  company  it  was  provided  that  "  out  of  the 
profits  of  the  company  "  the  holders  of  "  A  "  Preference  Shares  should  receive  *'  as  a 
first  charge  thereon  "  a  cumulative  preferential  dividend  at  the  rate  of  8  per  cent.,  the 
holders  of  "  B  "  Preference  Shares  as  a  second  and  postponed  charge,  a  preferential 
dividend  at  the  rate  of  5  per  cent,  per  annum,  and  provision  was  also  made  for  the 
distribution  of  the  balance  of  the  profits.  It  was  held  that  the  dividend  in  the  "  B  " 
shares  was  cumulative,  the  fact  that  it  was  not  in  term!>  described  as  such,  in  contrast 
to  the  dividend  on  the  "  A  "  shares,  being  insufficient  to  displace  the  general  rule 
that  preference  dividends  are  prima  facie  cumulative.  Fert^uson  v.  Buchanan  (1920, 
S.C.  154). 

Reorganisation  of  Share  Capital. 

Where  a  company,  by  special  resolution,  reorganised  its  share  capital  in  such  a 
manner  that  the  liability  of  the  company  to  the  shareholders  was  reduced,  but  the 
nominal  amount  of  the  share  capital  was  not  reduced,  it  was  held  that  the  company 
had  rightly  adopted  the  procedure  prescribed  by  Section  45  of  the  ("ompanies  (Con- 
solidation) Act,  1908,  in  order  to  obtain  confirmation  of  the  reorganisation  scheme. 
Peebles  Hotel-Hydropathic,  Ltd.  (1920,  57  S.L.R.  280). 

Priority  as  to  Capital;  Right  to  Participate  in  Surplus  Assets. 

A  company  was  incorporated  in  1916  with  a  capital  of  ;£5^5,ooo  divided  into  4,000 
Cumulative  Preference  Shares  of  £1  each,  and  1,000  Ordinary  Shares  of  /^i  each. 
By  the  memorandum,  the  Preference  Shares  entitled  the  holders  to  a  fixed  cumu- 
lative dividend  of  7  per  cent,  per  annum  on  the  amount  paid  up  on  the  shares,  and 
to  repayment  of  capital  before  any  dividend  was  paid  or  capital  repaid  to  the  holders 
of  Ordinary  Shares.  All  the  capital  of  the  company  was  issued,  and  the  shares 
fully  paid.  It  was  held  that  the  provision  in  the  memorandum  was  only  directed 
to  a  case  where  the  assets  were  insufficient  to  repay  capital.  It  did  not  operate 
to  prevent  the  preference  shareholders  from  asserting  their  statutory  right  to  partici- 
pate with  the  ordinary  shareholders  in  any  surplus  assets  which  there  might  be. 
Anglo-French  Music  Co.  v.  Nicoll  (1920,  55  L.J.  456). 

Objects  Conducive  to  Main  Objects. 

At  an  extraordinary  general  meeting  of  a  company  formed  for  the  purpose  of  carry- 
ing on  the  business  of  chemical  manufacturers  a  resolution  was  passed  enabling  the 
directors  to  distribute  ;^ioo,ooo  for  the  furtherance  of  scientific  education  and 
research.  The  company  took  power  in  its  memorandum  to  do  all  such  business  as 
might  be  incidental  or  conducive  to  the  objects  of  the  company  or  any  of  them.  It 
was  held  that  the  objects  provided  in  the  memorandum  to  do  all  such  business  as 
might  be  incidental  or  conducive  to  the  attainment  of  the  objects  of  the  company 
meant  that  it  must  be  incidental  or  conducive  to  the  paramount  object  for  which  the 
company  was  formed.  The  evidence  was  that  the  expenditure  voted  by  the  com- 
pany would  be  for  the  benefit  of  the  community,  and  also  of  the  company,  and  was 
likely  to  lead  to  the  direct  advantage  of  the  company,  as  the  company  had  great 
dif?iculty  in  providing  the  right  class  of  men  necessary  for  the  proper  conduct  of  the 
business,  and  this  expenditure  would  bring  into  existence  an  efficient  body  of  men 
from  which  the  company  could  recruit  men  for  the  work.  In  consequence,  the  Court 
held  that  the  resolution  was  not  too  general,  and  that  no  order  ought  to  be  made 
to  restrain  the  company  from  acting  upon  the  resolution.  Evans  v.  Brunner,  Mond 
<^  Co.  (1920,  65  S.J.  134). 
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Criminal  Law. 

Official  Secrets  and  Wrongful  Retention  of  Government  Plans. 

The  provision  in  Section  2  (i)  (&)  of  the  Official  Secrets  Acts,  191 1  [which  provides 
that  if  any  person  retains  the  sketch,  plan,  model,  article,  note,  or  document  in  his 
possession  or  control  when  he  has  no  right  to  retain  it,  or  when  it  is  contrary  to  his 
duty  to  retain  it,  shall  be  guilty  of  a  misdemeanour]  making  it  an  offence  for  any 
person  to  retain  possession  of  certain  plans  when  he  has  no  right  to  do  so,  is  not 
confined  to  plans  used  in  "  prohibited  places  "  as  defined  by  Section  3  of  the  Act. 
R.  V.  Simington  (1920,  37  T.L.R.  114). 

Contract. 

Scope  of  Authority  of  Estate  Agent. 

The  mere  employment  of  an  estate  agent  by  an  owner  to  dispose  of  a  house  con- 
fers no  authority  to  make  a  contract ;  the  agent  is  solely  employed  to  find  someone  to 
negotiate  with  the  owner ;  but,  if  the  agent  is  definitely  instructed  to  sell  at  a  certain 
price,  those  instructions  involve  authority  to  make  a  binding  contract,  and  to  sign 
an  agreement.  But  the  authority  is  limited  to  signing  an  open  contract,  and  does 
not  authorise  the  agent  to  sign  a  contract  with  special  conditions,  e.g.  as  to  title, 
with  which  it  is  no  part  of  an  estate's  duty  to  deal.    Keen  v.  Mear  (1920,  2  Ch.  574). 

Liability  of  Servant  of  the  Crown  to  be  Dismissed  Without  Notice. 

A  Crown  servant,  against  whom  no  misconduct  is  alleged,  is  liable  to  dismissal 
at  the  pleasure  of  the  Crown  without  notice,  even  if  the  form  of  agreement  under 
which  he  has  been  engaged  implies  that  except  in  case  of  misconduct,  the  engage- 
ment can  be  terminated  only  by  notice.  Denning  v.  Secretary  of  State  for  India 
(1920,  37  T.L.R.  IJ9). 

Agreement  for  Punctual  Payment  of  Interest. 

Where  an  instrument  clearly  expresses  payment  to  be  made  punctually  on  a  day 
stipulated,  that  payment  is  not  so  made,  unless  it  is  made  on  that  day.  Maclaine  v. 
Gatiy  (1920,  37  T.L.R.  139). 

Statute  of  Limitations  and  Written  Promise  to  Pay. 

In  an  action  in  which  the  defendant  pleaded  the  Statute  of  Limitations,  the  Court 
held  that  in  the  defendant's  letters,  which  contained  words  of  hope  and  expectancy 
about  his  being  able  to  pay  the  debt,  and  which  also  contained  expressions  amount- 
ing to  an  admission  of  debts,  the  particular  words  of  hope  and  expectancy  were  not 
enough  to  qualify  the  admission,  and  that,  as  there  was  an  unqualified  admission, 
a  promise  to  pay  must  be  implied.    Fettes  v.  Robertson  (1920,  37  T.L.I^.  80). 

Landlord  and  Tenant. 

Dwelling  House  Reasonably  Required  as  a  Residence  and  Alternative  Accommodation. 

Under  the  Increase  of  Rent  and  Mortgage  (Restrictions)  Act,  1920,  Section  5, 
(i),  there  must  be  evidence  of  deterioration  of  the  premises  to  enable  a  landlord  to 
rely  on  Clause  {b)  [which  provides  that  a  landlord  is  entitled  to  judgment  for  the 
recovery  of  possession  vv'hen  the  condition  of  the  dwelling  house  has,  in  the  opinion 
of  the  Court,  deteriorated  owing  to  acts  of  waste  by  or  the  neglect  or  default  of  the 
tenant]  (2),  the  dwelling  house  must  be  reasonably  required  within  Clause  (d)  at  the 
date  of  the  hearing  of  the  application  for  possession,  and  (3)  the  primary  onus  of 
proof  of  alternative  accommodation  is  upon  the  landlord,  and  not  upon  the  tenant. 
Nevile  v.  Hardy  (1920,  65  S.J.  135). 

Amount  of  Statutory  Rent  and  Payment  or  Charge  for  Attendance. 

The  Increase  of  Rent  Act,  &c.  of  1920  (supra),  Section  12  (2)  (a)  provides  that  the 
Act  shall  apply  to  a  house  or  part  of  a  house  set  out  as  a  separate  dwelling,  where 
either  the  annual  amount  of  the  standard  rent  or  the  rateable  value  does  not  exceed 
(a)  in  the  Metropolitan  Police  District,  including  the  City  of  London,  £ioS,  pro- 
vided that  this  Act  shall  not,  save  as  otherwise  expressly  provided,  apply  to  a  dwell- 
ing-house bond  fide,  let  at  a  rent  which  includes  payments  in  respect  of  board  and 
lodging  and  attendance,  or  use  of  furniture.  By  an  f.greement,  dated  25th  June  1917, 
a  tenant  covenanted  with  the  landlord  to  pay  a  yearly  rent  of  ;£^75  for  a  fiat  for  the 
first  year,  and  ;^ioo  during  the  second  and  third  years,  and,  moreover,  to  pay  the 
sum  of  los.  weekly  throughout  the  tenancy  for  service.  It  was  held  that  the  rent  of 
the  premises  was  below  the  sum  of  ;^io5  a  year,  and  within  the  statutory  limit  of 
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Section  12,  Subsection  2  (a)  supra,  as  the  rent  was  not  inclusive,  but  exclusive  o( 
stipulated  payments  for  attendance,  and,  therefore,  the  landlord  was  not  entitled 
to  an  order  for  possession.    Wood  v.  Wallace  (1920,  65  S.J.  135). 

Master  and  Servant. 

Compensation  for  Suicide  as  the  Result  of  an  Accident. 

When  a  workman  commits  suicide  by  reason  of  insanity  resulting"  from  an  acci- 
dent arising  out  of  and  in  the  course  of  his  employment  under  the  Workmen's 
Compensation  Act,  1906,  his  dependents  are  entitled  to  compensation  if  the  suicide 
was  a  result  of  the  accident,  and  not  a  result  of  the  brooding  over  the  injury  received. 
Marriott  v.  Maltby  Main  Colliery  Co.  (1920,  37  T.L.R.  123). 

Septic    Poisoning  as  the  Result  of  the    Cumulative    Effect  of  a    Series  of  Minor 
Accidents. 

A  woman  employed  in  finishing  copper  shell  adaptors  incurred,  owing  to  the  nature 
of  the  work,  a  series  of  minor  scratches  and  abrasions  on  her  hands,  which  were 
commonly  followed  by  gatherings  leading  to  blood  poisoning.  In  her  case  the 
poisoning  gradually  infected  her  whole  system,  and  she  was  ultimately  totally 
incapacitated  by  resulting  osteo-arthrilis.  It  was  held  that  she  was  entitled  to  com- 
pensation under  the  Workmen's  Compensation  Act,  1906,  though  it  was  not  possible 
to  support  the  finding  of  the  County  C'ourt  Judge,  that  her  condition  was  due  to  one 
particular  accident  on  a  certain  date.  The  injury  was  due  to  the  cumulative  effect 
of  a  series  of  minor  accidents,  no  one  of  which  alone  would  probably  have  caused  it, 
and  it  was  unnecessary  to  fix  the  exact  time  when  the  poisonous  germ  entered  the 
system.    Selvage  v   Burrell  (1920,  65  S.J.  133). 

Negligence. 

Duty  of  Conductor  of  Tramway  Car. 

The  mere  fact  that  a  tramway  car  has  been  started  from  an  optional  stopping 
place  through  the  bell  being  pulled  by  a  passenger  in  the  absence  of  the  conductor, 
does  not  render  tlie  tramway  owners  responsible  for  injury  thereby  occasioned,  unless 
it  is  shown  thai  in  the  circumstanci-s  the  non-control  of  the  bell  l)y  the  conductor 
amounted  to  negligence.     Wagner  7'.  West  Ham  Corporation  (1920,  37  T.L.R.  86). 

Railways. 

GoolLs  Cdiricd  nt  Oivner's  Risk. 

In  ;in  action  by  an  owner  f<;r  lo^s  of  his  goods  entrusted  to  a  railway  company 
for  carriage  "  ai  owner's  risk,"  that  is,  when  he  agrees  to  relieve  the  company  from 
all  liability  Uir  loss,  misconveyance,  misdelivery,  delay,  or  detention  of  the  goods, 
except  upon  proof  that  such  loss,  damage,  misconveyance,  delivery  and  detention 
arose  from  the  wilful  misconduct  of  the  company's  servants — if  no  circumstances 
from  which  siuh  wilful  misconduct  can  fairly  be  Inferred,  are  disclosed  from  the 
company's  inaliiiity  to  acroiinl  for  the  loss,  and  the  result  is  that  the  evidence  is 
equally  consistenr  with  liability  or  non-liability  on  the  part  of  the  company,  the 
burden  of  proving  such  wilful  misconduct  still  lies  upon  the  owner.  Smith  v.  Great 
Western  Railway  (1920,  37  T.L.R.  117). 

Wills  and  Executors. 

Right  of  Wife  to  let  House  vohich  has  been  Allowed  to  her  to  Possess  Rent  Free. 

A  testator  directed  his  trustees,  in  the  event  of  his  wife's  surviving  him,  "  to  allow 
my  said  wife  to  possess  rent  free,  during  the  whole  period  of  her  survivance  of  me," 
the  family  dwelling-house,  along  with  the  whole  furniture  and  furnishings  therein, 
and  after  the  payment  of  certain  legacies,  to  realise  and  divide  the  remainder  of  his 
estate  between  his  children.  It  was  held  that  the  wife  was  entitled  to  let  the  house 
furnished  or  unfurnished  during  her  lifetime,  and  liable  for  payment  of  the  feu 
duty,  proprietor's  rates  and  taxes,  repairs,  and  insurance.  Milne's  Trustees  v.  Milne 
(57  S.L.R.  372). 

Validity  of  Infant  Legatee's  Consent. 

Where  a  testator  shows  an  intention  that  a  power  given  to  a  legatee  to  consent  to 
a  re-settlement  by  trustees  shall  be  exercised  during  minority,  such  power  can  be 
effectually  exercised  1)y  a  minor.    In  re  Sutton  (1920,  65  S.J.  155). 
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January  5//;,  Wednesday. — Bristol  Ciiarteked  Accountants  Students'  Society. — 

Mock  Shareholders  Meeting,  8  p.m.,  at  Stuckey's  Restaurant,  Bristol. 
South  Wales  and  Monmouthshire  Chartered  Accountant  Students'  Society. 

— Lecture,  "  A  Few  Notes  on  Brewery  Accounts,"  by  Mr.  A.  H.  Williams, 

A.C.A.,  7.30  p.m.  at  5  High  Street,  Cardiff. 
January  ttli,  Thursday. — Leeds  and  District  Chartered  Accountants  Students' 

Association.— Lecture,  "  Excess  Profits  Duty,"  by  Mr.  E,  Duncan  Taylor, 

A.C.A.,  6.30  p.m.,  at  7  Bond  Place,  Leeds. 
January    loth,    Monday. — Birmingham    and   Midland    Society   of  Incorporated 

Accountants  and  Students'  Society. — Lecture,  "    Partnership  Accounts,"  by 

Mr.  A.  C.  RidgWciy,  A.C.A.,  at  The  Library,  County  Chambers,  Corporation 

Street,  Birmingham'. 

January  iith,  Tuesday.— Iksiuvik  of  Industrial  Administration. — Lecture,  "The 
Measure  of  Output  in  Agriculture,"  by  Mr.  W.  J.  Maiden,  illustrated  by  film 
and  demonstrations,  7  p.m.,  in  Conference  Hall,  Central  Hall,  Westminster. 

January  12th,  Wednesday. — Glasgow  Chartered  Accountants  Students'  Society. — 
Lecture,  "  Farm  Accounts,"  by  Mr.  A.  Murdoch,  C.A.,  7.30  p.m.,  at  218  St. 
Vincent  Street,  Glasgow. 

Nottingham  Chartered  Accountants  Students'  Society. — Lecture,  "  Sale  of 
Goods,"  by  Mr.  E.  Huntsman,  Solicitor. 

January  i^th,  Saturday. — Yorkshire  Students'  Society  of  the  Institute  of  Muni- 
cipal Treasurers. — Annual  Meeting,  3  p.m.,  at  Leeds. 

January  lyth,  Monday. — Birmingham  and  Midland  Society  of  Incorporated 
Accountants  and  Students'  Society. — Lecture,  "  Sale  of  Goods  Act,"  by  Mr. 
F.  S.  Saville,  LL.B.,  Solicitor,  at  The  Library,  County  Chambers,  Corporation 
Street,  Birmingham. 

West  of  England  Society  of  Incorporated  Accountants. — Lecture, 
"  Elements  of  Statistics,"  by  Mr.  Hubert  Phillips,  B.A.,  5.30  p.m.,  at  Royal 
Hotel,  College  Green,  Bristol. 

January  igth,  Wednesday. — Glasgow  Chartered  Accountants  Students'  Society, — 
Lecture,  "  Mechanical  Aids  in  Offices,"  by  Mr.  J.  Stamper,  7.30  p.m.,  at  218 
St.  Vincent  Street,  Glasgow. 

January  20th  Thursday. — Leeds  and  District  Chartered  Accountants  Students' 
Association. — Lecture,  "  Examination  Costing  Problems,"  by  Mr.  E.  Miles 
Taylor,  F.C.A.,  6.30  p.m.,  at  7  Bond  Place,  Leeds. 

January  24///,  Monday. — Manchester  Chartered  Accountants  Students'  Society. — 
Joint  Debate  with  Liverpool  Students'  Society. 

January  2^th,  Tuesday. — Institute  of  Industrial  Administration. — Lecture,  "  Nev/s 
and  its  Influence  on  Output,"  by  Mr.  H.  S.  Ryland,  F.O.S.,  7  p.m.,  at  110, 
Victoria  .Street,  S.W.  i. 

January  26th,  W ednesday . — South  Wales  and  Monmouthshire  Chartered  Account- 
ant Students'  Society. — Lecture,  "  Negotiable  Instruments,"  by  Mr.  Barnett 
Janner,  B.A.,  7.30  p.m.,  at  5  High  Street,  Cardiff. 

January  2'jth,  Thursday. — Nottingham  Chartered  Accountants  Students'  Society. 
— Joint  Debate  with  Sheffield  Chartered  Accountants  Students'  Society. 

January  315^,  Monday. — West  of  England  District  Society  of  Incorporated 
Accountants. — Lecture,  "  Elements  of  Statistics  :  Definitions  and  Illustrations," 
by  Mr.  Hubert  Phillips,  B.A.,  5.30  p.m.,  at  Royal  Hotel,  College  Green, 
Bristol. 

School  of  Accountancy  Students'  Association  (Liverpool  Branch). — 
Lecture,  "  Building  Societies  in  their  Relation  to  Industrial  Progress,"  by  Mr 
Jas.  Macphail,  Manager  of  the  Liverpool  Investment  Building  Society,  at  7.30 
p.m.,  Overseas  Club,  Church  Street,  Liverpool. 


559 


Students'  Society  Notes. 


Sheffield  Chartered  Accountants  Students'  Society. 

All  our  meetings  fixed  for  the  Autumn  Session  have  now  been  held,  with  the  excep- 
tion of  the  debate  on  December  15th,  which  we  will  report  in  our  next  month's  issue. 
The  following  lectures  have  been  held  since  our  last  report  : — 

November  i-jth. — Mr.  \V.  R.  Moore,  F.I.A.,  in  his  lecture  on  "  Annuities  and  Sink- 
ing Funds,"  rubbed  up  the  knowledge  of  algebra  latent  in  the  minds  of  many  of  our 
students.  His  lecture  was  illustrated  by  many  algebraic  calculations  on  the  board, 
which  decided  many  students  against  taking  actuarial  science  as  an  optional  subject 
in  the  Final  Examination,  and  made  all  profoundly  thankful  that  this  science  is 
optional,  and  not  compulsory. 

November  2^th. — Mr.  R.  M.  F.  Gill,  A.C.A.,  a  member  of  our  Society,  gave  an 
instructive  lecture  on  *'  Receiverships,"  chiefly  dealing  with  Receivers  appointed  by 
the  Court.  He  spoke  from  sound  practical  experience,  and  read  Orders  of  the  Court 
in  several  cases.  He  dealt  at  length  with  the  Appointment  of  the  Receiver,  and  the 
Taxing  of  Costs. 

December  1st. — Mr.  G.  H.  Knighton,  A.C.A.,  a  former  Secretary  of  our  Society,  and 
a  Final  Honours  man,  gave  a  lecture  entitled  "  More  Examination  and  Practical 
Points."  He  confined  his  remarks  to  the  vexed  question  of  depreciation,  and  the 
use  of  graphs.  His  graphs  were  carefully  prepared,  and  his  remarks  lucid,  and  his 
audience,  deplorably  small  as  it  was,  fully  appreciated  the  significance  of  the  points 
enumerated. 

December  Sth. — This  was  the  occasion  of  a  very  enjoyable  discussion  on  the 
November  1920  Intermediate  Examination  Questions,  at  which  Messrs.  B.  E. 
Brown,  A.C.A.,  and  F.  Downing,  took  a  leading  part. 


The  Leicester  Chartered  Accountants  Students*  Society. 

Since  our  last  issue  the  following  meetings  have  been  held  : — 
November  17th. — Lecture,  "  Preparation  for  the  Institute's  Examination,"  by  Mr. 

B.  G.  Vickery,  A.C.A. 
November  24th. — Lecture,  *'  A  Few  Notes  on  Money  and  the  Foreign  Exchange,"  by 

Mr.  H.  W.  Naish,  M.B.E.,  A.C.A. 
December  ist.— Lecture,  "  Principles  of  Economics,"  by  Rev.  R.  F,  Rattray,  M.A., 

Ph.D. 

December  Sth. — Lecture,  "  Capital  :  What  it  Is  and  Does,"  by  Mr.  P.  D.  Leake, 
F.C.A. 

A  more  detailed  account  of  these  lectures  will  appear  in  due  course.  The  Committee 
have  arranged  an  excellent  programme  of  meetings  for  the  New  Year,  and  it  is  hoped 
that  all  students  will  join  in  supporting  their  endeavours. 

South  Wales  and  Monmouthshire  Chartered  Accountant 
Students'  Society. 

We  wish  all  our  members  a  Happy  and  Successful  New  Year  !  apd  may  the 
second  Wednesday  in  January  bring  nothing  but  good  news  to  some  of  them  ! 

Mr.  Wentworth  H.  Price,  F.C.A,,  President  of  the  Senior  Society,  presided  at  a 
meeting  of  our  Society  on  26th  November,  when  we  were  edified  by  three  of  our 
past  members,  who  have  now  ascended  to  the  seats  of  the  qualified  ones.  Mr.  E.  L. 
Pope  (of  Newport),  read  an  excellently  worded  paper  on  "  Excess  Profits  Duty,"  and 
Mr.  Clifford  Munn  discussed  the  ruling  in  Binney  v.  Inland  Revenue.  Then  Mr. 
R.  G.  White,  protesting  that  it  was  almost  impossible  to  find  an  original  subject, 
regaled  us  with  a  treatise  on  "  Bookkeeping  for  Burglars."  (We  hope  that  Mr. 
Editor  may  insert  portions  of  it  in  a  future  issue.)    A  useful  discussion  followed. 

The  Ten  Minute  Paper  Competition  results  are  to  be  announced  at  a  meeting  to 
be  held  on  17th  December.  Messrs.  Wentworth  H.  Price  and  H.  S.  Metcalf  are 
the  adjudicators,  and  we  are  anticipating  an  interesting  evening. 

It  is  hoped  tkat  the  Tuition  Classes  will  re-commence  on  ist  January.  Our  num- 
bers are  increasing,  and  an  extension  of  the  syllabus  is  foreshadowed. 
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Speech  by  Sir  John  Simon  at  London  Students  Dinner. 

A  profession  is  a  pursuit  which  is  followed  not  solely  as 
a  livelihood  hut  always  subject  to  over-riding  duties,  pre- 
scribed by  a  code  of  professional  honour  involving  in  an 
especial  degree  the  strict  observance  of  confidences,  in  which 
the  work  that  we  do  must  be  rendered  to  our  clients  without 
stint  in  proportion  to  our  clients^  need  rather  than  in  pro- 
portion to  the  reward  which  we  receive,'^ — Sir  John  Simon. 

The  Rt,  Hon.  Sir  John  Simon,  K.C.V.O.,  K.C.,  in  proposing  the  toast 
of   "  The    Chartered   Accountant    Students     Society   of   London,"    said  : 
I   may   fairly   claim   that    this   is   the    toast   of   the   evening ;  certainly 
it  is  the  toast   of   the   Society   which   is  the  occasion  of  our  meeting 
to-night.     So  much   has  been  said  already  about  the  character  of  the 
profession  of  accountancy   that  it   is   a  little  diihcult  to  avoid  touching 
on  topics  which  have  already  been  treated.    As  Mr.  Cash  said,  this  great 
profession  attends  mankind  from  the  cradle  to  the  grave.     It  guides  the 
schoolboy,  who,  in  a  desperate  attempt  to  explain  a  deficit  in  his  petty 
cash,  is  moved  to  deceive  his  fond  parents  by  the  entry,  S.P.G.,  6d.,  but 
is  ultimately  forced  to  explain  that  "  S.P.G."  merely  means,  "  Sundries, 
Probably  Grub."    (Laughter.)    It  consoles  the  harassed  taxpayer  in  resist- 
ing the  exactions  of  Mr.  Wilkins  and  an  unrighteous   Treasury,  when 
dealing  with  unpleasant  buff-coloured  forms,  until  the  great  profession  of 
accountancy    almost    succeeds    in     making    the    income-tax  intelligible. 
(Laughter.)    Not  onl}^  so,  but  it  attends,  on  the  invitation  of  our  executors, 
as  we  pass  away  from,  this  mortal  scene,  in  order  to  render  our  last  strict 
account  in  another  place  to  Rhadamanthus,  who,  in  my  imagination,  presents 
a  countenance,  genial,  benignant,  but  exacting,  very  much  of  the  appearance 
of  Sir  William  Plender's — (laughter) — for  our  dying  hope  is  that  we  may 
appear  with  our  original  vouchers  examined,  certified  and  found  correct. 
(Laughter.)    One  of  the  features  of  the  great  profession  of  accountancy 
which  has  always  filled  me  with  interest  and  surprise  is  the  calmness  with 
which  it  deals  with  every  situation  that  arises.    It  intervenes  with  equal 
authority  and  complete  equanimity  alike  in  prosperity  and  in  adversity. 
It  calculates  super-tax  without  envy — (laughter)  ;  it  winds  up  a  bankrupt's 
estate  without  remorse,    (Laughter.)    It  is  a  profession  which  is  continually 
extending  the  bounds  of  its  usefulness.    It  is  not  so  long  ago  that  on  the 
occasion  of  the  annual  audit  at  an  Oxford  College  there  was  a  destructive 
fire  in  the  kitchen  of  that  institution,  which,  on  investigation,  was  found  to 
be  due  to  the  circumstance  that  the  Warden   and  Fellows  were  busily 
engaged  in  cooking  the  accounts.    (Laughter.)    How  far  back  does  this  cool, 
remorseless  investigation  of  our  financial  affairs  extend?    I  do  not  recollect 
any  reference  to  Chartered  Accountants  in  the  Bible,  unless  you  include 
the  unfortunate  experience  of  Pharaoh's  baker,  whose  stocktaking  was  so 
unfairly  interfered  with  by  birds  from  heaven,  or  the  reprehensible  but 
very  human  action  of  the  unjust  steward,  who,  when  he  could  not  get  his 
sum  to  add  up  rightly,  cut  the  knot  by  urging  his  master's  debtor  to  sit 
down  quickly  and  write  "  fifty  " — (laughter) — but  those  gentlemen  existed 
long  before  the  days  when  the  high  standards  which  now  prevail  with  the 
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professional  accountant  were  part  of  the  burden  which  had  to  be  borne  by 
frail  humanity.  1  was  reading  the  other  day  an  old  and  very  interesting 
historical  book,  Fuller's  "  Church  History/'  and  1  saw  in  the  chapter  which 
gives  an  account  of  the  administration  of  abbeys  in  this  countr}'  before  the 
abolition  of  the  monasteries  this  illuminating  passage ;  old  Fuller  writes, 
with  reference  to  the  administration  of  various  charities  by  the  Dean  and 
Chapter  of  St.  Paul's,  "  However,  we  may  take  notice  that  herein  the  Dean 
"  and  Chapter  of  St.  Paul's  were  both  their  own  accountants  and  their 
"  own  auditors,  and,  consequently,  none  can  dispute  their  reckonings 
"  therein."  (Laughter.)  Then  says  he,  "It  is  to  be  noted  that  in  this 
"  their  duty  they  only  brought  in  their  bare  annual  rent  of  houses,  the 
"  fines  not  being  charged  to  their  account,  but  swallowed  in  silence,  to  the 
"  great  commodity  of  the  Dean  and  X^hapter."  (Laughter.)  That  was  long 
before  the  C.A.S.S.  of  London  had  got  their  eye  on  the  proceedings  of 
every  public  body.  To  come  to  comparative!}'  modern  times,  there  was  once 
a  Chancellor  of  the  Exchequer  who  presided  over  our  finances  with  dignity 
and  success,  but  who  was  constrained  to  inquire  of  the  Permanent  Under- 
Secretary  what  was  the  meaning  of  decimal  points  and  to  declare  that 
while  he  understood  the  whole  of  the  national  finance,  he  wanted  to  know 
what  was  the  meaning  of  "  those  damned  dots."  (Laughter.)  But  that 
was  long  ago;  that  was  in  an  age  when  a  Chancellor  resigned  in  the 
interests  of  economy.  (Loud  laiighter.)  If  we  may  presume  to  look  into  the 
future,  there  is,  I  dare  say,  even  to-day,  still  room  for  improvement,  from 
the  point  of  view  of  the  professional  accomitant,  in  the  methods  adopted  in 
the  statement  of  our  national  Balance  Sheet.  Some  day,  peihaps,  we  shall 
in  these  national  accounts  distinguish  between  capital  and  income, 
(Laughter.)  The  day  may  dawn  when  we  shall  cease  to  regard  the  Disposals 
Board  as  a  vastly  profitable  revenue  department  merely  on  the  ground  that 
it  sells  off  second'  hand,  at  reduced  prices,  accumulations  of  stores  for  which 
another  (lovernment  department  had  only  paid  with  borrowed  money. 
(Laughter.)  This  will  be  one  of  the  tasks  which  perchance  may  fall  to  the 
present  members  of  the  Students'  Society  here  assembled.  I  should  like 
in  a  few  serious  words  to  recall  to  your  minds  a  fact  insisted  upon  in  every 
speech  to-night,  that  the  occupation  of  accountancy  claims,  and  is  entitled 
to  claim,  to  be  a  great  profession,  and,  when  I  say  that  it  is  a  profession, 
I  do  not  solely  mean  that  it  is  one  of  those  occupations  which  escapes,  under 
Section  39  of  the  Finance  Act  (No.  2),  1915,  the  inconvenience  of  accounting 
to  the  Special  Commissioners  for  Excess  Profits  Duty.  (Laughter.)  It  would 
ill  become  me,  in  an  assembly  actuated  by  the  strictest  professional  standards, 
to  offer  a  legal  opinion  without  being  paid  for  it — (laughter) — but  I  have 
sometimes  been  asked,  in  return  for  a  reasonable  consideration,  to  explain 
to  anxious  inquirers  what  precisely  is  meant  by  a  profession  that  escapes 
that  pernicious  impost.  I  shall  not  attempt  a  definition,  but  I  would  suggest 
to  5'ou  here  three  tests.  First  of  all,  a  profession  essentially  involves  this, 
that  it  is  based  on  preliminary  study,  training,  and,  it  may  be,  examination 
on  the  general  principles  of  the  pursuit.  In  the  second  place,  a  profession, 
I  venture  to  think,  essentially  involves  this,  that  the  profits  which  may  be 
made  from  its  pursuit  do  not  primarily  depend  upon  the  cg)mmand  of  great 
quantities  of  capital ;  thirdly,  and  most  important  of  all,  a  profession  is  a 
pursuit  which  is  followed  not  solely  as  a  livelihood  but  always  subject  to 
over-riding  duties,  prescribed  by  a  code  of  professional  honour  involving 
in  an  especial  degree  the  strict  observance  of  confidences,  in  which  the  work 
that  we  do  must  be  rendered  to  our  clients  without  stint  in  proportion  to 
our  clients'  need  rather  than  in  proportion  to  the  reward  which  we  receive. 
(Applause.)  I  venture  to  think  that  those  are  three  tests  by  which  the  great 
acknowledged  professions  of  our  time  may  fairly  be  judged,  and  it  is  because, 
from  such  experience  as  I  have  had  of  the  profession  of  accountancy,  I  am 
well  assured  that  it  satisfies  those  three  tests,  that  it  is  so  especially  a 
pleasure  to  propose  the  toast  entrusted  to  me   to-night.     (Applause.)  I 
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suppose  there  are  here  many  men  who  are  just  on  the  threshold  of  their 
professional  careers.  Most  of  them  probably  have  postponed  their  immediate 
personal  advantage  in  order  to  do  their  duty  on  behalf  of  the  country 
during  the  years  through  which  we  have  passed.  (Applause.)  Some  of 
those  comrades  and  colleagues  who  shared  that  dread  adventure  with  them 
will  never  return,  but  to  those  of  you  who  are  destined  to  inherit  a  great 
tradition  and  to  carry  it  forward,  I  would  venture  to  say  that  success  in  &11 
the  great  professions  depends  essentially  on  qualities  which  are  at  the  com- 
mand of  character.  There  are  some  incidental  assistants  which  aid 
individual  effort,  such  as  a  good  digestion,  one  of  the  most  valuable  qualifica- 
tions for  the  pursuit  of  any  learned  or  exacting  profession.  (Laughter.) 
Apart  from  convenient  physical  attributes,  success  in  any  great  profession, 
I  make  bold  to  say,  depends  upon  one's  realising  that  here  is  a  career  that 
is  open  to  talent,  that  talent  for  practical  purposes  depends  far  more  on 
individual  energy  and  unswerving  rectitude  than  upon  any  exceptional 
accomplishment  of  mind,  and  that  as  long  as  a  man  has  good  courage  and 
a  stout  heart,  is  really  imbued  with  the  feeling  that  he  is  carrying  on  a  great 
tradition  and  is  determined  to  do  his  duty  whatever  may  befall  him,  he 
may  count  with  confidence  upon  earning  an  honoured  place  in  the  ranks 
of  those  whom  he  has  joined.  It  is  therefore  with  especial  pleasure  that  I 
propose  to  you  the  toast  of  "  The  Students'  Society,"  and  with  it  I  am 
permitted  to  couple  the  name  of  a  gallant  gentleman,  Mr.  F.  J.  B.  Gardner, 
M.C.,  the  chairman  of  your  committee,  and  I  call  upon  this  company  with 
enthusiasm  to  drink  health  and  prosperity  to  the  Students'  Society. 
(Applause.) 

Mr.  F.  J.  B.  Gardner,  A.C.A.,  in  acknowledging  the  toast,  said  :  "  It 
is  my  privilege  as  Chairman  of  the  Committee,  to  reply  to  this  toast,  and  my 
duty  is  doubly  difficult ;  firstly,  I  follow  a  Chairman  who,  as  a  Special 
Constable,  became  a  skilled  rhetorician ;  and  secondly,  two  ladies  had  joined 
the  Society  during  the  year,  and  I,  being  of  a  shy  and  nervous  nature, 
feared  it  might  be  m}^  duty  to  welcome  them  here  this  evening."  After 
welcoming  the  ladies  to  the  Society,  he  continued  that  it  was  usual  for  them 
on  this  occasion  to  review  the  past,  repent  for  their  sins,  and  look  to  the 
future.  He  referred  to  the  current  programme  of  lectures,  which  he 
suggested  was  one  of  the  best  they  had,  and  in  particular  he  mentioned 
the  joint  debate  with  the  Chartered  Secretaries  Students.  Turning  to 
Finance,  he  reminded  the  audience  that  last  year  they  ended  with  a  balance 
on  the  wrong  side,  in  spite  of  the  generous  help  of  the  Institute.  They  had, 
however,  just  learned  that  the  Council  had  granted  them  the  same  amount 
as  they  did  last  year,  for  which  they  were  very  grateful.  "  We  are  glad," 
he  said,  "  that  the  Council  has  not  paid  too  much  attention  to  the  glaring 
headlines  in  the  newspapers  referring  to  '  retrenchment.'  "  (Laughter.)  He 
appealed  again  for  the  contiued  help  of  the  honorary  members.  He  referred 
with  some  pride  to  their  Coaching  Classes.  At  the  May  Examination  every 
candidate  they  entered  for  the  Final  passed,  including  2nd  place  Honours, 
and  in  the  Intermediate  they  obtained  3rd  place.  "  There  is  no  need  for 
"  students  to  travel  beyond  the  limits  of  the  City,  for  very  successful 
"  Coaching  Classes,  which  I  am  credibly  informed  will  save  some  in 
"  travelling  expenses,  and  which  articled  clerks  cannot  charge  up  in  their 
"  super-tax  returns."  The  speaker  made  reference  to  the  new  Committee  of 
the  Council  which  had  been  formed  to  arrange  lectures  for  London  m_embers. 
He  expressed  his  regret  at  the  resignation  of  Mr.  Northcott  during  the  year. 
In  conclusion,  he  wished  to  acknowledge  the  very  valuable  services  of  their 
President.  Sir  William  Plender  in  no  way  regarded  his  position  of  President 
as  a  sinecure,  and  at  all  times,  and  in  aU  seasons,  his  advice  and  counsel 
were  readily  given  and  frequently  sought,  and  he  desired  to  express  to  him 
the  Society's  grateful  thanks. 
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By  A.  Cathles,  O.B.E.,  C.A. 

Organisation  means  the  creation  of  methods  by  zvhich 
things  may  be  done  systematically .  Mr.  Cathles  here  describes 
practical  methods,  which  when  introduced  into  business  have 
been  found  to  give  the  best  results  in  efficiency  and  success. 

Ninety  per  cent,  of  the  business  of  this  country  is  run  on  haphazard  lines, 
and  the  trouble  is  that  everyone  considers  that  his  own  business  is  to  be 
reckoned  as  forming  part  of  the  remaining  lo  per  cent,  which  may  be  said 
to  be  run  efficiently. 

Now,  efficiency  means  doing  work  in  the  best  possible  way,  with  the  best 
obtainable  appliances,  in  the  most  up-to-date  manner,  with  the  least  possible 
effort,  at  the  lowest  possible  cost,  and,  above  all,  according  to  the  best 
possible  plan.  It  results  in  the  elimination  of  waste  of  all  kinds — waste  of 
time,  waste  of  energy,  waste  of  matter — in  fact,  it  stops  waste  of  wealth. 

The  average  l?ritish  business  man  is  so  conservative  that  he  cannot  see  that 
the  methods  of  his  grandfather  are  not  the  methods  that  will  best  meet  the 
conditions  of  the  business  life  of  to-day.  He  is  content  to  believe  that  what 
has  served  his  purpose  for  the  past  ten,  twenty,  thirty,  or  forty  years  is 
good  enough  to  serve  it  still,  and  yet  he  will  wonder  why  it  is  that  his 
younger  competitors  can  make  not  only  a  living  but  can  seriously  menace  the 
position  he  himself  has  held  in  the  business  world  for  so  long.  He  does  not 
realise  that  his  ways  are  old-fashioned  and  his  methods  out  of  date  as  com- 
pared with  the  ways  and  methods  of  five  years  ago,  and  antediluvian  in 
comparison  with  the  methods  of  to-day.  He,  travelling  in  a  stage  coach, 
expects  to  out-distance  his  rival  who  is  in  an  aeroplane.  To  use  an 
Americanism,  he  is  dead  but  he  doesn't  know  it. 

It  was  commonly  said  a  few  years  ago,  when  motor  traction  began  to  come 
into  its  own  in  our  streets,  that  there  were  two  classes  of  people,  the  quick 
and  the  dead.  So  in  business  that  counts  to-day,  there  are  only 
two  classes — the  one  that  is  awake  to  the  benefits  to  be  derived  from  up-to-date 
methods,  and  the  other  that  is  suffering  from  the  sleeping  sickness  with  which 
the  ways  of  yesterday  are  infected. 

The  business  of  yesterday  is  probably  one  which  started  from  a  very  small 
beginning  and  outgrew  its  original  inelastic  organisation — the  grip  and 
ability  of  its  founder  ;  for  the  organisation  of  a  small  business  is  wrapped 
up  in  the  brain  of  its  chief.  He  can  supervise  all  its  activities ;  he  can  direct 
all  its  energies;  but  gradually,  as  it  grows,  first  one  of  its  functions  demands 
more  and  more  of  his  attention,  then  another  and  another  follow  suit,  until, 
while  endeavouring  to  control  everything,  he  more  and  more  fails  to  control 
anything,  and  the  result,  sooner  or  later,  according  as  the  ability  of  the 
chief  is  small  or  great,  must  be  reduced  efficiency  all  round.  A  wise  man  will 
recognise  his  inability  to  continue  effectively  to  control  a  growing  business, 
and  will  create  such  an  organisation  as  will  provide  for  all  contingencies  as 
the  activities  of  the  business  expand,  and  upon  the  elasticity  of  that  organisa- 
tion the  success  of  the  future  will  depend. 


*  A  lecture  delivered  to  the  Office  Machinery  Users  Association  on  Thursday,  21st  October 
1920,  Mr.  A.  G.  Seaman  in  the  chair. 
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All  businesses  may  be  said  to  be  made  up  of  functions,  and  to  the  proper 
control  and  performance  of  these  functions  must  be  directed  the  energy  of 
the  executive  authority.  It  is  apparent  that  no  one  man,  however  able  he 
may  be,  can  hope  by  himself  to  control  all  of  the  functions  of  a  business  of 
even  moderate  size,  and  that  he  must  therefore  call  upon  the  assistance  of 
others.  In  the  choice  of  these  others  there  lies  the  fate  of  any  business.  In 
home  life  one  does  not  employ  a  doctor  to  mend  a  burst  water-pipe,  or  a 
gardener  to  cook  the  dinner — one  realises  that  a  pipe  requires  to  be  mended 
and  that  meals  have  to  be  cooked,  and  then  decides  upon  the  parties  likely 
to  give  the  greatest  satisfaction  in  the  performance  of  the  respective  duties. 

In  business  similarly  it  is  necessary  first  to  determine  the  functions  to  be 
performed  and  their  inter-relation,  and  then  to  place  in  charge  of  each  func- 
tion the  man  best  qualified  to  control  the  performance  of  it. 

A  manufacturing  business  may  be  reckoned  as  consisting  of  the  following 
six  functions  :  — 

(1)  The  purchase  of  the  raw  material,  component  parts,  and  other  commodi- 
ties necessary  to  enable  the  work  to  proceed — the  Purchasing  function. 

(2)  The  conversion  of  the  raw  material  into  the  finished  product  of  the 
business — the  function  of  Production. 

(3)  The  check  upon  the  conformity  of  the  finished  product  to  specification 
— the  function  of  Inspection. 

{4)  The  sale  of  the  finished  product — the  Selling  function. 

(5)  The  recording  of  the  goods  received,  manufactured,  and  despatched, 
and  of  services  rendered,  and  of  all  transactions  in  money  or  money's 
worth — the  Accounting  function. 

(6)  The  receipt,  custody,  and  disbursement  of  funds,  and  the  control  of  all 
sundry  services  not  directly  attributed  to  any  other  function — the  Secre- 
tarial function. 

Having  determined  these  functions,  one  has  taken  the  first  step  towards 
creating  an  organisation  for  the  business,  but  it  is  only  the  first  step  of  many 
and  is  comparatively  easy.  The  next  step  is  to  decide  upon  the  men  to  be 
appointed  to  control  these  functions,  and  what  their  relations  to  each  other 
and  to  the  fountain  head  of  the  business  are  to  be.  In  an  average  sized 
factory  there  will  be  found  to  be  sufficient  work  in  the  control  of  each  func- 
tion to  occupy  the  time  and  talent  of  one  good  man,  while  in  smaller  factories 
it  may  be  found  advisable  to  combine  two  functions  under  one  responsible 
official.  Where  such  combination  is  found  desirable  the  first  two  functions 
to  be  amalgamated  would  be  those  of  accounting  and  secretarial ;  next,  pro- 
duction and  inspection ;  and,  lastly,  purchasing  and  selling.  Beyond  that, 
amalgamation  of  functions  is  bound  to  result  in  loss  of  efficiency. 

The  organisation  of  a  manufacturing  concern  has  been  taken  for  illustra- 
tion purposes,  because  it  affords  the  most  complex  organisation  of  aU,  and 
because  the  organisation  of  any  other  commercial  business  may  be  arrived  at 
therefrom  by  the  elimination  of  the  inappropriate  functions.  For  instance, 
the  organisation  of  a  merchant's  business  would  comprise : 

Purchasing  Department, 
Sales  Department, 
Accounting  Department, 
Secretarial  Department, 

that  is,  there  would  be  eliminated  the  functions  of  production  and  inspection, 
though,  as  will  be  seen  later,  some  of  the  duties  undertaken  by  the  Produc- 
tion Department  in  a  factory  may  require  to  be  transferred  in  a  merchant's 
business  to  the  Purchasing  or  Sales  Department,  or  may  assume  such  pro- 
portions as  to  become  in  themselves  functions  requiring  departments  unto 
themselves. 
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Businesses  should  be  departnientalised  according  to  functions,  and  at  the 
head  of  each  department  should  be  placed  an  official  \vho  would  be  responsible 
only  to  the  one  man — general  manager,  managing  director  or  proprietor,  as 
the  case  may  be — -who  is  finally  responsible  tor  the  conduct  of  the  whole 
business. 

It  is  not  sufficient  to  determine  the  functions  according  to  which  the  busi- 
ness is  to  be  departnientalised  and  to  appoint  the  departmental  managers,  for 
if  that  were  all  that  an  executive  did  towards  organisation  the  departmental 
heads  would  be  left  to  place  their  own  definitions  upon  the  duties  of  their 
own  sections,  and  the  result  would  be  chaos;  for  no  matter  how  excellent 
these  men  might  all  be  there  would  always  arise  amongst  such  a  body  of 
individuals  a  more  or  less  insensate  jealousy,  and  there  would  always  be  at 
least  one  who  considered  that  another  was  encroaching  upon  the  functions 
of  his  department.  Thus  it  becomes  necessary,  to  avoid  any  misunderstand- 
ing of  duties,  that  the  extent  of  such  duties  be  clearly  defined  when  the 
organisation  is  created. 

What,  then,  may  be  considered  the  exact  limits  of  the  duties  of  each  of  the 
departments  specified  in  the  factory  illustration  already  mentioned  ?  They 
may  be  stated  to  be  as  follows  :  — 

The  Purchasing  Department  will  receive  from  the  appropriate  section  of 
the  Production  Department  demands,  duly  counter-signed  as  sanctioned 
by  the  appropriate  official,  for  the  purchase  of  definite  quantities  of  specified 
materials  or  stores,  and  its  only  duties  will  be  to  purchase  such  commodities 
in  the  best  markets,  to  keep  proper  records  of  the  orders  placed  and  the 
deliveries  received  in  respect  of  these  orders,  to  take  such  steps  as  may  be 
necessary  to  ensure  that  the  goods  ordered  are  delivered  to  time,  to  take  up 
with  suppliers  all  questions  of  deficiencies  in  quality  and  quantity,  and  to 
pass  to  the  other  departments  concerned  (these  w'ould  be  the  Stores  Section 
of  the  Production  r3epartment  and  the  Stores  Section  of  the  Accountant's 
Department)  such  advices  by  way  of  copies  of  the  purchase  orders  as  may 
be  required  by  these  sections  to  enable  the  storekeeper  to  identify  the  goods 
as  they  are  delivered  and  the  stores  accountant  to  pass  the  suppliers' 
invoices  for  payment.  In  many  factories  the  value  of  material  consumed  each 
week  is  in  excess  of  the  payroll,  and  in  most  factories  the  post  of  purchas- 
ing manager  is  a  most  responsible  one.  Almost  more  than  any  other  official 
is  he  subject  to  temptation,  and,  accordingly,  his  integrity  should  be  beyond 
question  and  his  remuneration  substantial. 

All  departments  of  a  business  must  have  their  own  organisation,  and  the 
Purchasing  Department  is  no  exception  to  that  rule.  It  is  the  duty  of  the 
departmental  managers  to  look  upon  their  departments  almost  as  businesses 
in  themselves,  and  to  frame  their  organisations  accordingly.  In  a  small 
business  where  one  man  can  overtake  the  whole  of  the  purchasing  the 
organisation  will  be  of  the  very  simplest,  but  where  the  volume  of  work  is 
considerable  some  of  the  duties  will  have  to  be  delegated,  and  upon  the 
manner  in  which  this  is  done  will  depend  the  success  of  the  department.  In 
large  businesses  the  services  of  several  buyers  will  be  required,  and  it  may 
be  accepted  that  the  best  division  of  the  work  will  be  obtained  if  each  buyer 
is  allotted  one  or  more  definite  classes  of  material  to  purchase,  and,  of  course, 
the  best  results  will  be  forthcoming  if  each  buyer  has  an  intimate  knowledge 
of  the  commodities  with  which  he  is  dealing.  Opinions  will  differ  as  to 
how  that  intimate  knowledge  may  be  obtained,  but  it  is  suggested  that  close 
investigation  of  the  source  and  methods  of  production  will  prove  of  great 
service. 

The  next  department  upon  the  organisation  chart  is  the  Production  Depart- 
ment, which  may  be  said  to  be  more  complex  in  its  organisation  than  any  cr 
the  others.    Primarily,  the  duty  of  the  works'  manager  who  is  at  the  head 
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of  this  department  is  to  manufacture  articles  or  goods  in  such  quantities  as 
the  executive  authority  of  the  business  may  direct,  but  the  work  entailed 
therein  comprises  a  great  deal  more,  if  it  is  to  be  economically  performed,  in 
fact  if  it  is  It)  be  done  at  all,  than  merely  telling  a  foreman  to  get  on  with 
the  job.  Accordingly,  although  we  find  that  the  departments  or  shops 
actually  engaged  upon  production  form  the  main  section  of  this  department, 
there  are  also  to  be  found  various  subsections  engaged  upon  work  which  is 
not  directly  productive  but  wdiich  is  necessary  before  the  work  in  the  shops 
can  be  begun.  (For  the  purposes  of  illustration,  an  engineering  concern 
has  been  chosen,  as  the  organisation  of  its  Production  Department  presents 
greater  complexity  than  most  others,  and  the  organisation  of  any  other 
factory's  Production  Department  can  be  arrived  at  by  the  elimination  of  the 
sections  which  do  not  apply.)  First  of  these  subsections  may  be  placed  the 
Planning  and  Progress  Section,  whose  duties  are  to  see  that  the  necessary 
material  is  on  hand  or  to  advise  the  storekeeper  to  instruct  its  purchase ;  to 
see  that  the  requisite  drawings,  specifications,  and  instructions  are  made 
available  for  the  foremen ;  to  decide  in  w'hich  shops,  on  which  machines, 
under  which  foreman,  w^hen,  and  how,  the  work  is  to  be  done.  In  fact,  this 
section  prepares  the  plan  of  campaign  as  it  were,  and  in  due  course  it  will 
issue  the  definite  instructions  to  the  foreman  concerned  to  proceed  with  the 
work.  Further,  when  the  job  has  been  started  it  is  the  function  of  this 
section  to  watch  and  record  its  progress,  and  if  it  should  fall  behind  the 
time-table  laid  down  for  it  it  is  again  the  duty  of  this  section  to  take  such 
steps  (m  consultation  with  the  officials  affected)  as  are  necessary  to  ensure 
as  far  as  possible  that  the  work  will  be  finished  within  the  scheduled  time. 
It  will  be  appreciated  that  the  Planning  and  Progress  Section  must  be 
staffed  by  men  who  are  experienced  in  all  the  operations  and  processes  of  the 
factory,  men  who  know  the  speeds  of  the  machines,  the  capacity  of  the 
workers,  and  all  the  other  of  the  hundred  and  one  things  a  man  must  know 
if  he  is  to  get  the  greatest  possible  efficiency  out  of  a  factory. 

The  second  of  the  subsections  of  the  Production  Department  is  that  which 
attends  to  the  engagement  of  the  workers — the  Labour  Section — and  in  charge 
there  must  be  a  man  for  the  male  workers  and  a  woman  for  the  female 
workers.  Again,  the  services  of  specialists  are  called  for — this  time, 
specialists  in  human  nature,  in  local  rates  of  wages,  in  Home  Office  and 
trade  union  regulations  and  restrictions. 

One  would  imagine  that  in  this  section  there  is  little  room  for  organisa- 
tion,  but  there  is  some  scope.  The  duty  to  be  performed  is  primarily  the 
enrolment  of  workers  required  in  the  factory,  and  even  this  must  not  be  done 
in  haphazard  ways.  This  section  cannot  be  expected  to  know  from  day  to 
day  just  what  the  labour  requirements  are,  unless  it  is  advised  of  them  by 
the  other  sections  of  the  Production  Department,  and,  therefore,  a  proper 
system  of  advice  and  record  must  be  created.  The  procedure  to  be  aimed 
at  is  for  the  foreman  who  wants  additional  workers  to  make  out  in  writing 
a  request  to  the  Labour  Section  to  engage  them,  but  some  safeguard  against 
the  employment  of  superfluous  hands  is  necessary,  and  this  is  obtained  by 
the  system  requiring  the  countersignature  of  the  works'  manager  to  the  form 
of  request.  With  this  latter  official,  with  his  greater  knowledge  of  the  work 
that  is  ahead,  must  rest  the  decision  as  to  the  necessity  for  the  employment 
of  additional  labour.  In  any  case  where  he  reduces  the  number  of  men 
called  for  he  should  only  do  so  after  consultation  wdth  the  foreman  concerned. 
A  secondary  duty  of  the  Labour  Section  is  to  keep  records  of  the  workers 
an  such  a  manner  that  the  full  history  of  any  worker  (past  or  present),  so 
far  as  that  particular  firm  is  concerned,  can  be  seen  at  a  glance ;  and  it  will 
be  realised  that  even  in  the  keeping  of  this  record  there  is  scope  for  method 
m  the  manner  of  filing— in  the  separation  of  the  records  of  past  workers  from 
those  of  the  present  workers;  in  the  recording  of  lost  time,  of  changes  jn 
rates  of  pay,  of  transfers  from  one  department  to  another,  and  so  on 
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The  third  subsection  of  the  Production  Department — the  Welfare  Section 
— is  charged  with  the  well-being  of  the  workers  during  working  hours  and 
with  the  healthy  entertainment  of  them  in  their  leisure  hours.  This  section 
in  its  turn  calls  for  the  attention  of  the  organising  mind.  The  work  per- 
formed by  it  is  work  which  has  only  become  common  during  the  last  ten 
years,  and  so  far  little  or  no  attention  has  been  paid  by  the  heads  of  busi- 
nesses to  the  details  of  its  organisation.  Gradually,  however,  it  is  being 
realised  that  this  work  has  a  direct  bearing  upon  the  efficiency  of  the  workers, 
and  that  if  properly  organised,  this  section  can  do  much  to  assist  in  the 
proper  management  of  an  industrial  concern.  The  effect  of  its  activities  on 
lost  time,  on  sickness,  on  industrial  fatigue — in  fact,  generally  on  production, 
should  be  the  subject  of  close  study  by  the  head  of  the  section,  and  for  this 
purpose  a  system  of  reports  on  these  matters  to  this  section  should  be 
arranged.  The  services  of  a  specialist  to  control  the  activities  of  the  section 
are  again  called  for — this  time,  a  specialist  in  tact  more  than  in  anything 
else. 

Subsection  number  four  is  the  Drawing  Office,  which  is  responsible  for  the 
working  drawings  of  all  articles  to  be  made  and  all  tools  to  be  used ;  and 
even  in  this  section  there  is  room  for  organisation  in  the  filing  of  drawings 
made  and  the  recording  of  same  in  such  a  manner  as  will  enable  the  chief 
draughtsman  to  ascertain  readily  where  any  drawing  is,  what  improvements 
or  alterations  have  been  made,  when  it  was  last  used,  as  well  as  the  output  ot 
each  draughtsman  on  his  staff. 

The  Engineering  Section  comes  next  on  the  list  of  the  Production  Depart- 
ment subsections,  and  its  duties  comprise  the  supervision  of  all  machinery 
and  power  transmission  plant,  as  well  as  of  the  power  supply  ;  the  repair  and 
maintenance  of  the  machinery,  together  with  the  installation  of  new 
machines  and  the  necessary  shafting  therefor  ;  the  repair  and  maintenance 
of  buildings,  and  the  control  of  all  new  structural  work  undertaken  by  the 
firm's  own  labour.  The  control  of  the  staff  of  this  section  can  be  efficiently 
maintained  only  if  it  is  properly  organised.  There  are  records  to  be  kept 
of  the  breakdowns  of  machines  and  the  causes  thereof,  of  the  periods  elapsing 
before  the  machines  are  running  again,  of  the  time  spent  on  repair  or  other 
work,  of  the  coal  and  power  consumption,  of  the  steam  raised  or  power 
created  and  its  relation  to  the  coal  consumed,  of  the  power  used  by  each 
department  and  by  each  machine  therein,  and  of  the  many  other  activities 
connected  with  the  running  of  the  section — and  all  that  can  only  be  done 
by  proper  organisation. 

The  fifth  subsection  is  the  Tool  Room,  and  as  it  is  practically  iSentical 
with  one  of  the  shops  which  are  engaged  on  production  it  is  not  necessary 
now  to  enter  into  the  question  of  its  organisation. 

The  last  of  the  subsidiary  sections  is  the  Stores  Section  in  charge  of  the 
chief  storekeeper,  who  is  responsible  for  the  physical  custody  of  all  materials, 
consumable  stores,  finished  parts,  and  finished  products  of  the  business.  His 
also  is  the  duty  of  ensuring  that  adequate  stocks  of  all  raw  materials,  com- 
ponents, consumable  stores,  &c.,  are  maintained  so  that  no  stoppage  of  any 
work  may  take  place  awaiting  supplies.  He  is  responsible  further  for  check- 
ing all  goods  coming  into  the  factory  as  to  quantity  and,  where  possible,  also 
as  to  quality  ;  for  making  appropriate  records  of  same ;  for  seeing  that  no 
materials  are  allowed  to  be  taken  out  of  store  except  by  a  duly  authorised 
person  after  production  of  his  authority ;  for  properly  recording  such  issues ; 
and  for  checking  and  recording  all  finished  parts  and  finished  products  and 
all  scrap,  &:c.,  received  into  the  stores  from  the  various  departments  of  the 
factory.  He,  above  all  others,  is  the  man  who  can  make  or  mar  a  stores 
system,  and,  although  he  need  not  be  a  Chartered  Accountant,  he  should  be 
a  man  with  an  accounting  mind.  It  is  too  little  realised  by  business  men 
in  charge  of  manufacturing  concerns  turning  over  large  stocks  how  respon- 
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sible  a  post  is  that  of  chief  storekeeper,  and  too  often  does  one  find  that 
official  remunerated  by  a  wage  instead  of  a  salary.  Material  means  money 
— material  is  money — and  it  should  be  handled  as  carefully  and  recorded  as 
accurately  as  pounds,  shillings,  and  pence.  One  might  say  without  hesita- 
tion and  without  fear  of  contradiction  that  there  is  greater  scope  for  improve- 
ment in  the  arrangement  of  stores,  in  the  accounting  for  stores,  in  the  accom- 
modation provided  for  stores,  and  in  the  handling  of  stores — in  fact  for  the 
proper  organisation  of  the  Stores  Section — than  in  any  other  section  of  the 
average  Production  Department  of  to-day. 

One  naturall}'  comes  now  to  the  main  Production  Sections,  that  is,  the 
shops,  rooms,  floors,  or  departments  that  are  actually  engaged  upon  turning 
out  the  products  of  the  factory  ;  and  just  how  many  sections  there  should  be 
will  depend  upon  the  methods  of  manufacture,  the  number  of  different  classes 
of  products,  the  lay-out  of  the  factory  premises,  or  some  other  factor  which 
is  domestic  to  each  separate  business  that  may  be  under  consideration.  And 
the  decision  as  to  whether  there  will  be  an  assistant  works  manager,  a 
departmental  manager,  or  only  a  foreman  in  charge  of  each,  will  again 
be  governed  by  the  conditions  prevailing  in  each  individual  factory. 

The  actual  lay-out  of  the  factory — the  allocation  of  the  different  shops  to 
different  processes— calls  for  the  most  careful  consideration,  demanding  as  it 
does  the  examination  of  all  matters  affecting  production — the  placing  of 
shops  engaged  upon  work  on  heavy  or  bulky  material  handy  to  the  means 
of  transport ;  the  allocation  of  shops  adjacent  to  the  power  station  to  processes 
that  will  be  heavy  on  the  consumption  of  power ;  and  the  allocation  to  stores 
of  buildings  suitable  therefor  and  yet  convenient  to  the  internal  and  external 
transport  systems  and  to  the  shops  that  will  use  the  materials  that  wiU  be 
carried  in  stock.  These  are  only  a  few  of  the  problems  that  confront  the 
manufacturer  when  he  is  deciding  upon  the  lay-out  of  his  factory,  but  they 
are  in  themselves  sufficient  to  give  some  indication  of  the  need  for  proper 
attention  to  this  one  of  the  many  sides  of  factory  organisation.  And  even 
when  the  allocation  of  the  shops  is  complete,  there  still  remains  the  allocation 
of  the  space  in  each  shop  to  the  machines  that  are  to  be  used  therein.  Is  it 
better  to  place  all  machines  of  one  type  together  in  one  part  of  the  shop  or  to 
group  the  machines  in  sequence  of  process?  Again,  no  hard  and  fast  rule 
to  govern  all  factories  can  be  laid  down,  but  it  can  be  seen  how  a  wrong 
decision  even  on  this  matter  may  adversely  affect  the  efficiency  of  a  whole 
shop.  The  ideal  to  be  aimed  at  is  to  have  the  work  flowing  in  a  straight 
line  from  start  to  finish,  but  this  can  only  unfortunately  be  obtained  in 
factories  specially  built  with  this  ideal  in  view.  Every  bend  in  the  path 
of  the  flow,  every  yard  material  has  to  be  moved  further  than  is  necessary, 
every  foot  it  has  to  be  raised,  every  foot  it  has  to  be  lowered,  means  loss 
of  time,  loss  of  energy,  loss  of  money,  loss  of  efficiency. 

Then  there  should  be  careful  attention  paid  to  the  selection  of  the  depart- 
mental managers,  foremen,  and  charge  hands.  Are  they  educators  or  are 
they  slavedrivers  ?  Do  they  show  their  subordinates  how  to  work  or  do  they 
attempt  to  bully  them  into  doing  something  they  do  not  know  how  best  to 
do?  And  to  the  machinery,  as  well  as  to  the  personnel,  thought  must  be 
devoted.  Are  the  machines  and  tools  in  use  the  best  for  the  purpose?  Would 
it  prove  an  economy  to  scrap  this  machine  and  instal  a  newer  type  or  a  new 
machine  of  the  same  type?  Would  it  not  be  well  to  devote  the  excess  cost 
of  maintaining  this  machine  to  the  purchase  of  a  machine  that  would  be 
cheaper  in  maintenance?  All  these,  and  many,  many  others,  are  ques- 
tions which  arise  and  must  be  answered  by  the  up-to-date  works'  manager. 
But  the  works'  manager  of  yesterday  is  deaf — he  cannot  hear  the  questions  ; 
he  is  blind — he  cannot  see  that  so  many  things  are  requiring  his  attention. 

In  the  factory  with  the  up-to-date  organisation  the  works'  manager  is  daily 
receiving  reports  from  the  Planning  and  Progress  Section  of  the  production 
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and  the  scrap  of  the  various  departments,  shops,  and  machines;  he  has  his 
rejection  reports  from  the  Inspection  Department ;  he  has  his  cost  statistics 
from  the  chief  accountant,  including  the  cost  of  repairing  and  maintaining 
the  various  machines ;  he  has  his  figures  as  to  power  consumption  from  his 
Engineering  Section;  and  all  these  facts  are  placed  before  him  in  such  a 
manner  that  he  can  see  at  a  glance  the  points  that  call  for  his  attention.  And 
each  of  these  points  is  a  point  of  interrogation. 

Next  in  order  upon  the  chart  is  found  the  Inspection  Department,  which 
is  a  necessity  in  every  factory  where  goods  have  to  be  made  to  specification, 
and  the  smaller  the  limits  allowed  by  the  specification  and/or  the  greater 
the  number  of  operations  or  processes  through  which  the  product  has  to  pass 
in  course  of  manufacture,  the  more  stringent  must  be  the  check  upon  the 
accuracy  of  the  work  done.  Where  the  operations  or  processes  are  numer- 
ous, or  where  few  and  expensive,  it  may  be  found  economical  to  have  the 
inspection  check  made  by  measurement,  analysis,  or  other  appropriate  test 
after  each  operation  or  process,  because  it  is  obviously  foolish  to  proceed  with 
work  upon  an  article  which  cannot  be  right  when  finished.  No  hard  and  fast 
rule  can,  however,  be  laid  down  as  to  the  frequency  of  the  inspection  check, 
as  only  experience  in  each  separate  business  can  tell  whether  an  additional 
test  here  or  there  will  lead  to  a  saving  being  effected.  The  methods  to  be 
employed  in  testing  the  accuracy  of  the  products  must,  of  course,  be  deter- 
mined after  consideration  of  the  nature  of  the  goods  being  manufactured  and 
the  methods  used  in  their  production,  but  the  organisation  of  the  depart- 
ment calls  for  some  ability  and  even  ingenuity  on  the  part  of  its  chief  officer. 
In  a  factory  of  any  considerable  si;^e  it  will  be  found  necessary  to  split  the 
Inspection  Department  into  sections,  and  this  will  probably  best  be  done 
by  the  creation  of  one  section  for  each  of  the  shops  or  departments  whose 
production  requires  to  be  tested.  In  many  businesses  it  is  the  practice  to 
inform  the  foreman  concerned,  daily  or  weekly,  of  the  quantity  of  the  output 
of  his  men  that  has  failed  to  pass  the  tests,  and  of  the  proportions  thereof 
that  have  been  definitely  rejected  and  that  have  been  put  back 
for  correction.  If  there  are  these  two  sentences  that  can  be  passed 
upon  goods  that  are  not  up  to  standard,  it  will  be  appreciated 
that  a  close  control  upon  the  workers  who  actually  pass  the  sentence  is  neces- 
sary, in  order  that  goods  may  not  be  rejected  that  can  be  economically 
corrected,  and  that  goods  may  not  be  sent  for  correction  if  it  would  be  more 
economical  to  scrap  them.  As  has  been  said,  in  many  businesses  the  foremen 
receive  advice  of  articles  which  do  not  pass  inspection,  but  in  how  fe\\ 
factories  is  it  the  practice  to  have  the  sentenced  goods  laid  out  or  otherwise 
made  available  for  the  personal  inspection  of  the  foremen.  "  Seeing  is 
believing,"  and  there  is  no  doubt  that,  where  followed  out,  such  a  practice 
enables  a  foreman  the  better  to  understand  what  his  men  are  doing  and  the 
better  to  lay  his  finger  on  the  weak  spot,  be  it  man,  machine,  tool,  or  material. 
Records,  of  course,  must  be  kept  of  all  goods  tested  and  of  the  results  of  such 
tests,  for  from  the  statistics  so  obtained  the  management  has  its  only  informa- 
tion upon  the  quality  of  the  work  that  is  being  done.  Only  by  one  class  oi 
result  can  an  Inspection  Department  be  judged,  and  that  is  the  frequency 
or  otherwise  that  complaints  are  received  from  customers.  It  cannot  be 
judged  by  the  quantity  of  articles  it  condemns,  nor  can  it  be  said  that 
because  there  are  few  cases  of  condemnation  an  Inspection  Department  is 
unnecessary.  The  moral  effect  that  the  inspection  has  upon  the  workers  in 
the  shops  cannot  be  measured  unless  inspection  be  withdrawn,  and  such  a 
step  must  only  be  taken  after  the  most  serious  consideration.  Quality  in  out- 
put is  the  finest  advertisement  any  firm  can  have,  and  the  good  name  of  a 
business  is  ever  in  the  hands  of  the  Inspection  Department. 

In  chronological  order  after  the  Inspection  Department  there  comes  the 
Sales  Department,  the  functions  of  which  are  to  sell  the  products  of  the  busi 
ness,  and,  after  selling,  to  instruct  the  storekeeper  to  deliver  or  to  advise 
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the  Planning  and  Trogress  Section  of  the  goods  that  require  to  be  made,  so 
that  the  orders  received  may  be  filled.  As  set  forth  the  functions  sound 
simple,  but  there  is  as  much  need  for  proper  organisation  in  this  department 
as  in  any  other  part  of  the  business.  l':fficiently  sectioned  it  must  be,  but  just 
what  is  the  best  method  of  sectioning  the  staff  actually  in  charge  of  the 
selling  must  be  left  to  the  decision  in  each  business  of  the  man  in  control. 
It  may  hv  in  the  one  business  that  the  best  results  will  be  obtained  by 
sectioning  according  to  class  of  product,  while  in  another  the  duties  may 
be  best  divided  territorially.  In  a  third  it  may  be  found  advantageous  to 
section  according  to  the  channels  through  which  orders  are  received,  such  as 
travellers,  local  agents,  and  post,  and  so  on.  Whichever  method  is  decided 
upon,  the  duties  of  each  section  must  be  clearly  defined,  so  that  there  may 
be  no  overlapping,  no  duplication  of  work.  Nothing  will  impress  a 
customer  more  than  a  systematic  way  of  handling  his  order,  and  the  system 
must  be  most  carefully  "thought  out 'to  the  last  detail.  Every  little  thing  a 
firm  does  that  saves  a  customer  trouble  is  appreciated  to  the  full,  everything 
that  is  done  in  a  better  way  than  he  has  been  accustomed  to  is  sure  to  appeal 
to  him.  For  instance,  a  traveller  in  booking  a  customer's  order  is  in  the 
habit  of  making  it  in  duplicate,  the  original  going  to  his  head  offiec  and  the 
copy  being  retained  for  the  traveller's  own  future  reference.  Now,  what  is 
to  prevent  him  making  the  order  out  in  triplicate  on  specially  prepared 
forms,  the  original  and  triplicate  to  be  used  as  previously  and  the  duplicate, 
with  properly'^printed  introductory  wording  acknowledging  the  order,  to  be 
given  to  the  customer.  It  will  save  the  customer  the  trouble  of  recording 
the  order  he  has  given,  it  will  preclude  all  possibility  of  future  dispute  as  to 
the  order  that  was  given — it  saves  the  customer,  it  saves  the  firm,  it  pays. 
That  is  only  one  of  the  many  ways  in  which  a  firm  can  please  a  customer,  and 
as  a  satisfied  customer  is  a  continual  source  of  profit,  these  little  aids  to  satis- 
faction should  be  cultivated.  Old-fashioned  firms  will  reckon  that  it  is  not 
their  function  to  assist  their  customers  in  any  way  and  that  the  people  who 
buy  from  them  should  feel  honoured  that  they  are  allowed  to  do  so,  but  the 
experience  of  all  such  firms  to-day  is  identical,  for  they  find  they  are  not 
making  the  ground  they  expected.  It  may  be  safely  said  that  a  seller's  real 
interest  is  his  customer's  interest,  but  the  instillation  of  that  fact  into  the 
whole  of  the  selling  staff  requires  systematic  education — requires  organisation. 

There  are  at  least  two  sections  which  will  be  common  to  all  sales  depart- 
ments, and  these  are  the  Order  Section  and  the  Statistical  Section,  though 
in  a  moderately  sized  business  the  two  may  be  combined. 

All  orders  coming  in,  from  whatever  source,  must  be  handled  by  the  Order 
Section,  W'here  they  are  entered  in  a  register  and  thereafter  immediately 
passed  to  the  credit  rating  clerk  in  the  Accounts  Department,  who  wall  note 
on  each  order  whether  in  view  of  the  customer's  credit  the  order  may  be 
accepted  or  not.  The  orders  are  then  passed  back  to  the  Order  Section, 
where  sufficient  copies  are  made  (by  the  aid  of  the  typewriter  and  carbons) 
to  permit  of  one  copy  being  sent  to  each  interested  party.  Briefly,  these 
parties  are,  (i)  the  customer,  who  thereby  gets  a  detailed  acknowdedgment ; 
(2)  the  storekeeper  or  the  head  of  the  Planning  Section,  according  as  the 
goods  have  to  be  delivered  ex  stock  or  manufactured:  (3  and  4)  the  store- 
keeper, to  be  passed  by  him  with  the  goods  to  the  despatch  clerk  ;  (5)  the  head 
of  the  Sales  Statistical  Section.  As  the  order  is  filled  the  despatch  clerk 
checks  off  the  items  on  the  No.  4  copy  of  the  order,  which  reaches  him  via  the 
storekeeper,  and,  when  the  goods  are  sent  off,  forwards  that  copy  direct  to  the 
Order  Department.  The  No.  3  copy  is  enclosed  with  the  goods  to  facilitate 
the  checking  thereof  by  the  customer.  When  the  No.  4  copy  of  the  order 
gets  back  to  the  Order  Section  it  is  the  duty  of  that  section  to  prepare  the 
invoice  to  be  sent  to  the  customer.  This  will  be  done  in  triplicate,  the 
original  going  to  the  customer,  the  duplicate  to  the  Accounts  Department  for 
entry  in  the  books,  and  the  triplicate  to  the  Statistical  Section. 
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The  handling  of  orders  has  been  gone  into  in  some  detail  to  give  some 
idea  of  up-to-date  procedure  on  a  subject  which  receives  too  little  attention 
in  the  average  business. 

The  Statistical  Section,  as  its  name  implies,  is  for  gathering  together  in 
concrete  form  the  statistics  of  the  sales  made.  This  information  is  of  primary 
importance  to  the  head  of  the  Sales  Department,  and  should  be  placed  before 
him  in  such  a  form  as  will  enable  him  most  readily  to  grasp  the  progress 
of  the  sales  side  of  the  business.  Just  what  information  will  be  of  most  use 
to  him  will  depend  largely  upon  the  class  of  business  and  the  method  of 
selling,  but  he  should  have  in  analysed  or  graph  form  (preferably  the  latter) 
the  total  of  each  day's  sales  of  each  of  the  various  class  of  commodities 
handled ;  while  other  facts  which  readily  lend  themselves  to  tabulation  and 
provide  valuable  information  are  the  sales  and  expenses  of  each  traveller, 
the  consumption  of  each  area  in  each  class  of  goods,  the  value  of  orders 
received  as  the  result  of  advertisement  in  the  various  newspapers  and  other 
periodicals,  the  quantities  of  goods  in  stock  compared  with  weekly  or 
monthly  sales,  and  so  on.  In  fact,  this  Statistical  Section  should  be  able 
to  provide  the  sales  manager  at  any  moment  with  up-to-date  information  upon 
any  one  of  his  departments'  various  activities.  It  may  be  noticed  finally 
that  if  this  section  is  well  organised,  and  if  the  analysis  of  the  sales  is 
properly  done,  it  will  obviate  the  necessity  for  such  analysis  being  done  in 
the  Accounts  Department. 

Advertising  is  another  of  the  functions  of  the  Sales  Department  that  calls 
for  a  section  to  itself,  and  in  many  businesses  these  days  it  would  be  a  large 
section  with  subsections  for  newspaper,  other  periodicals,  and  poster  work, 
each  with  its  artistic  assistants,  and  a  general  subsection  for  the  work  of 
arranging  the  various  contracts. 

The  department  next  upon  the  list  is  the  Accountant's  Department,  than 
which  none  is  more  important  in  the  whole  organisation.  It  is  the  keystone 
of  the  whole  fabric,  for  without  a  proper  accounting  system  an  efficiently 
managed  factory  is  impossible — organisation  is  out  of  the  question.  Only 
slowly  is  this  fact  being  realised  by  the  commercial  community  of  this  coun- 
try, but  more  and  more  every  day  it  is  being  brought  home  to  the  manu- 
facturer that  his  chief  accountant  must  be  something  mor6  than  merely  a 
bookkeeper,  that  he  is,  indeed,  at  least  as  important  to  the  success  of  the 
business  as  any  other  of  the  departmental  heads.  This  being  so,  the  need  for 
the  efficient  organisation  of  this  department  is  indeed  clamant. 

In  the  average  factory  it  may  be  accepted  that  the  department  should  be 
divided  into  six  sections,  these  being:  — 

(t)  General  Accounts, 

(2)  Timekeeping, 

(3)  Wages, 

(4)  Stores  Accounts, 

(5)  Cost  Accounts, 

(6)  Internal  Audit, 

and  each  of  these  sections  should  be  in  the  charge  of  a  competent  assistant  who 
would  relieve  the  chief  accountant  of  all  detail,  leaving  him  free  to  deal  only 
with  matters  of  principle.  It  may  be  that  in  the  early  days  of  the  organisa- 
tion it  will  be  necessary  for  the  head  of  the  department  to  handle  detail  work 
in  educating  his  assistants  to  their  functions,  but  a  chief  accountant  who, 
when  his  department  is  organised,  attends  to  detail  work,  is  wasting  the  time 
of  his  employers  and  merits  nothing  better  than  the  title  of  bookkeeper. 

The  functions  of  the  Accounting  Department  as  a  whole  may  be  said  to 
consist  of  the  checking  and  recording  of  the  transactions  of  the  business  in 
money  or  money's  worth.  No  member  of  the  staff,  as  such,  should  handle 
money  either  in    the  receipt    or  payment    thereof,  nor    should  he  be  the 
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originator  of  any  of  the  essential  documents  connected  with  the  finance  of 
the  business.  The  cash  operations  should  be  dealt  with  by  the  cashier,  who 
is  under  the  control  of  the  secretary,  and  whose  duties  will  be  explained  when 
the  Secretarial  Department  is  discussed ;  while  the  sales  invoices  will  be 
prepared,  as  has  been  seen,  by  the  Order  Section  of  the  Sales  Department. 
The  duties,  therefore,  of  the  genral  Accounts  Section  consist  of  the  writing 
up  from  the  purchase  invoices  of  the  Purchase  Journal,  from  the  sales 
invoices  of  the  Sales  Day  Book,  from  the  journal  vouchers  of  the  Journal, 
and  the  posting  of  the  entries  therein  and  in  the  Cash  and  Bill  Books  to 
the  Creditors',  Debtors',  and  General  Ledgers.  The  credit  rating  clerk, 
already  referred  to,  will  be  located  in  this  section,  and  all  customers'  Ledger 
Accounts  should  be  noted,  with  their  limit  of  credit.  The  organisation 
of  the  general  Accounts  Section  is  comparatively  simple,  but  it  calls  for  atten- 
tion nevertheless  in  the  institution  of  the  most  up-to-date  appliances  in  the 
way  of  loose-leaf  ledgers,  ledger  posting  machines,  &c.,  and  some  degree 
of  skill  in  the  splitting  up  of  the  Creditors'  and  Debtors'  Ledgers,  so  that 
no  clerk  may  be  overburdened  while  others  have  not  sufficient  to  do  to  occupy 
their  time.  Even  the  arrangement  of  the  staff  in  the  office  may  affect  the 
efficiency  of  the  work,  and  the  presence  of  the  head  of  the  section  in  the  room 
beside  the  staff  is  essential  to  the  proper  conduct  of  its  work.  "  When  the 
cat  is  away  the  mice  will  play,"  and  the  office  staff  is  afflicted  with  the  same 
propensity  to  relaxation  when  the  eye  of  their  chief  is  not  upon  them. 

The  work  of  the  Timekeeping  Section  is  in  charge  of  the  chief  timekeeper, 
whose  staff  will  consist  of  the  timekeepers  at  the  various  stations  in  the  factory 
where  the  arrival  and  departure  of  the  workers  is  recorded,  and  the  duty 
of  the  section  is  to  keep  such  records  so  that  the  work  of  the  Wages  Section 
in  the  compilation  of  the  payroll  will  be  facilitated.  The  organisation  and 
supervision  of  the  timekeeping  arrangements  is  work  of  the  first  importance, 
as  slipshod  methods  are  a  direct  invitation  to  the  less  scrupulous  of  the 
workers  to  perpetrate  a  fraud.  The  arrangement  of  the  timing  station 
whereby  it  is  impossible  for  one  worker  to  time  off  or  on  for  another  as  well 
as  for  himself  requires  careful  consideration  ;  and  in  this  connection  it  will 
be  found  that  up-to-date  appliances  in  the  shape  of  recording  clocks  will 
prove  an  economy  in  the  long  run.  It  is  true  that  an  efficient  costing 
system,  whereby  the  record  of  time  worked  in  the  shops  is  checked  up  with 
the  time  actually  spent  in  the  factory  as  recorded  at  the  time  office,  will  detect 
any  fraud  that  is  attempted,  but  a  system  of  organisation  should  be  such  as 
will  prevent  fraud — such  as  will  remove  the  temptation  to  commit  a  felony. 
An  employer  who  through  lack  of  foresight  places  temptation  in  the  way 
of  his  workers  is  looking  for  trouble  and  must  not  complain  if  he  finds  it. 

The  duties  of  the  Wages  Section  comprise  the  preparation  of  the  payroll 
from  the  timekeepers'  records,  and  the  reconciliation  of  these  records  with  the 
record  of  time  worked  which  emanates  from  the  productive  and  service 
departments  of  the  factory.  Further,  this  section  is  responsible  for  the 
analysis  of  the  time  worked  under  the  various  jobs  performed  by  the  workers. 
When  the  payroll  is  compiled  it  is  passed  to  the  cashier  in  order  that  the  pay 
packets  may  be  made  up  and  handed  to  the  workers ;  and  when  the  allocation 
of  the  wages  earned  over  the  jobs  and  services  is  complete,  it  is  passed  to 
the  Cost  Accounts  Section  in  order  that  the  information  thereby  obtained 
may  be  incorporated  in  the  Cost  Books. 

To  the  Stores  Accounts  Section  faUs  the  work  of  keeping  the  Stores 
Ledgers,  in  which  are  recorded  under  the  various  classes  of  materials,  &c., 
in  quantity  and  in  value  all  receipts  of  goods  into  store  and  all  issues  thereof. 
If  an  efficient  stores  system  is  to  be  maintained,  this  section  will  require 
to  work  in  close  co-operation  with  the  storekeeping  section  of  the  Production 
Department,  from  which  it  receives  the  advices  of  goods  received  and  issued. 
It  is  a  function  of  the  stores  accountant  to  analyse  all  issues  of  materials 
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under  the  jobs,  processes,  or  operations  to  which  they  have  been  issued, 
to  price  such  analysis  and  pass  it  forward  to  the  Cost  Accounts  Section. 

In  connection  with  the  recording  of  stores  received  and  issued,  it  is  always 
a  surprise  to  one  of  an  accounting  turn  of  mind  to  find  that,  however  good 
the  system  may  seem  to  be,  discrepancies  will  always  be  found  to  arise  when 
stock  is  taken.  Why  this  should  be  will  always  remain  a  matter  of  conjec- 
ture, though  it  has  been  suggested  that  it  is  because  no  one  engaged  upon  the 
handling  of  the  material  has  been  educated  to  the  realisation  of  the  fact 
that  there  really  is  no  distinction  between  material  and  money. 

The  function  of  the  cost  accountant  is  to  gather  from  the  various  sources 
in  the  Planning  and  Progress,  Wages,  Stores  Accounts,  and  General  Accounts 
Sections,  information  upon  the  output,  wages  earned,  and  materials  used  in 
respect  of  each  job,  process,  operation,  and  service,  and  upon  the  overhead 
expenses  of  the  business,  and  to  record  same  in  the  Cost  Books  in  such  form 
that  the  cost  of  every  product  of  the  factory,  and  of  every  service  rendered 
in  or  by  the  factory,  is  ascertainable. 

In  every  section  of  the  Accounts  Department  there  is  scope  for  the 
economical  use  of  office  machinery,  and  this  is  probably  truer  of  the  Cost 
Accounts  Section  than  of  any  other.  Adding  and  listing  machines,  calcu- 
lating machines,  tabulating  machines,  slide  rules — all  find  their  uses  in  this 
section  with  beneficial  results  upon  the  efficiency  of  the  work. 

The  last  section  of  the  Accounting  Department  is  the  Internal  Audit  Section, 
whcf^e  functions  comprise  the  chocking  of  the  accuracy  of  the  detail  work  of 
the  rest  of  the  Accounts  Department.  One  part  of  the  work  of  the  section  may 
be  touched  upon  briefly,  as  it  is  not  yet  so  common  as  to  be  familiar  to  the 
majority  even  of  factory  accountants.  The  part  referred  to  is  the  "  stock 
audit,"  which  obviates  the  necessity  for  a  complete  stocktaking  at  the  closing 
dates  of  the  periodical  accounts.  The  method  of  procedure  is  for  a  member  or 
members  of  the  Internal  Audit  Section  at  frequent  intervals  (in  a  factory 
carrying  a  large  variety  of  materials  and  stores  it  would  be  daily)  to  take 
stock  of  a  number  of  the  articles  or  classes  of  materials  and  to  compare  the 
results  with  the  balances  which  the  storekeeper's  and  stores  accountant's 
records  show  ought  to  be  in  stock,  and  where  differences  arise  to  track  same 
down  and  have  the  errors  rectified.  The  work  is  so  arranged  that  the  whole 
stock  of  the  factory  is  covered  three  or  four  times  a  year,  and  experience  has 
proved  that  this  continuous  audit  has  such  a  good  effect  that  discrepancies 
soon  become  almost  unknown,  nnd  that  the  book  figures  for  stocks  may  be 
safely  adopted  for  the  annual  or  semi-annual  accounts. 

Even  this  section  of  internal  audit  requires  to  have  its  organisation 
properly  laid  down.  No  member  of  the  staff  must  be  allowed  to  go  as  he 
pleases — they  must  all  work  to  programme  if  there  is  to  be  the  minimum  of 
wasted  time  and  effort  and  if  all  the  necessary  ground  is  to  be  covered.  As 
regards  the  counting  of  the  cash  and  the  stock  audit,  however,  the  pro- 
grammes for  the  future  should  be  known  only  to  the  head  of  the  section,  for  it 
will  be  appreciated  that  the  tests  might  lose  their  value  if  it  was  known  to 
the  cashier  when  his  cash  in  hand  would  be  checked,  or  to  the  storekeeper 
when  any  item  of  stock  would  be  taken. 

Of  the  departments  upon  the  chart  there  only  remains  the  Secretarial 
Department,  presided  over  by  the  secretary.  This  department  may  be 
divided  into  three  sections:  First,  the  Cashier's  Section,  which  is  respon- 
sible for  the  receipt,  custody,  and  disbursement  of  all  money  (including  the 
actual  payment  of  the  workers'  wages)  and  the  recording  thereof  in  the  Cash 
and  Bill  Books.  Secondly,  there  is  the  Registrar's  Section,  responsible  for 
all  work  connected  with  the  issue  and  transfer  of  shares,  payment  of  divi- 
dends, annual  returns  of  shareholders,  income-tax,  &c.  And,  thirdly,  there 
is  a  General  Section,  which  attends  to  all  the  board  work  and  which  has  the 
supervision  of  and  responsibility  for  all  general  office  staff  which  does  not 
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come  specifically  under  any  other  department,  such  as  telephone  operators, 
commissionaires,  messengers,  cleaners,  and  so  on.  Where  a  factory  runs  its 
own  canteens,  mess  rooms,  or  hostels  the  responsibility  for  the  supervision 
of  them  should  also  rest  with  the  secretary. 

It  is  impossible  in  a  short  paper  of  this  description  to  go  fully  into  the 
details  of  the  organisation  of  each  department  and  of  each  section,  as  such 
details  would  fill  several  volumes,  but  the  indications  that  have  been  given 
may  serve  to  draw  attention  to  some  of  the  salient  features  of  an  efficient 
organisation  for  a  manufacturing  business. 

Now,  the  adaptation  of  such  an  organisation  to  a  business  other  than  a 
manufacturing  one  can,  by  the  aid  of  a  little  common  sense,  be  easily 
accomplished.  For  instance,  in  a  merchant's  business  the  Production  and 
Inspection  Departments  will  be  eliminated,  but  the  storekeeping  section  of 
the  former  will  be  converted  into  a  department  of  itself,  for  the  duties  per- 
formed by  it  will  be  one  of  the  main  functions  of  the  business. 

The  most  important  thing  to  be  remembered  in  the  creation  of  an  organisa- 
tion is  that  the  work  of  each  section  must  dovetail  into  the  work  of  all  others. 
There  must  be  no  overlapping  of  function,  no  duplication  of  work — each  must 
proceed  upon  lines  that  have  been  carefully  thought  out  and  clearly  laid  down, 
so  that  each  human  unit  in  the  whole  may  definitely  know  what  he  has  to  do 
and  how,  where,  and,  above  all,  why  he  has  to  do  it.  There  is,  in  an  efficient 
organisation,  a  very  good  reason  for  everything,  and  the  worker,  whether  he 
be  in  the  office  or  in  the  factory,  must  appreciate  the  reason  if  he  is  to  per- 
form properly  the  duties  that  are  assigned  to  him. 

It  has  been  explained  broadly  how  every  little  detail  in  a  business,  what- 
ever its  nature,  requires  to  be  analysed  to  see  if  the  work  involved  therein  is 
being  performed  in  the  most  efficient  manner,  and  although  as  each  depart- 
ment has  been  considered  so  the  office  work  connected  therewith  has  been 
touched  upon,  it  may  not  be  amiss  if  some  of  the  conditions  which  apply 
generally  to  all  offices  are  mentioned  in  greater  detail. 

The  importance  of  the  work  done  by  the  office  staff  is  too  little  recog- 
nised in  the  average  manufacturing  concern,  and  this  may  be  set  down  as 
due  to  the  fact  that  at  the  fountain  head  one  usually  finds  a  man  who  has 
been  trained  on  the  works  side  of  business.  He  has  not  himself  been 
through  the  mill  of  office  routine  and  has,  therefore,  little  or  no  conception 
of  the  amount  of  work  involved  in  keeping  books  and  records  up  to  date,  in 
preparing  statistical  returns,  or  in  supplying  all  the  thousand  and  one 
pieces  of  information  which  are  continually  being  asked  for  not  only  by  the 
officials  of  the  company  itself  but  by  debtors,  creditors,  and  all  the  other 
agencies  which  affect  or  are  affected  by  the  activities  of  the  business.  Too 
often  is  the  office  staff  looked  upon  as  a  necessary  evil ;  too  often  is  the 
initiative  of  the  chief  accountant  or  office  manager  killed  by  the  treatment 
which  his  recommendations  for  improved  facilities,  greater  accommodation, 
better  conditions  of  work,  and  more  up-to-date  appliances,  receive  at  the 
hands  of  the  powers  that  be  ;  too  often  does  the  chief  accountant  or  office 
manager  come  to  believe  that  he  is  the  incubus  that  the  works'  side  consider 
him  to  be ;  too  often  does  he  fall  into  the  rut  that  was  worn  by  his  pre- 
decessor's footsteps.  And  yet  success  from  the  organisation  of  the  rest  of  the 
undertaking  is  impossible  if  the  work  of  the  office  staff  is  inefficient. 

What  then  are  the  matters  connected  with  the  office  w^ork  that  affect  its 
efficiency?  First  may  be  placed  the  matter  of  accommodation.  Big  business 
is  to  be  found  usually  in  the  large  centres  of  population  where  space  is  valu- 
able, with  the  result  that  the  office  staff  is  often  to  be  found  cooped  up  in 
small,  ill-lit,  badly  ventilated,  noisy  rooms,  and  under  such  conditions  the 
marvel  is  that  work  is  done  even  as  well  as  it  is.  There  is  difficulty  in  decid- 
ing which  of  these  conditions  is  the  worst,  but  probably  the  overcrowding 
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of  staff  may  be  considered  to  militate  against  good  work  more  than  any  other, 
for  with  that  condition  present  all  the  other  evils  mentioned  will  in  90  per 
cent,  of  cases  be  found  also  to  prevail.  It  is  not  always  possible  to  arrange 
so  that  every  member  of  the  staff  in  a  room  has  an  adequate  amount  of  natural 
light,  but  there  are  some  methods  of  artificial  lighting  which  will  not  result 
in  eye-strain,  and  these  methods  are  too  seldom  adopted.  A  careful  study  of 
this  too  often  neglected  matter  will  well  repay  any  trouble  or  expenditure 
involved.  The  ventilation  of  offices  is  seldom  considered,  or,  if  considered, 
shelved,  because  there  are  windows,  and  it  is  probably  thought  there  is 
nothing:  to  prevent  any  member  of  the  staff  opening  them  if  he  so  desires.  Such 
reasoning,  however,  is  fallacious,  for  just  as  in  a  railway  compartment  in  cold 
weather  there  are  always  some  who  want  the  window  open  and  others  who 
want  it  closed,  so  in  almost  every  office  one  will  find  the  lover  of  fresh  air 
and  the  thin-blooded  clerk  who  prefers  a  fetid  atmosphere.  Ventilation 
should  not  be  left  to  the  humour  of  the  inhabitants  of  an  office.  A  small 
exhaust  fan  is  inexpensive  and  will  pay  for  itself  in  the  increased  efficiency 
of  the  staff,  which  will  result  from  the  greater  physical  comfort.  Noise  in  an 
office  can  be  diminished  in  several  ways.  There  are  now  on  the  market 
noiseless  typewriters,  but  the  clatter  of  a  typewriting  machine  is  not  half  so 
disturbing  as  the  bellowing  one  often  hears  when  people  talk  on  the  tele- 
phone. Employees  should  be  taught  how  to  speak  on  the  'phone,  for  not 
10  per  cent,  of  'phone  users  have  yet  learned  to  speak  close  to  the  trans- 
mitter in  a  quiet  voice.  The  temperature  of  an  office  should  be  systematically 
controlled  in  cold  weather,  for  if  an  office  is  too  warm  the  staff  becomes 
lethargic,  while  if  it  is  too  cold  their  attention  is  bound  to  wander  from  their 
work  to  their  hands  and  feet.  Central  heating  is,  of  course,  the  most  efficient 
for  warming  the  whole  atmosphere  of  a  room,  but  it  is  not  sufficient  to  instal 
such  a  system  and  leave  it  to  run  itself.  It  should  be  someone's  duty  to 
attend  to  the  regulation  of  the  temperature  in,  and  ventilation  of,  each  room. 

The  advantages  of  central  filing  as  against  decentralised  filing  and  vice 
versa  have  been  argued  at  length,  and  it  is  not  proposed  to  add  to  the  contro- 
versy now.  Some  businesses  lend  themselves  to  one,  some  to  the  other — 
either  can  be  made  efficient,  and  one  ??ius(  be  made  efficient  if  the  whole  office 
organisation  is  not  to  suffer. 

It  has  already  been  explained,  when  considering  the  lay-out  of  a  factory, 
that  the  ideal  to  be  aimed  at  in  the  arrangement  of  work  in  each  shop  is  to 
have  a  straight  flow.  Well,  the  lay-out  of  the  offices  should  receive  just  as 
careful  attention  in  that  respect.  Sections  between  which  there  is  much 
coming  and  going  should  be  located  in  adjacent  rooms  as  far  as  possible,  for 
by  this  means  much  energy  and  time  may  be  saved  (and  both  mean  money). 

Another  matter  for  attention  is  the  matter  of  office  supplies.  Every  office 
carries  a  stock  of  stationery,  pencils,  &c.,  but  the  supply  of  them  to  each 
member  of  the  staff  is  usually  done  most  inefficiently.  Each  clerk  is  bound 
to  require  certain  things  regularly,  but  each  time  he  wants  to  renew  his  own 
little  stock  he  has  to  waste  time  on  it.  How  much  better  it  would  be  for  a 
definite  stock  to  be  arranged  for  each  one  and  for  an  office  boy  to  go  round 
every  desk  once  or  twice  a  week  to  see  that  the  stocks  are  kept  up.  And  the 
boy  should  be  instructed  to  place  the  new  supply  of  stationery  at  the  bottom  of 
these  stocks.  Of  course,  there  are  always  certain  unusual  supplies  which  are 
required  from  time  to  time,  and  then  it  would  be  necessary  for  the  clerk 
requiring  them  to  get  or  send  for  them  specially,  but  much  time  can  be  saved 
by  systematically  arranging  for  the  ordinary  supplies. 

These  are  only  a  few  of  the  matters  connected  with  an  office  that  will  pay 
for  attention — there  are  so  many  that  it  is  impossible  to  deal  with  them  all 
now ;  but  a  little  thought  on  the  part  of  anyone  in  charge  of  a  staff  will  bring 
into  view  a  multitude  of  details  on  which  savings  can  be  effected  and  greater 
efficiency  obtained. 
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The  extent  to  which  office  machinery  can  be  economically  employed  is  only 
one  of  these  details,  but  it  is  one  that  is  worthy  of  very  careful  consideration. 
It  is  also  one  which  is  receiving  more  and  more  attention  every  day,  but 
it  is  not  every  user  that  gets  the  best  from  the  machines  he  employs.  Too 
often  does  one  find  that  the  machine  is  expected  to  work  wonders  of  itself, 
whereas,  more  especially  in  connection  with  payroll  machines,  ledger  posting 
and  other  bookkeeping  machines,  and  tabulating  machines,  they  must  have 
definite  and  well  thought  out  systems  devised  for  them.  Before  blaming  the 
machine  for  lack  of  results  one  should  be  sure  that  the  system  behind  it  is 
not  at  fault.  Again,  inexpensive  machines,  such  as  those  that  affix,  count, 
and  cancel  insurance  stamps,  may  be  economically  employed  if  used  one  day 
per  week,  but  the  most  expensive  machines  cannot  be  said  to  be  economical 
if  they  work  less  hours  than  the  average  clerk. 

"  Organisation  "  means  the  creation  of  methods  whereby  things  may  be 
done  systematically,  but  all  attempts  at  organisation  will  prove  futile  unless 
everyone  in  the  business  co-operates  to  make  the  business  a  success.  In  an 
organised  business  every  section  has  some  relation  to  one  or  more  other  sec- 
tions, and  if  it  fails  to  perform  its  own  functions  it  is  liable  to  derange  the 
functions  of  those  others  as  well.  The  organiser  requires  all  the  co-operation 
he  can  get,  and  he  can  get  most  by  being  tactful.  A  staff  cannot  be  driven 
into  efficiency,  for  the  basis  of  efficiency  is  willing  service,  but  it  can  be  led. 
A  great  deal  of  spade  work  is  required  of  the  organiser  in  the  way  of 
educating  the  staff  and  the  workers  to  see  the  benefit  of  system — he  will  meet 
with  rebuffs,  he  will  meet  with  failures,  but  the  end  to  be  gained  is  w^orth 
suffering  much  to  obtain,  for  organisation  leads  to  method,  method  begets 
system,  system  produces  efficiency,  and  efficiency  commands  success. 
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By  Lawrence  R.  Dicksee,  M.Com.,  F.C.A. 

(Sir  Ernest  Cassel  Professor  of  Accounianc}-  and  Business  Metliods  in  the 
University  of  London). 

//  is  often  extremely  difficult  to  estimate  the  true  financial 
position  of  an  undertaking  from  its  published  Balance  Sheet 
and  accounts.  Professor  Dicksee,  the  well-known  author  and 
lecturer,  makes  some  suggestions  as  to  the  arrangement  and 
form  of  a  Balance  Sheet  which  will  be  easily  intelligible  and 
at  the  same  time  convey  all  the  necessary  information  to  the 
general  public. 

I  have  chosen  as  the  subject  of  my  lecture  to  you  this  evening,  "  Published 
Balance  Sheets  and  Accounts,"  partly  on  account  of  its  importance  and 
partly  because  it  is  not  a  highly  technical  subject  and  is,  therefore,  not 
unsuitable  for  consideration  at  the  beginning  of  a  session,  but  chiefly 
because  of  the  widely  divergent  views  as  to  what  a  published  Balance  Sheet 
ought  to  be.  We  may,  therefore,  I  think,  very  usefully  consider  the  question 
in  its  various  aspects,  and  also  consider  how  far  the  criticisms  which  are 
sometimes  passed  \ipon  jniblished  Balance  Sheets  and  accounts  are  reason- 
able, and  how  far  ihty  are  unreasonable  as  being  really  impracticable. 
We  find  that  it  is  said  upon  the  one  hand — and  this,  perhaps,  of  the  two 
is  the  view  more  widely  held — that  a  Balance  Sheet  should  be  a  statement 
showing  exactly  the  financial  position  of  an  undertaking,  containing  facts 
and  nothing  but  facts,  showing  exactly  how  that  undertaking  would  pan 
out  if  the  business  were  to  be  discontinued  and  the  affairs  of  the  business 
Vvound  up.  At  the  other  extreme  we  find  it  suggested  that  a  Balance  Sheet 
means  practically  none  of  these  things,  and  that  it  is  simply  a  statement 
prepared  by  the  bookkeeper  when  he  has  finished  his  work  at  the  end  of 
a  year,  or  some  other  period,  and  then  simply  puts  together  in  the  form 
of  an  annual  statement  a  sort  of  list  of  the  uncompleted  transactions. 

If  we  take  the  first  view  as  being  our  standard  of  what  a  Balance  Sheet 
ought  to  be,  it  might  be  regarded  more  or  less  as  a  statement  of  fact, 
although  even  then  there  might  be  widely  divergent  views  as  to  what  certain 
kinds  of  property  would  realise  if  sold,  before  any  attempts  had  been  made 
to  find  a  purchaser  for  them.  If  we  take  the  second  view,  it  is  possible 
to  regard  the  Balance  Sheet  as  a  statertient  of  fact,  again  up  to  a  point ; 
but  of  a  different  kind  of  fact.  We  must  then  regard  it  rather  as  a  state- 
ment showing  on  the  one  hand  what  the  undertaking  has  received  and 
has  not  repaid,  and  is,  therefore,  liable  to  account  for  ;  and  on  the  other 
hand  a  statement  of  what  it  has  done  with  the  moneys  so  received  and 
not  yet  refunded.  There  again,  to  some  extent,  matters  of  opinion  must 
crop  up,  and  our  Balance  Sheet  even  on  that  basis  cannot  be  regarded 
as  a  cold  statement  of  absolute  facts.    Whichever  way  we  look  at  it,  we  must 

*  A  public  lecture  delivered  at  the  London  School  of  Economics  and  Political  Science  on 
jth  October,  Mr.  Wilson  Potter,  Vice-Chairman  of  the  Shipping  Sub-Committee  for  Commerce 
Degrees  of  London  University,  in  the  chair. 
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expect  to  find  questions  of  opinion,  so  to  speak,  mixed  up  with  our  state- 
ments of  fact,  and  the  opinion  must  in  the  first  instance  clearly  be  the 
opinion  of  those  who  are  rendering  this  statement  of  fact — the  accounting 
parties. 

When  the  Balance  Sheet  is  audited,  it  becomes  the  duty  of  the  auditor 
not  to  "  certify  "  that  the  Balance  Sheet  is  a  true  statement"  of  fact,  because 
that,  as  I  have  just  said,  would  be  impossible  as  regards  at  least  a  part  of 
it ;  but  he  is  called  upon  to  express  an  opinion  as  to  whether  the  statement 
as  put  before  him  by  the  acccnuiting  parties  properly  discloses  the  position 
of  affairs.  If  his  opinion  differs  from  theirs,  it  is  his  duty  to  report  in 
what  respect  it  differs ;  but  it  is  important  to  bear  in  mind  that  the  auditor's 
report  is  to  a  very  large  extent  a  matter  of  opinion  and  that  the  expression 
•'  auditor's  certificate,"  which  is  so  very  commonly  used,  is  a  misnomer. 
One  can  certify  facts,  but  one  cannot  certify  matters  of  opinion,  and  as 
a  matter  of  fact  the  law  does  not  require  a  Balance  Sheet  to  be  certified, 
but  it  does  require  the  auditor  to  report  whether  in  his  opinion  ir  is 
properly  dravvii  up. 

Supposing  we  were  to  take  as  our  standard  of  what  the  ideal  Balance 
Sheet  ought  to  be  the  view  that  it  ought  to  show  what  the  position  will  be 
if  the  business  is  disposed  of  and  its  affairs  are  wound  itp,  then  clearly, 
if  its  possessions  are  at  the  time  when  we  prepared  the  Balance  Sheet  likely 
to  be  sold  at  something  appreciably  above  their  cost  price,  we  are  looldng 
forward  to  a  profit  on  realisation.  We  are  expecting  that  the  position  v.ill 
turn  out  better  on  a  realisation  than  it  would  have  done  had  there  been  no 
rise  in  prices.  If  we  frame  our  Balance  Sheet  upon  those  lines,  it  must 
necessarily  result  in  its  showing  a  profit  up  to  date  which  includes  a  profit 
that  has  not  yet  been  realised,  and  is,  therefore,  not  at  present  available  to 
be  divided  in  money.  In  so  far  as  that  profit  may  be  expected  from  the 
sale  of  what  we  may  call  the  general  equipment  of  the  undertaking — what 
is  technically  spoken  of  as  the  "  fixed  assets  "  of  the  undertaking,  the  things 
that  it  does  not  try  to  turn  into  money  in  the  ordinary  course  of  business, 
but  has  acquired  with  the  object  of  using  them  in  their  existing  form  as 
a  means  of  increasing  the  profits  of  the  undertaking — in  so  far  as  we 
include  possible  profits  on  the  realisation  of  equipment,  we  shall  be  including 
as  profits  actually  alread}'  made  profits  which  there  is  no  intention  whatever 
of  ever  making  on  the  assumption  that  the  business  is  not  being  disposed  of 
or  shut  down,  but  is  to  be  continued. 

Accordingly,  when,  as  at  a  time  like  the  present,  the  tendency  is  for 
prices  to  rise  and  to  go  on  rising,  a  Balance  Sheet  so  prepared  would  show 
very  large  profits  which  would  be"largely,  if  not  entirely,  illusory.  At  other 
times  it  might  be  that,  with  falling  prices.  Balance  Sheets  so  prepared 
would  show  serious  losses ;  that  is  to  say,  the  existing  equipment  might 
perhaps  only  be  saleable  at  a  price  very  considerably  less  than  what  it 
originally  cost,  even  after  making  due  allowance  for  the  fact  that  it  is 
partly  worn  out  and,  therefore,  that  we  should  not  regard  it  as  being  to-day 
worth  the  original  cost.  Its  realisable  price  might  be  less  still.  If  we  were 
to  be  debarred  from  dividing  profits  derived  from  the  practical  working  of 
our  business  merely  because  equipment  could  be  bought  more  cheaply  to-day 
than  when  we  purchased  our  equipment,  this  would  certainly  not  make 
it  easy  for  us  to  find  new  capital  for  expansion  ;  it  would  not  make  it  easy 
for  other  similar  undertakings  to  find  new  capital  for  new  enterprises.  But, 
apart  from  that,  these  losses  which  a  Balance  Sheet  so  framed  would  show 
would  be  just  as  illusory  as  the  profits  would  have  been  after  a  period 
of  rising  prices ;  that  is  to  say,  they  would  be  hypothetical  losses  which 
would  be  sustained  if  we  were  to  dispose  to-day  of  something  which  we  have 
no  intention  whatever  of  trying  to  sell.    In  our  attempt,  therefore,  to  produce 
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a  Balance  Sheet  which  will  get  into  close  touch  with  actual  facts,  we  find 
that  we  have  entirely  defeated  our  purpose  and  have  got  right  awa}'  from 
the  true  facts  of  the  position,  the  essential  fact  being  that  the  business  is 
a  going  concern  which  we  are  going  to  continue  to  carry  on  so  far  as  we 
can  anticipate,  and  which  we  have  everv  reason  to  suppose  that  we  shall  be 
able  to  continue. 

Then  there  is  another  point.  If  we  frame  our  Balance  Sheet  so  that  it 
may  show  as  profit  increases  of  wealth  which,  even  if  turned  into  money, 
are  manifestly  of  a  non-recurring  nature  (and  a  profit  derived  from  the 
sale  of  one's  equipment  clearly  could  only  be  made  once,  and  not  annually), 
the  effect  would  be  to  encourage  by  this  form  of  accounting  the 
payment  of  very  large  dividends  after  a  period  of  rising  prices 
and  no  dividends  at  all  after  a  period  of  falling  prices.  We  should  find 
that  not  even  the  soundest  undertaking  could  maintain  anything  like  a 
uniform  rate  of  distribution  among  its  proprietors  by  way  of  dividend,  and 
that  again  would  make  it  very  difficult  for  us  to  get  capital  for  new  enter- 
prises. 

Then,  again,  if  we  keep  to  this  first  ideal  of  a  Balance  Sheet  which 
represents  absolutely  realisable  value,  we  have  got  to  cut  out  altogether 
a  number  of  items  which,  if  we  adopted  the  second  ideal,  we  should  certainly 
include  in  our  Balance  Sheet  along  with  our  possessions,  or  "  assets  "  as 
they  are  commonly  called.  In  almost  every  kind  of  business  activity  certain 
kinds  of  expenditure  occur,  the  full  benefit  of  which  is  not  received  entirely 
within  the  year  (or  other  accounting  period)  in  which  the  expenditure  takes 
place,  so  that  at  the  date  of  the  Balance  Sheet  the  whole  of  the  advantage 
to  be  derived  from  that  expenditure  is  not  exhausted ;  there  is  still  a 
surviving  value  in  that  expenditure  which,  with  varying  degrees  of  con- 
fidence, according  to  circumstances,  we  expect  will  be  received  in  future 
years — sometimes  a  few  years,  sometimes  many  years.  Now,  clearly,  expendi- 
ture the  benefit  of  which  is  entirely  exhausted  within  one  week,  is  a  proper 
charge  against  the  profits  of  one  week.  Expenditure  which  is  entirely 
exhausted  within  one  year  is  similarly  a  proper  charge  against  the  profits 
of  that  year.  Expenditure  which  is  not  entirely  exhausted,  until,  let  us  say, 
the  end  of  20  years,  is  equally  properly  chargeable  over  the  longer  period 
of  20  years.  Theoretically  at  least,  we  ought  to  ascertain  what  benefits 
will  be  received  from  this  outlay  in  each  accounting  period  during  which 
it  is  any  advantage  to  us  whatsoever,  and  charge  the  corresponding  portion 
of  the  cost  against  each  accounting  period.  That  is  what  is  commonly 
done  in  practice  with  such  items  as  plant  and  machinery  and  the  like,  which 
we  know  wiU  last  very  much  longer  than  one  year,  and  the  cost  of  which 
is  spread  over  a  longer  period — a  period  approximately  as  nearly  as  one 
can  tell,  and  as  nearly  as  experience  will  help  one  to  determine,  to  the  time 
during  v/hich  that  plant  and  machinery  continues  to  be  useful  as  equipment, 
and,  therefore,  to  serve  its  function  as  a  profit-earner.  It  we  accept  that  as 
a  reasonable  way  of  dealing  with  expenditure  of  this  character,  it  necessarily 
follows  that  in  each  successive  Balance  Sheet  prepared  during  the  time  tha't 
the  effective  life  of  that  equipment  continues,  we  must  bring  in  such  part 
of  the  original  cost  of  the  equipment  as  we  consider  is  not  already  worked 
out  or  worn  out — that  part  which  we  consider  survives  and  for  that  reason 
is  more  properly  chargeable  against  future  profits  than  against  current 
profits.  If  we  work  upon  these  lines,  it  necessarily  follows  that  from  time 
to  time  such  outlays  will  appear  in  our  Balance  Sheets  at  figures  quite 
different  from  the  then  realisable  values  of  the  articles  represented  by  the 
outlay. 

We  cannot  possibly  frame  a  Balance  Sheet  which  will  carry  out  both  ideals ; 
we  must  choose  which  of  the  two  is  the  one  that  we  propose  to  adopt.  In 
every  case  where  we  are  proposing  to  continue  the  business  and  there  is  no 
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reason  to  suppose  that  we  shall  not  do  so,  and  no  reason,  humanly  speaking, 
to  suppose  that  the  future  profits  of  that  business  will  not  be  able  to  bear 
the  burden  that  we  are  throwing  upon  them,  that  seems  to  be  a  perfectly 
sound  method,  and  it  has  at  least  the  advantage  of  charging  against  the 
gross  earnings  of  each  year  their  fair  share  of  the  burden  that  has  to  be 
borne  by  all  of  the  years.  The  system,  therefore,  tends  in  the  direction  of 
producing  statements  of  profit  from  year  to  year  that  will  be  as  uniform  as 
the  varying  circumstances  of  the  case  would  permit  or  justify.  At  least,  we 
are  not  going  out  of  our  way  to  make  the  profits  fluctuate  more  widely  than 
the  conditions  of  trade  necessitate. 

Shareholders,  in  the  nature  of  things,  for  the  most  part  prefer  uniform 
dividends.  They  are  quite  willing  that  distributions  out  of  profits  should 
tend  to  increase,  but  they  are  always  inclined  to  be  disappointed,  and 
frequently  inclined  to  grumble,  when  the  rate  of  dividend  falls.  Accordingly, 
those  who  are  responsible  for  the  preparation  of  accounts,  and  for  the 
successful  conduct  of  a  business,  very  naturally  adopt  in  the  main  a  procedure 
that  tends  in  the  direction  of  avoiding  large  distributions  of  profits  which 
they  know  it  will  be  impossible  to  maintain  in  the  future.  But  although 
shareholders  as  a  body  like  uniform  dividends,  as  representing  fixed  income, 
the}'  are  not  alwa3^s  very  consistent,  and,  accordingly,  we  commonly  find 
that  where  the  dividend  that  it  is  proposed  to  declare  is  markedly  less 
than  the  amount  of  the  iiiidivided  profits  available  to  be  divided,  pressure 
is  brought  to  bear  by  the  shareholders  for  the  dividend  to  be  increased, 
and  directors  as  a  rule  endeavour  to  resist  that  pressure  where  in  their 
opinion  the  standard  of  distribution  proposed  is  too  high  to  be  maintained. 
To  assist  them  in  resisting  that  pressure,  it  is  a  very  common  thing  to 
transfer  a  certain  (or  rather  an  uncertain)  part  of  the  profits  actually  earned 
to  a  reserve,  thus  reducing  the  amount  of  undivided  profits  shown.  The 
device,  although  exceedingly  thin  to  the  initiated,  seems  to  serve  its  purpose 
quite  well  in  practice.  We  rarely  find  shareholders  clamouring  for  a  dividend 
to  be  paid  out  of  reserve,  although  at  times,  when  the  reserve  gets  very  high, 
they  may  look  forward  to,  and  expect,  a  free  distribution  of  shares  out  of 
reserved  profits;  but  the  practice  of  transferring  what  we  may  call  "  surplus 
profits  "  to  reserve  is  generally  effective,  as  permitting  current  dividends 
to  be  kept  within  the  safet}'  limit.  Nevertheless  we  do  not  always  find 
that  this  particiilar  method  is  employed  by  directors  to  keep  dividends 
within  what  they  consider  to  be  desirable  limits.  Instead  of  transferring 
profits  to  a  reserve  that  is  clearly  shown  upon  the  face  of  the  Balance  Sheet 
as  something  which  has  to  be  accounted  for  in  the  future — or  what  is  called 
a  liability — the  practice  has  grown  up,  and  during  recent  years  appears  to 
be  decidedly  upon  the  increase,  of  piling  up  what  are  sometimes  called 
"  internal  reserves,-"  sometimes  '*  undisclosed  reserves,"  and  sometimes 
*'  secret  reserves."  The  term  "  secret  reserve  "  does  not  seem  to  be  much 
used  save  by  those  who  oppose  this  particular  kind  of  policy  and  regard  it 
as  being  highly  undesirable. 

The  effect  of  the  policy  is  to  withold  from  those  to  whom  the  Balance  Sheet 
may  be  sent  the  fact  that  the  undertaking  has  made  certain  profits  which 
have  not  yet  been  divided.  The  directors  do  not  "  account  "  to  the  extent 
of  such  reserves.  On  the  face  of  it  that  might  seem  to  be  entirely  improper 
and  highly  unjustifiable,  but  it  has  been  held  that  there  is  nothing  whatever 
illegal  about  such  a  practice  so  long  as  it  is  not  contrary  to  the  regulations 
of  that  particular  company.  Most  companies  in  their  regulations  take  power 
for  their  directors  to  make  such  reserves  as  they  think  fit,  without  specifying 
whether  those  reserves  are  to  be  shown  upon  the  face  of  the  Balance  Sheet 
or  not.  The  only  thing  that  the  Courts  have  so  far  objected  to  in  the  matter 
is  that  they  have  decided  that  the  existence  and  the  extent  of  these  reserves 
must  not  be  concealed  from  the  company's  auditor.    They  throw  upon  the 
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latter  the  grave  responsibility  of  determination  whether  he  shall  make  anv 
f'l-cl  .sure  to  the  shareholders  with  regard  to  the  matter.  This  seems  very 
c'.t  .riy  to  suggest  that  the  auditor  will  not  do  so  without  good -reason,  so 
that  as  long  as  the  directors  are  acting  in  good  faith  these  internal  reserves 
are  apparently  recognised  as  being  a  reasonable  business  policy. 

Such  reserves  may  be  made  in  a  great  number  of  ways,  all  of  which  will 
indirectly  affect  the  published  Balance  Sheet.  Excessive  sums  may  be 
charged  against  current  profits  to  provide  for  contingencies,  such  as  the 
wear  and  tear  and  obsolescence  of  equipment,  possible  future  bad  and 
doubtful  debts,  the  deterioration  in  value  of  stock  in  trade  or  investments, 
and  so  on.  Ahr.ost  everybody  applauds  the  systematic  and  drastic  writing 
down  of  goodwill  in  the  case  of  a  successful  company.  The  policv  is,  iic 
doubt,  excellent  in  itself,  but  we  have  got  to  remember  that  the  more  success 
ful  the  undertaking  may  be  the  more  valuable  does  its  goodwill  beconu-. 
Although,  therefore,  we  may  write  goodwill  off  against  profits,  and  out  ot 
the  Balance  Sheet  as  rapidly  as  the  earning  capacity  of  the  undertaking  will 
permit,  we  are  deliberately  preparing  a  Balance  Sheet  which  under-estimate.> 
the  value  of  that  particular  asset.  The  policy  may  be  justified  on  the 
ground  thai  even  in  the  most  successful  business  the  value  of  goodwill  is  sub 
ject  to  wide  fluctuations,  because  even  in  the  most  successful  business  profits 
fluctuate;  but,  however  that  may  be,  the  effect^  of  writing  down  goodwill 
is  to  state  this  particular  asset  in  our  Balance  Sheet  at  less  than  we  belie,  t 
it  to  be  worth,  and  to  leave  a  corresponding  amount  of  money  (if  the  profits 
are  realised  profits)  in  the  control  of  the  directors  for  future  purposes. 

We  may  also  build  up  internal  reserves  by  overstating  the  total  amount 
of  our  liabilities,  by  including  reserves  for  possible  future  claims  or  in 
excess  of  \\  hat  we  really  believe  to  be  the  actual  extent  of  our  commitments 
at  the  present  time.  Again,  various  kinds  of  outlay,  which  result  in  acquir 
ing  new  possessions,  whether  by  way  of  buildings  or  plant  or  investments, 
or  what  not,  may  be  and  sometimes  are  charged  direct  against  profits  as 
a  working  expense,  with  the  result  that  that  which  has  been  acquired  as  a 
result  of  this  outlay  does  not  come  into  the  Balance  Sheet  as  an  existing  asset 
at  all.  The  result  of  this  kind  of  policy  is  that  it  leaves  us  without 
any  formal  record  in  our  accounts  of  the  property  that  we  have  purchased, 
the  existence  of  which  ought  to  be  carefully  verified  from  time  to  time. 

The  strongest  argument  in  favour  of  reserves,  whether  disclosed  or 
undisclosed,  is  the  impossibility  of  saying  with  absolute  certainty  what  the 
future  has  in  store  for  us.  We  are  only  justified  in  putting  into  our  Balance 
Sheet  as  assets  that  which  we  think  w-e  shall  in  the  future  receive  real  value 
for.  either  when  it  is  disposed  of  and  turned  into  mone}^,  or  as  the  result  of 
using  it  in  its  existing  form.  We  can  never  say  with  absolute  certainty  what 
future  benefits  we  shall  derive  from  our  present  possessions.  We  must,  there- 
fore, leave  a  wide  discretion  in  the  hands  of  those  responsible  for  the 
m.anagcment  of  the  business  as  to  the  value  that  they  put  upon  these  items 
as  being  fair  and  reasonable.  Similarly,  although  not  as  a  rule  to  such  a 
great  extent,  it  is  not  practicable  in  the  case  of  a  going  concern  to  say  with 
absolute  certainty  what  claims  may  be  made  upon  it  in  the  future  arising 
out  of  events  that  have  already  happened.  We  must  permit  the  management, 
therefore,  to  provide  an  adequate  and  even  a  generous  amount  for  future 
contingencies  which,  in  their  judgment,  not  only  are  likely  to  happen  but 
also  may  happen.  We  cannot,  and  ought  not  to,  complain,  but  rather  to 
congratulate  them  if  their  general  policy  is  always  to  be  upon  the  safe  side, 
and  to  aim  at  disclosing  a  position  in  their  published  Balance  Sheets  that 
is  certainly  not  better  than  the  true  position. 

We  see  then  that  we  must  give  the  accounting  parties  a  very  wide  dis- 
cretion as  to  how  they  frame  their  accounts,  and  that  in  the  nature  of  things 
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they  cannot  put  before  us  a  statement  of  facts  in  connection  with  things 
that  have  not  yet  happened,  and  that  things  which  may  happen  in  the 
future  will  react  upon  what  is.  or  is  thought  to  be,  the  present  position, 
in  so  far  as  they  have  not  been  provided  for  or  have  been  over-provided 
for.  In  spite  of  all  this  we  must  draw  the  line  somewhere,  or  we  shall  find 
that  we  are  driven  to  the  conclusion  that  the  balance  Sheet  may  mean  little 
or  nothing,  and  would,  therefore,  be  useless. 

It  is  only  shareholders  who  have  a  statutory  right  to  see  a  Balance  Sheet. 
On  the  other  hand,  most  companies  go  much  further  than  that  and  issue 
copies  of  their  Balance  Sheets  to  practically  anybody  who  likes  to  ask  for 
one,  and  some  even  go  to  the  extent  of  advertising  their  Balance  Sheets  so 
as  to  make  them  as  far  as  possible  common  knowledge.  There  must  clearly 
be  some  responsibility  resting  on  those  who  publish  Balance  Sheets  for  the 
information  they  contain,  even  although  you  may  not  find  their  responsibility 
defined  in  the  Companies'  Acts.  We  find  it  mentioned,  however,  in  a  rather 
forceful  way  in  the  Larceny  Act,  where  it  is  provided  that  it  is  a  mis- 
demeanour to  publish  a  Balance  Sheet  with  intent  to  deceive  a  member 
or  a  creditor,  or  with  intent  to  induce  anyone  in  the  future  to  become  a 
member  or  a  creditor,  so  that  the  Balance  Sheet  is  not  a  purely  domestic 
document. 

In  ordinary  practice  Balance  Sheets  seem  to  b  eused,  and  to  a  surprising 
extent  to  be  relied  upon,  not  merety  as  a  means  by  which  the  rank  and  file 
of  the  shareholders  may  test  the  degree  of  success  with  which  a  board  of 
directors  has  conducted  the  affairs  of  the  undertaking,  but  also  as  a  means 
of  enabling  the  initiated  to  determine  what  is  the  true  value  of  the  com- 
pany's shares  from  time  to  time.  It  is  very  doubtful  whether  a  Balance 
Sheet  can  be  of  much  use  for  this  latter  purpose.  The  true  value  of  the 
shares  in  a  company  depends,  no  doubt,  to  a  certain  extent  upon  what 
return  would  be  likely  to  be  made  to  shareholders  in  the  event  of  the 
company  being  wound  up,  but  it  depends  certainly  to  a  greater  extent  upon 
the  income  derived  from  the  possession  of  the  shares  and  the  degree  of 
probability  of  that  income  being  maintained.  The  Balance  Sheet  as 
ordinarily  prepared  gives  very  little  idea  as  to  what  shareholders  may 
expect  to  receive  if  the  company  were  wound  up.  It  will  give  some  idea 
as  to  the  probability  of  the  business  being  successful  in  the  future,  and  it 
should  enable  us  to  determine  whether  the  resources  of  the  undertaking  are 
sufficient  to  enable  it  to  meet  its  debts  as  they  fall  due.  We  may,  by  looking 
at  a  Balance  Sheet  which  has  been  prepared  with  reasonable  honesty,  satisfy 
ourselves  that  it  is  not  likely  that  the  company  will  be  obliged  to  discontinue 
operations  because  it  is  unable  to  pa}^  its  debts_j  or  we  may  form  the  con- 
clusion from  looking  at  the  Balance  Sheet  that  there  is  a  greater  or  a  less 
probability  that  it  wall  be  obliged  to  stop  for  want  of  money ;  but  we  can 
form  no  very  useful  idea  from  looking  at  any  Balance  Sheet  as  to  whether 
the  profits  of  the  next  few^  years  will  be  as  great  as  those  of  the  last  few 
years.  You  must  remember  that  perfectly  sound  undertakings  sometimes 
carry  on  for  a  year,  or  even  more,  with  very  little  profit,  or  perhaps  even 
at  a  loss.  The  existence  of  sufficient  reserves  will,  however,  enable  them  to 
tide  over  lean  years,  and  still  to  go  on  paying  dividends.  That  we  may  form 
a  useful  idea  of  the  position  of  an  undertaking  from  its  Balance  Sheet  is 
all  that  we  are  able  to  say. 

The  Balance  Sheet  should  show  in  reasonable  detail  the  grouping  of  its 
assets.  Most  Balance  Sheets  do  that.  Some  certainly  do  not ;  and  as  an 
illustration  of  one  that  does  not,  I  should  like  to  read  you  an  extract  from  a 
Balance  Sheet  of  a  well-known  company.  Explaining  an  outlay  of  upwards 
of  5I  millions  sterling,  it  does  it  in  five  lines  of  print,  as  follows  :— "  By 
"  land,  water  rights,  reservoirs,  effluent  works,  buildings,  plant,  machinery, 
*'  office  furniture,  goodwill,  designs,  engraving,  and  sampling,  as  per  last 
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"  account,  ;£'5,776,2i2  19s.  8d.  Further  capital  expenditure  at  cost  (less 
"  sales)  for  the  two  years  ended  26th  June  1920,  ;^i4,922  i6s.  iid.,"  making 
a  total  of  /'5,79i,i35  i6s.  yd.  I  suggest  that  that  is  not  an  ideal  way  of 
disclosing  to  interested  parties  what  the  main  resources  of  the  undertaking 
consist  of.  Another  example  of  how  not  to  do  it  I  should  like  to  give  you  : 
The  Balance  Sheet  of  a  shipping  company  having  total  assets  amounting  to 
.305,000  odd,  explains  ;/ri,o73,8ii  of  that  amount  by  simply  describing 
It  as  "  Stock  in  steamships  and  investments,  book  value  at  31st  December 
1918,  after  deducting  depreciation  previously  written  off."  At  the  annual 
meeting  of  that  company  the  chairman  was  asked  whether  he  would  state 
how  much  of  that  figure  represented  steamships  and  how  much  represented 
investments,  and  he  said  that  it  was  not  in  the  interests  of  the  company 
to  give  that  information.  At  that  time  the  ^10  shares  of  the  company  stood 
at  about  ^^45.  A  little  later  the  ships  were  sold  and  the  company  was  wound 
up,  and  the  return  to  the  shareholders  is  now  expected  to  be  about  ;i^i3o 
per  share.  One  wonders  whether  it  really  was  in  the  interests  of  the  com- 
pany that  shareholders  should  have  no  information  which  would  suggest  to 
them  that  their  shares  were  worth  a  very  great  deal  more  than  the  current 
market  price. 

I  put  these  matters  before  you,  but  I  have  no  time  this  evening,  and  I 
do  not  think  that  I  have  any  particular  inclination  just  now,  to  suggest  a 
remedy.  I  have  merely  tried  to  point  out  to  you  that  the  question  of  what 
a  Balance  Sheet  ought  to  be,  and  ought  to  contain,  is  not  a  very  simple  one 
that  can  be  answered  offhand,  and  yet  that  it  is  a  very  urgent  one,  in  that 
clearly  there  are  cases  where  shareholders  and  other  interested  parties  do 
not  get  the  information  that  would  be  of  great  use  to  them  from  the  published 
accounts,  and  seem  at  present  to  be  entirely  without  a  remedy. 
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The   Grammar  of   Law. — L 

I  By   Donald    Mackay,    B.L.  | 

The  follozving  article  is  the  first  of  a  series  on  the 
Elementary  Principles  of  Law  specially  written  for  the 
Accountants^  Journal^  Mr.  Mackay  will  deal  with  the 
basic  principles  of  law  in  general,  and  students  will  find  in 
this  series  a  useful  and  practical  introduction  to  more 
advanced  studies  of  the  law. 

1. — Origin  and  Functions  of  Law. 

Law  may  be  practically  defined  as  the  rules  by  which  the  order  of 
society  is  maintained.  It  prescribes  what  is  to  be  done  and  what  is 
to  be  abstained  from.  One  can  scarcely  conceive  of  any  society,  even  the 
most  primitive,  which  has  not  something  in  the  nature  of  regulations  for 
its  conduct.  These  may  arise  out  of  instincts,  necessities,  even  passions, 
but  they  have  for  their  aim  and  object  the  subordination  more  or  less  of 
the  individual  will  to  the  common  social  purpose.  There  is  rule  and 
constraint.  In  course  of  time  these  are  consolidated  into  customs  or 
uniform  practices  which  are  recognised  as  binding,  and  when  that 
stage  is  reached  we  are  in  the  domain  of  law,  for,  generally  speaking, 
custom  is  the  parent  of  the  common  law.  This  is  effected  by  the  social 
practices  and  customs  being  recognised,  applied  and  interpreted  by  the 
judiciary  of  the  community,  however  primitive  it  may  be.  In  modern 
times  courts  of  justice  are  specialised  institutions,  but  law  can  exist,  and 
has,  in  fact,  existed,  apart  from  trained  judges  or  professional 
practitioners. 

As  society  progresses,  and  higher  standards  of  ethical  and  social 
conduct  are  reached  and  new  circumstances  emerge,  common  law  is 
seen  to  be  capable  of  improvement.  These  improvements  are  effected 
by  the  statutes  or  orders  of  the  ruler  or  governing  body  of 
the  community.  By  these,  the  common  law  is  altered,  and 
new  laws  are  introduced  to  meet  new  conditions.  There  are, 
thus,  two  main  elements  in  the  formation  of  laws.  One  which 
may  be  called  the  historic  or  customary  element,  and  the  other 
the  deliberative  or  statutory  method.  Sometimes  both  methods  are 
united  by  the  process  of  codification,  which  aims  at  the  reduction  of 
separate  and  conflicting  laws,  both  common  and  statutory,  into  one 
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uniform  system.  A  third  important  source  of  law  is  judicial  interpreta- 
tion. Inevitably,  differences  of  opinion  arise  respecting  laws.  Conflicts 
of  right  occur  which  are  settled  by  established  courts.  The  judges  of 
these,  in  giving  the  decisions,  interpret  existing  law,  but  these  interpreta- 
tions not  infrequently  result  in  new  law  in  the  sense  that  an  extended 
meaning  may  be  given  bv  them  to  existing  laws.  To  this  we  shall  refer 
later. 

As  society  develops  well-defined  departments  of  law  are  marked  out. 
Each  of  these  has  many  subordinate  departments,  but  it  is  here  suffi- 
cient to  notice  the  main  divisions.  First  :  Laws  for  regulating  the 
internal  condition  of  the  body  politic,  relating  to,  e.g.  the  relations  of 
family  life,  ownership  of  property,  enforcement  of  agreements,  pre- 
servation of  individual  liberty  and  safety.  Second  :  Laws  regulating  tlie 
relation  of  the  society  or  State  in  its  dealings  with  other  States.  This 
is  known  as  international  law.  Here,  however,  it  should  be  noted  tliat 
what  is  termed  international  law  lacks,  as  yet,  an  element  essential  to 
effective  law,  namely,  sanction.  In  this  re-^pect  its  rules  are  imperfect, 
there  being  no  sovereign  power  to  give  them  recognition  and  enforcement. 
Third  :  The  rules  regulating  the  relationship  between  the  citizens  uf 
one  State  in  their  individual  capacities,  and  the  citizens  of  other  States 
similarly.  This  is  private  international  law.  Fourth  :  With  the  growth 
of  society  it  is  found  practically  necessary  for  the  governing  bodv  to 
delegate  the  power  of  making  laws  to  subordinate  bodies.  Thus,  it  ma\ 
entrust  the  making  of  local  regulations  to  an  authority  elected  in  the 
locality,  or  commit  to  a  specially  created  statutory  bodv  the  duty  of 
making  regulations  for  certain  defined  purposes.  This  is  administrative 
law.  Lastly,  the  enactments  of  these  subordinate  legislatures,  or  even 
of  the  supreme  governing  body  itself,  may  not  be  absolute.  In  the  case 
of  the  former,  they  can  only  exercise  their  powers  within  the  limits 
appointed  for  them,  and  even,  as  in  the  case  of  the  United  States,  where 
the  constitution  of  the  legislature  is  written,  the  point  may  competently 
be  raised  whether  enactments  of  the  supreme  governing  body  are  in 
conformity  with  its  own  constitution.  The  question  as  to  the  com- 
petency of  any  step  which  the  governing  body  may  take,  and  the  effect 
which.it  may  have  on  that  body,  brings  us  into  the  region  of  what  is 
termed  constitutional  law. 

In  defining  next  the  province  of  law,  we  are  at  once  forced  to  consider 
the  far-reaching  distinction  between  law  and  morality.  The  essential 
distinction  between  the  two  laws  is  their  respective  sanctions,  i.e.  the 
manner  in  which  they  are  enforced.  Law  derives  its  sanction  or  com- 
pelling power  from  some  external  force  w^hich  it  can  call  to  its  aid.  A 
man  who  appeals  to  the  law,  and  appeals  successfully,  has  the  whole 
reserves  of  the  State  at  his  back,  when  he  proceeds  to  make  good  his 
claim — for  example,  if  one  of  the  parties  to  a  contract  breaks  it,  and  the 
Court  awards  the  other  party  damages,  the  law  puts  at  the  disposal  of 
the  latter  its  magistrates  and  officers  to  enable  him  to  recover  his  money ; 
or  the  sanction  may  operate  by  way  of  punishment,  e.g.  a  person  who 
has  broken  the  law  by  stealing  will  be  punished.  Further,  the  sanction 
may  consist  in  the  fact  that  unless  certain  rules  are  observed,  an  intended 
result  cannot  be  achieved,  e.g.  if  the  law  requires  writing  as  evidence  of 
a  certain  obligation,  it  refuses  to  enforce  the  claim  of  a  creditor  who  has 
not  his  claim  so  evidenced.  Sanctions  are  the  appointed  consequences  of 
disobedience.    In  regard  to  morality,  however,  there  is  no  physical  sane- 
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tion,  the  compelling  force  is  inward,  and  comes  from  a  man's  own 
conscience  or  sense  of  honour.  In  other  words,  law  is  an  enforceable 
rule ;  ethical  rules  are  voluntary.  Again,  law  is  external ;  it  can  only 
deal  with  words,  acts,  things  ;  it  does  not  extend  to  that  which  lies  in  the 
thought  of  the  individual. 

On  the  other  hand,  law  may  go  further  than  morality  in  its  demands. 
A  familiar  instance  of  this  is  that  a  master  is  legally  liable  for  the  acts  of 
his  servant,  though  he  personally  might  even  have  forbidden  such  acts. 
That  is  a  principle  of  general  public  policy  and  expediency,  which  entails 
legal  consequences  on  persons  w-ho  themselves  mav  not  be  associated  witli 
fault  at  all. 

A  further  important  distinction  is  that  the  moral  law  being  applied 
by  each  individual  to  his  own  case  is  adaptable  to  particular  circum- 
stances. The  individual  himself  is  his  own  judge  of  the  circumstances, 
both  objective  and  subjective,  and  he  can  act  according  as  his  moral 
nature  dictates.  With  law,  on  the  ether  hand,  only  a  general  rule  can  be 
leid  down  which  appears  to  the  legislature  to  do  least  hardship  to  indi- 
viduals, while  at  the  same  time  obtaining  the  object  in  view.  It  is  the 
province  of  the  judge  to  apply  this  general  rule  to  particular  cases. 

Sometimes  the  general  rule  works  hardship  to  individuals,  and  to 
correct  this  several  devices  have  been  employed.  One  of  these  is 
equity.  The  purpose  of  this  is  to  enable  a  judge,  in  any  case  in  which 
the  generality  of  a  rule  seems  to  press  severely  upon  a  particular  person, 
to  introduce,  at  his  discretion,  such  modifications  of  the  rule  as  may 
carry  out  the  presumed  general  design  of  the  law-maker  with  the 
smallest  amount  of  deflection  from  the  rigid  language  in  which  the  law 
is  couched,  and  yet  with  a  more  considerate  regard  for  all  the  circum- 
stances which  surround  the  actual  case  than  that  language  was  capable 
of  anticipating.  It  is  necessary  that  such  a  power  of  adaptation  should 
exist,  even  though  it  may  sometimes  result  in  decisions  that  seem  at 
variance  with  formally  recognised  law,  but  yet  are  intrinsically  just. 
Equity  in  English  law  is  derived  from  the  King's  ancient  power  of  doing 
justice  at  his  discretion,  and  by  special  means  in  cases  where  the 
ordinary  means  of  justice  failed. 

Another  method  whereby  the  severity  of  the  general  rule  is  tempered  is 
by  committing  the  discretionary  power  to  the  judge.  This  is  best  illus- 
trated by  criminal  law.  The  law  lays  down  a  certain  penalty  for  an 
offence  which  might  be  committed  either  by  a  person  deliberately,  and 
even  in  defiance  of  the  law,  or  by  a  person  in  extenuating  circumstances 
or  in  ignorance  of  the  law.  Such  cases  are  met  by  the  statute  enacting 
a  maximum  penaltv,  and  allowing  the  judge  to  modify  it  to  suit  the 
various  degrees  of  guilt. 
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By  Lawrence  R.  Dicksee,  M.Com.,  FX. A. 

(Sir  Ernest  Cassel  Professor  of  Accountancy  and  Business  Methods  in 
the  University  of  London). 

The  Preparation  of  Profit  and  Loss  Accounts,  Appropria- 
tion Accounts,  and  Balance  Sheets  are  fully  dealt  zvith  in  the 
following  article. 

XLII.— stock  Accounts. 

From  what  has  already  been  stated,  it  will  be  seen  that  It  is  not 
customary  for  traders  to  attempt  to  keep  any  detailed  day-to-day  records 
of  the  movements  of  the  goods  in  which  they  trade.  The  omission 
naturally  has  its  drawbacks,  and  means  that  to  a  corresponding  extent 
the  responsible  managers  lose  grip  of  the  situation  ;  but  commonly  they 
are  content,  if  at  the  end  of  the  trading  period  the  rate  of  gross  profit 
shown  by  the  Trading  Account  is  equal  to  expectation.  Where,  how- 
ever, the  goods  are  more  than  usually  valuable  (and  especially  if  they  are 
readily  portable,  as  in  the  case  of  jewellery,  &c.)  detailed  Stock  Accounts 
are  kept.  The  consideration  of  such  accounts,  however,  is  beyond  the 
scope  of  the  present  work. 

Similarly,  manufacturers  require  to  keep  detailed  accounts  of  move- 
ments inwards  and  outwards  of  the  various  raw  materials  they  use  in 
connection  with  manufacture.  These  detailed  Stock  Accounts  (or  Stores 
Accounts),  where  kept,  form,  however,  as  a  rule,  no  part  of  the  regular 
system  of  double-entry  bookkeeping. 

XLIII.— Profit  and  Loss  Accounts. 

It  has  already  been  stated  that  formerly  the  practice  used  to  be  to  treat 
the  Profit  and  Loss  Account  as  a  running  account  between  the  proprietors 
and  the  business  in  respect  of  working  results,  the  account  being 
credited  with  all  profits,  or  earnings,  and  debited  with  all  working 
expenses,  or  losses,  with  the  result  that  it  showed  from  time  to  time  a 
balance  due  to  or  by  the  proprietors  in  respect  of  profit  or  loss,  as  the  case 
might  be,  according  to  whether  the  account  showed  a  credit  or  a  debit 
balance.  The  modern  practice  is  to  introduce  temporary  sub-accounts 
(commonly  called  Nominal  Accounts)  for  the  purpose  of  analysing  the 
items  comprised  in  a  Profit  and  Loss  Account,  and  arriving  at  periodical 
totals  at  convenient  intervals. 

It  follows  therefore  that,  theoretically  at  least,  the  Profit  and  Loss 
Account  is  constructed  by  transferring  thereto  all  balances  to  be  found 
on  any  of  these  nominal  accounts,  as  shown  by  the  Trial  Balance.  In 
practice,  however,  this  is  only  strictly  true  provided  the  Trial  Balance 
has  been  constructed  after  making  a  full  record  of  all  the  "  continuous," 
or  "  imperceptible,"  transactions  referred  to  in  Paragraph  X.  If  the 
Trial  Balance  has  been  extracted  (as  is  usual)  before  the  Trading  Account 
has  been  completed,  and  if  in  that  event  the  items    in  the  Trading 
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Account,  save  its  resultant  balance  of  stock  in  hand  at  the  closp  of  the 
period,  be  regarded  as  being  the  prelude  of  the  Profit  and  Loss  Account, 
every  item  appearing  in  the  Trial  Balance  must  ultimately  find  its  way 
either  to  the  Profit  and  Loss  Account  or  to  the  Balance  Sheet.  We  may 
first  select  the  items  proper  to  the  Profit  and  Loss  Account,  carefully 
excluding  all  Ledger  balances  that  more  properly  relate  to  the  Balance 
Sheet,  and  having  done  so  we  may  verify  the  result  thus  arrived  at  by 
carefully  scrutinising  the  remaining  items  and  satisfying  ourselves  that 
they  are  all  proper  items  to  include  in  the  Balance  Sheet,  and  that  none 
of  them  are  properly  Profit  and  Loss  Account  items. 

XLIV. — Appropriation  Accounts. 

The  profit  or  loss  arising  from  the  working  of  a  business  over  a  given 
period  having  been  ascertained  by  means  of  the  Profit  and  Loss  Account, 
it  remains  for  the  Accountant  to  show  how  matters  are  settled  as  between 
the  business  and  its  proprietors. 

In  the  case  of  a  partnership,  the  moment  the  profit  or  loss  has  been 
ascertained  it  is  known  how  it  ought  to  be  divided  between  the  partners, 
for  unless  there  is  express  agreement  to  the  contrary,  it  is  always  divis- 
ible equally ;  and  in  the  absence  of  such  an  agreement,  partners  are 
entitled  to  draw  out  their  respective  shares  of  profits  in  cash,  and  per 
contra  are  liable  to  repay  into  the  business  their  respective  shares  of 
losses.  The  function  of  an  Appropriation  Account  in  the  case  of  a 
partnership  is  merely  to  show  this  distribution  of  profits  or  losses,  as  the 
case  may  be.  The  balance  of  the  Profit  and  Loss  Account  is  trans- 
ferred to  the  Appropriation  Account,  and  upon  the  opposite  side  thereof 
is  shown  the  distribution  of  this  balance  among  the  partners,  and  its 
consequent  transfer  to  the  accounts  opened  with  each  of  them  individually 
in  respect  of  profits  and  losses,  which  latter  have  probably  been  debited 
from  time  to  time  with  sums  drawn  out  by  them  in  anticipation  of  pro- 
fits. When  the  adjustment  is  concluded,  the  Appropriation  Account 
shows  no  balance.  The  Journal  is,  of  course,  used  as  the  posting 
medium.  If  the  individual  account  of  a  partner  shows  a  debit  balance, 
that  is  a  debt  immediately  payable  by  him  to  the  business,  or,  per  contra, 
if  it  shows  a  credit  balance  it  is  a  debt  due  to  him  by  the  business.  In 
practice  the  Appropriation  Account  is  often  omitted  altogether  in  the 
case  of  partnership,  and  the  transfers  made  direct  from  the  Profit  and 
Loss  Account  to  the  individual  accounts  of  the  partners. 

In  the  case  of  a  company,  it  is  not  the  practice  to  divide  the  whole 
of  the  profits  as  shown  by  the  Profit  and  Loss  Account  among  the  pro- 
prietors (or  shareholders),  hence  in  practice  there  will  always  be  a  balance 
of  undivided  profits,  save  in  cases  where  there  has  been  a  loss.  The 
function  of  the  Appropriation  Account  in  the  case  of  companies  is  to 
enable  the  Profit  and  Loss  Account  to  be  cleared  up  at  the  end  of  each 
accounting  period,  ready  to  start  the  new  period  with  a  "  clean  slate," 
and  to  show  how  the  past  balances  of  the  Profit  and  Loss  Account  have 
in  fact  been  dealt  with.  Assuming  the  Profit  and  Loss  Account  shows 
a  profit,  this  profit  is  transferred  to  the  credit  of  Appropriation  Account. 
Any  allocations  of  profits  for  the  purpose  of  paying  dividends  or  bonuses, 
or  making  transfers  to  Reserve,  &c.,  are  debited  to  the  Appropriation 
Account  in  total,  and  credited  to  suitably  headed  accounts  (e.g.  Dividend 
Account,  &c.),  where  they  appear  as  actual  liabilities  of  the  business  until 
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discharged  by  payment,  when  the  account  is  debited  as  a  result  of  post- 
ings from  the  Cash  Book.  Transfers  to  Reserve,  &c.,  involve  no  imme- 
diate cash  pa}  men t,  and  are  accordingly  recorded  by  means  of  Journal 
entries  to  the  debit  of  Appropriation  Account,  and  to  the  credit  of  an 
account  called  Reserve  xAccount,  or  Reserve  Fund.  Possibly  invest- 
ments to  a  corresponding  extent  are  purchased  upon  the  Stock 
Exchange  ;  but,  if  so,  that  is  an  altogether  separate  transaction,  and  will 
be  recorded  in  the  ordinary  way.  If  the  Appropriation  Account  has  thus 
been  debited  with  all  allocations  of  profits,  it  will  naturally  show  a  credit 
balance  representing  the  unallocated  or  undivided  profits  to  be  carried 
forward  to  the  next  accounting  period.  The  Appropriation  Account  will 
be  balanced  off  at  this  stage  accordingly,  and  the  balance  brought  down 
upon  the  credit  side.  If  an  Appropriation  Account  ever  shows  a  debit 
balance,  it  must  be  because  any  prior  credit  balance  has  been  wiped  out 
as  the  result  of  the  subsequent  transfer  of  a  debit  balance  (loss)  from  the 
Profit  and  Loss  Account,  or  because  allocations  of  profits  by  way  of  divi- 
dends, &c.,  exceed  the  amount  available  for  that  purpose.  No" dividend 
ought  ever  to  be  paid  by  a  company  unless  there  is  a  corresponding 
balance  to  the  credit  of  Appropriation  Account  available  for  dividends. 

XLV.— Balance  Sheets. 

A  R.-iiancc  Sheet  is  capable  of  being  and  is  in  practice  often 
regard-  d  from  \arious  points  of  view.  It  is  a  summary  of  those  out- 
standing balances  remaining  in  the  Ledger  after  the  accounts  have  been 
closed  by  successively  completing  the  Trading  Account  (or  Accounts),  the 
Profit  and  Loss  Account,  and  the  Appropriation  Account  (if  any).  It 
may  show  each  such  Ledger  balance  as  a  separate  item,  but  more 
commonly  they  are  summarised  so  that  the  general  position  thus  dis- 
closed may  appear  in  a  condensed  form,  thus  enabling  the  position  to 
be  taken  in  practically  at  a  glance.  Under  modern  accounting  systems, 
the  Balance  Sheet  is  not  itself  a  Ledger  Account,  i.e.  it  is  not  built  up 
as  a  result  of  actual  postings  from  first-entry  records,  but  is  mere!}  a 
summarised  list  of  Ledger  balances  prepared  in  a  convenient  form,  and 
commonly  (but  not  invariably)  written  into  the  Ledger,  so  that  it  may 
be  placed  permanently  upon  record.  Sometimes  the  Balance  Sheet  is 
prepared  in  the  form  of  a  Ledger  Account  (i.e.  with  the  customary  pre- 
fixes "  To  "  and  "  B}  ,"  and  the  customary  headings  "  Dr."  and  "  Cr."), 
at  other  times  these  trimmings  are  omitted,  in  which  case  the  items 
upon  the  left-hand  side  are  usually  headed  "  Liabilities,"  and  those  upon 
the  right-hand  side  "  Assets." 

Whatever  the  precise  form  a  Balance  Sheet  takes  may  be,  nothing 
ought  to  be  included  upon  the  left-hand  side  that  does  not  represent 
something  that  the  business  has  to  account  for  to  others,  but  these 
others  naturally  include  the  proprietors  of  the  business.  Accordingly, 
Capital,  undivided  profits,  and  reserved  profits,  are  all  shown  in  the 
Balance  Sheet  as  "  Liabilities." 

Upon  the  right-hand  side  of  the  Balance  Sheet  appear  those  items 
which  from  the  point  of  view  of  the  business  may  be  regarded  as  assets. 
It  by  no  means  necessarily  follows  that  these  are  all  capable  of  imme- 
diate realisation.  From  the  point  of  view  of  the  business,  all  debit 
balan<'es  primarilx  represent  outlay  of  expenditure.  Where  all  benefit 
ever  lil<elv  to  be  derived  from  the  expenditure  has  already  accrued,  such 
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debit  balances  have  been  treated  as  working  expenses  or  losses,  and 
already  debited  to  Profit  and  Loss  Account.  No  debit  balances  ought 
ever  to  appear  in  the  Balance  Sheet  unless  there  is  a  reasonable  expecta- 
tion that  the  outlay  already  incurred  will  result  in  a  future  benefit  suffi- 
cient to  justify  the  carrying  forward  of  that  expenditure  as  expenditure 
representing  present  or  future  value  rather  than  worked  out  expenditure, 
or  loss. 

XLVI. — The  Balance  Sheet  as  an  "Account.*' 

To  determine  whether  the  position  shown  by  a  Balance  Sheet  is  satis- 
factory or  otherwise,  it  is  important  to  remember  that  floating  liabili- 
ties can  only  be  discharged  out  of  the  proceeds  of  realising  floating  assets. 
Accordingly,  where  the  items  in  a  Balance  Sheet  are  summarised,  the 
grouping  must  be  such  as  to  make  it  quite  clear  which  are  fixed  and 
w^hich  are  floating  assets ;  while,  as  regards  fixed  assets,  the  grouping 
should  be  in  sufficient  detail  to  enable  their  general  nature  and  extent 
to  be  ascertained. 

There  is  another  way  of  regarding  the  Balance  Sheet,  which 
brings  it  more  clearly  into  line  with  ordinary  Ledger  Accounts. 
Regarded  as  the  account  defining  the  position  of  the  business  towards 
the  outside  world,  items  upon  the  debit  side  of  a  Balance  Sheet  repre- 
sent receipts  by  the  business  which  have  not  yet  been  accounted  for  by 
repayment,  w^hile  items  upon  the  credit  or  right-hand  side  represent  out- 
lays made  from  the  aforesaid  net  receipts,  i.e.  that  which  the  business 
now  has,  as  representing  its  sole  means  of  meeting  its  engagements. 
This,  it  \\\\\  be  seen,  corresponds  w'ith  the  general  rule,  that  an  account 
is  debited  with  what  it  receives  and  credited  with  what  it  pays. 

XLVII.— "  Window  Dressing." 

What  is  called  "  window  dressing  "  in  connection  with  Balance 
Sheets  is  the  process  of  deliberately  setting  one's  house  in  order,  with  a 
view  to  the  preparation  in  the  near  future  of  a  Balance  Sheet  that  will 
show  a  stronger  position  than  that  shown  upon  the  average  throughout 
the  year.  In  the  main,  it  consists  of  (a)  restricting  purchases,  with  a 
view^  to  keeping  down  floating  liabilities  and  stock  (the  least  liquid  of  the 
floating  assets) ;  {h)  energetically  collecting  outstanding  debts,  with  a 
view,  as  far  as  possible,  to  reducing  Debtors  and  increasing  Bank 
balances.  Probably  all  published  Balance  Sheets  have  been  subjected 
to  window  dressing  in  a  greater  or  lesser  degree.  In  itself  the  process 
is  quite  as  legitimate  as  setting  one's  house  in  order,  and  the  fact  that  it 
can  be  set  in  order  at  all  is,  of  course,  a  good  sign. 

XLVIII.— Secret  Reserves. 

It  is  obvious  that  every  Ledger  balance  that  comes  into  the  Balance 
Sheet  represents  an  attempt  to  measure  the  magnitude  of  an  uncom- 
pleted transaction,  and  thus,  to  some  extent  at  least,  to  foretell  what  the 
future  has  in  store.  In  the  nature  of  things  therefore,  a  Balance  Sheet 
is  to  a  very  large  extent  a  matter  of  opinion,  rather  than  a  bare  state- 
ment of  ascertained  facts.  That  being  so,  and  because  it  is  particularly 
undesirable  that  an  unduly  optimistic  view  of  the  position  should  be 
taken,  considerable  latitude  has  to  be  allowed  to  those  responsible  for 
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the  preparation  of  a  Balance  Sheet.  It  is  their  duty  to  allow  for  any 
unfavourable  contingency  which  they  think  likely  to  occur,  but  it  is 
also  permissible  for  them  to  allow  for  any  unfavourable  contingency 
which  they  think  may  possibly  occur.  That  being  so,  a  Balance  Sheet 
is  not  "  wrong  "  or  "  fraudulent  "  because  it  exaggerates  the  aggregate 
amount  of  the  liabilities  of  the  undertaking,  or  deliberately  understates 
the  value  of  the  outstanding  assets.  Such  a  policy  is,  in  fact,  very 
commonly  pursued,  and  is  often  spoken  of  as  providing  Reserves  which 
are  variously  described  as  Internal  Reserves,  Undisclosed  Reserves,  or 
Secret  Reserves.  To  the  extent  to  which  the  true  position  is  more 
favourable  than  the  position  shown  by  a  Balance  Sheet,  the  undivided 
profits  to  that  date  are  in  excess  of  the  undivided  profits  shown  bv  the 
accounts,  but  the  excess  may,  of  course,  be  "  capital  profits." 
Where  the  profits  of  a  business  are  liable  to  considerable  fluctua- 
tion, the  practice  of  creating  secret  reserves  is  frequentlv  resorted 
to  with  the  express  object  of  levelling,  or  averaging,  the  disclosed  profits. 
In  the  nature  of  things,  however,  this  process  of  levelling  necessarily 
involves  the  declared  profits  in  e^ertain  years  being  in  excess  of  the 
actual  profits  then  earned,  this  excess  being  brought  about  b\  bring- 
ing into  account  (and  thus  disclosing)  undisclosed  profits  earned  in 
previous  years.  It  is  not  legitimate  to  employ  "  capital  profits  "  for 
this  purpose  without  a  full  disclosure  of  the  facts. 


Prize  Essay  Competition. 

There  were  four  entries  for  the  Final  Division  of  the  December  Essay  Com- 
petition. Excellent  essays  on  "  The  Duties  of  a  Trustee  under  a  Deed  of 
Arrangement  "  were  sent  in  by  both  Mr.  Nevil  Percy  Truman,  20  Waterloo 
Road,  Nottingham,  and  Mr.  B.  H.  Bottcher,  c/o  Union  Corporation,  Ltd., 
Pinner's  Hall,  Austin  Friars,  London,  E.C.,  and  we  have  decided  to 
divide    the    prize    so    that    each     will    receive    one    guinea    in  books. 

In  the  Intermediate  Division  the  prize  of  /^i  is.  in  books  goes  to 
Mr.  H.  L.  Mead,  21  Sunwell  Terrace,  Hawk  iGreen,  Marple,  Cheshire,  for  a 
very  good  essay  on  The  Liabilities  of  Auditors  Generally.  Essays  were 
also  received  from  "  Pip  Squeak,*'  ''  Veni,  Vidi,"  "  San  Farian,"  and 
"  Cymru." 

The  subjects  for  next  month  are: — Intermediate  :  "  The  Law  of  Contract 
in  Relation  to  the  Sales  of  Goods."  Final:  "  Statistics:  Their  Uses  and 
Abuses." 


Municipal    Finance. — III. 


By  J.  H.  McCall,  F.S.A.A. 

The  following  article  deals  with  Expenditure  out  of  Loans ^ 
the  formalities  which  must  be  complied  with  before  a  Local 
Authority  can  borrow  money,  and  the  effect  of  borrowing 
upon  the  rates. 

Definition  of  Capital  Expenditure. 

In  the  commercial  sense,  capital  expenditure  is  that  outlay  which  is 
necessary  to  place  a  company  or  a  firm  in  a  position  to  earn  revenue. 
It  is  generally  considered  to  be  necessary  to  provide  for  this  out  of 
borrowed  moneys,  and  in  the  case  of  statutory  companies  the  Double 
Account  system  gives  effect  to  this.  With  a  local  authority,  however, 
the  position  is  not  quite  on  "  all  fours."  Whilst  it  may  be  true  in  the 
case  of  the  trading  undertakings,  which  do  earn  revenue,  it  cannot  be 
so  in  the  case  of  the  general  accounts,  as  the  purpose  to  be  served  by  the 
outlay  cannot  be  said  to  produce  revenue.  For  practical  purposes, 
capital  expenditure  by  local  authorities  may  be  taken  to  mean  expendi- 
ture out  of  loans  which  have  been  sanctioned  by  some  Government 
Department.  The  purposes  for  which  loans  may  be  obtained  are  clearly 
defined,  but  before  a  local  authority  can  borrow  money,  there  are  certain 
formalities  to  be  complied  with. 

Loan  Sanctions, 

An  estimate  of  the  cost  of  the  work  is  prepared,  and  after  due  con- 
sideration the  Council  passes  a  formal  resolution  approving  same,  and 
resolving  also  to  make  application  to  the  Ministry  of  Health  for  the 
necessary  sanction  to  borrow.  The  Ministry,  under  certain  conditions, 
will  send  an  inspector  down  to  hold  a  public  inquiry  as  to  its  necessity, 
&c.  If  every  thing  is  in  order  the  Ministry  will  grant  the  formal  sanc- 
tion, stating  the  amount  of  money  which  may  be  borrowed,  and,  what 
is  more  important  still,  the  period  specified  for  its  redemption.  This 
term  generally  has  some  relationship  to  the  life  of  the  asset,  and  it  has 
a  very  important  effect  upon  the  finances  of  a  local  authority,  whether 
the  term  or  period  of  repayment  is  a  long  or  a  short  one,  as  will  be  shown 
later.  It  sometimes  happens  that  a  corporation  will  promote  a  Private 
Bill  in  Parliament  which  may  include  borrowing  powers  for  the  pur- 
poses of  the  Bill. 

The  methods  of  financing  a  local  authorit}-  for  its  capital  expenditure 
are  many — some  of  them  economically  unsound  and  financially  absurd. 
Let  us  assume  that  the  necessary  sanctions  are  in  hand :  the  chief 
methods  of  financing  may  be  considered  seriatim. 

Temporary  Borrowings. 

In  the  case  of  a  large  corporation  it  is  not  always  necessary  or  con- 
venient to  raise  the  loan  before  the  work  has  actually  been  commenced. 
It  may  be  financed  in  its  initial  stages  out  of  the  general  pooled  funds 
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of  the  corporation,  in  which  case  it  is  argued,  quite  rightly,  tiuit  the 
undertaking  or  rating  fund  to  which  the  loan  repayrrjents  will  be 
ultimately  chargeable  should  be  properly  debited  with' bank  interest. 
This  method  resolves  itself  into  the  actual  practice  of  temporarily 
borrowing  from  the  bank,  by  means  of  overdraft  on  Capital  Loan 
Account.  If  the  effect  is  to  create  a  heavier  overdraft  than  usual  at  the 
bank,  the  bank  may  object;  or  they  may  require  to  be  secured  bv  an 
actual  mortgage  of  the  rates.  The  general  policy  of  utilising  the  finan- 
cial resources  of  the  corporation  is  good,  as. by  this  means  time  may  be 
taken  to  choose  the  best  moment  for  negotiating  permanent  loans. 

Short  Term  Mortgages. 

This  is  a  method  of  creating  a  fund  for  capital  outlay  by  borrowing  in 
small  amounts,  which  are  repayable  at  short  notice.  It  takes  advantage 
of  any  money  which  may  be  available  in  the  local  market,  but  it  is 
hampered  somew^hat  by  reason  of  the  necessity  of  executing  a  mortgage 
deed  for  each  amount,  and  is  somewhat  expensive  on  account  of  the 
stamp  duty  payable.  Further,  the  sudden  withdrawal  of  large  sums  of 
money  may  temporarily  embarrass  the  corporation.  It  is  an  attempt  t(j 
obtain  money  on  deposit  which  is  hampered  bv  legal  formalities. 

Loans  on  Mortgage. 

This  is  a  method  of  borrowing  the  exact  amount  of  the  sum  of  the 
sanction  repayable  during  the  period  stipulated  in  the  sanction.  It  is 
largely  adopted  by  small  authorities  on  account  of  its  simplicity,  but  it 
will  be  shown  that  it  is  far  from  being  the  cheapest  method. 

Stock  Issues. 

The  method  adopted  by  the  larger  corporations  for  financing  capital 
expenditure  is  by  the  issue  of  stock.  In  pre-war  days  the  larger  corpora- 
tions frequently  borrowed  considerable  sums  of  money  on  Short  Term 
Mortgage,  and  when  the  debt  thus  created  reached  a  figure  which, 
together  with  sanctions  against  which  no  loans  had  been  raised,  was 
sufificiently  large  to  warrant  an  issue  of  stock,  such  was  made.  The 
rate  of  interest  payable  upon  Short  Term  Loans  was  generally  5  tw  h 
per  cent,  higher  than  that  payable  on  stock,  and  thus  a  saving  of 
interest  was  effected  by  paying  off  the  mortgagees  out  of  the  proceeds 
of  the  stock  issue.  The  consent  order  of  the  Ministry  of  Health  provides 
that  Sinking  Funds  shall  be  accumulated  for  the  redemption  of  the 
stock ;  but  as  this  period  of  redemption  bears  no  relation  to  the  repa\  - 
ment  periods  of  the  sanctions,  which  are  financed  from  the  stock  issue, 
it  very  often  leads  to  some  confusion  of  thought  on  the  matter.  As  a 
method  of  raising  loans  much  can  be  said  for  it,  as  it  takes  advantage 
of  the  particular  state  of  the  market,  and  has  the  co-operation  of  the 
banks  and  financial  houses. 

Housing  Bonds. 

This  latest  method  of  raising  capital  moneys  for  purposes  of  housing 
has  not  been  particularly  successful.  The  rate  of  interest  is  fixed  at  six 
per  cent.  ;  certificates  may  be  issued  for  amounts  as  low  as  five  pounds, 
and  thev  are  repayable  at  from  five  to  ten  years.  The  certificates  are  free 
of  stamp  duty,  and  income-tax  is  not  deducted  for  holdings  of  one 
hundred  pounds  and  less.  Owing  to  the  small  denominations  of  the 
Bonds,  the  work  invohed    in    keeping    the    accounts    is  somewhat 
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voluminous;  and  this  fact  has  had  something  to  do  with  its  unpopularity 
from  a  corporation  standpoint. 

In  passing,  it  should  be  observed  that  the  Treasury  are  prepared  to 
advance  to  local  authorities  fifty  per  cent,  of  the  proceeds  of  the 
National  Savings  Certificates  issued  in  each  authority's  area  since 
October  ist  1920. 

Such  are  the  chief  methods  of  borrowing  for  the  purposes  of  capital 
expenditure.    Let  us  now  consider  the  financial  effects  of  the  methods. 

Effect  upon  Rates. 

When  a  local  authority  borrows  money,  the  immediate  effect  is  to 
place  a  charge  upon  the  rates  for  interest,  and  in  addition  to  this,  a  charge 
for  repayment  of  the  amount  borrowed.  It  is  important  to  remember  the 
stipulation  as  to  repayment,  as  this  is  one  which  no  commercial  company 
is  asked  to  bear,  consequently  the  liability  imposed  is  apt  to  be  forgotten. 
It  is  not  unusual  to  hear  schemes  advocated  on  the  ground  that  they 
will  be  paid  for  out  of  capital,  and  consequently  will  not  increase  the 
rates.  It  seems  extraordinary  that  in  these  days  such  an  unsound 
argument  should  be  believed  by  even  the  most  credulous.  The  financial 
effect  depends  upon  whether  such  loan  charges  have  been  estimated 
for  in  the  rate  period  during  which  the  work  has  actually  been  com- 
menced. If  no  such  provision  has  been  made,  then  the  result  will  be 
an  addition  to  the  sundry  amounts  which  create  a  rate  deficiency ;  if  the 
provision  has  been  made,  then  the  effect  of  the  charge  upon  the  rates 
depends  upon  one  or  two  things  which  are  worthy  of  consideration.  In 
the  first  place,  the  longer  the  term  allowed  for  repayment,  the  smaller 
will  be  the  annual  charge  upon  the  rates,  but  it  is  also  true  that,  the 
longer  the  period  of  loan  repayment,  the  greater  will  be  the  ultimate  cost 
to  the  corporation. 

Again,  the  rate  of  interest  at  which  the  loan  is  obtained  is  a  condition 
which  must  not  be  overlooked.  We  will  consider  later  the  relative 
merits  of  the  various  methods  adopted  for  the  repayment  of  loans,  and 
their  effect  upon  the  general  finances  of  the  corporation,  and  it  will  be 
sufficient  to  indicate  here  certain  practices  which,  in  my  opinion,  are 
contrary  to  the  principles  of  sound  finance.  It  should  be  clearly  under- 
stood that  when  councillors  say,  "  This  is  not  a  revenue  charge,  but  will 
be  paid  for  out  of  capital,"  the  intention  is  to  obtain  authority  to  spend 
money  under  false  pretences.  The  fact  is  that  the  rates  are  more 
heavily  burdened  in  the  long  run,  by  reason  of  expenditure  out  of  loans, 
than  they  otherwise  would  be  if  such  expenditure  were  met  by  a  direct 
charge  to  Revenue  Account.  Although  this  is  quite  true,  it  must  be 
admitted  that  it  would  not  always  be  practicable  to  finance  otherwise 
than  by  loans,  yet  it  does  seem  reasonable  to  suggest  that  the  purpose 
and  the  estimated  cost  of  the  works  should  in  themselves  w^arrant  special 
financing.  It  is  quite  easy  to  understand  that,  in  consequence  of  such 
fallacious  reasoning  regarding  the  financial  effects  of  loans,  very  little 
regard  is  taken  of  the  relative  importance  of  the  various  works  to  be 
financed  by  loans.  Loans  have  to  be  raised  at  inopportune  times  for 
various  sanctions  without  distinction,  creating  all-round  tightness  of 
money,  which  penalises  good  schemes  by  the  inclusion  of  the  bad. 

Another  financial  fallacy  is  the  argument  used  that  the  longer  the 
term  of  the  sanction,  the  lighter  the  burden  on  the  rates.  There  might 
be  something  in  this  argument  if  every  corporation  had  one  loan  and 
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stopped  there,  but  it  is  only  necessary  for  it  to  spread  its  new  borrow- 
ings over  a  period  of  years  to  see  the  detrimental  effect  of  not  only 
pledging  future  rales,  bur  of  pledging  them  for  more  than  half  a  century. 
It  is  curious  in  this  connection  to  notice  that  whilst  the  Ministry'  of 
Health  would  allow  a  small  authority  to  obtain  a  mortgage  repayable 
over  a  period  of,  say,  sixty  years — the  full  term  of  the  sanction — it 
would  not  dream  of  making  the  date  of  redemption  for  stock  issued  at 
such  a  distant  period. 

I  have  pointed  out  previously  that  the  necessity  for  finding  working 
capital  account  of  ordinary  expenditure  placed  the  local  authorities  under 
direct  obligations  to  their  bankers  on  account  of  their  having  to  find  the 
money.  This  obligation  is  increased  when  we  take  into  consideration 
the  capital  expenditure.  Works  are  generally  started  before  permanent 
loans  are  negotiated,  and  this  creates  a  bank  overdraft  on  Capital 
Account.  We  will  have  something  to  say  at  a  later  stage  on  the  general 
relationship  between  corporations  and  bankers  arising  out  of  this  two- 
fold obligation. 

Expenditure  in  Excess  of  Sanctions. 

The  sanction  for  a  capital  purpose  is  based  upon  the  estimated  cost, 
but  it  very  often  happens  that  the  estimate  is  found  to  be  exceeded  when 
the  work  is  completed.  In  such  a  case  it  is  usual  to  include  the  excess 
expenditure  in  new  sanctions  for  similar  purposes,  but  if  this  is  not 
done,  then  the  excess  must  be  charged  direct  to  Revenue  Account.  This 
is  mentioned  in  order  to  point  out  that  difficulties  may  arise  owing  to 
incorrect  estimates  being  prepared. 

It  is  also  interesting  to  note  that  the  Ministry's  inspector  goes  into 
the  question  of  cost  before  the  sanction  is  granted,  and  so  far  as  I  know 
it  ends  there;  no  inquiry  is  instituted,  however  erroneous  that  estimate 
proves  to  be  in  the  end. 


The  Institute  Examinations, 

The  results  of  the  Xovember-Deceniber  1920  Examinations  of  the  Institute 
of  Chartered  Accovintants  were  as  follows  :  — 

Passed.    Failed.     Total.  Percentage. 

Preliminary   169  131  300  56.33 

Intermediate...        ...  139  94  233  59-65 

Final   223  98  321  69.47 

The  prizes  awarded  were  as  follows  : — 

Preliminary  Exa?nir?ation. — (t.  H.  Rosenthal,  Nottingham. 
1  ntermediate  ExaminaLion. — "  Frederick  Whinney  Prize  "  :   I\.  Shapero, 
London. 

Final  Examination. — Institute  Prize,  First  Certificate  of  Merit,  and 
"  W.  B.  Peat  Gold  Medal  and  Prize  "  :  H.  W.  L.  Reddish,  Coventry. 
*'  Frederick  Whinney  Prize  "  :  J.  B.  Watt,  Liverpool.  "  William  Quilter 
Prize  "  :  J.  K.  Carpenter,  London. 

The  "  Deloitte  Prize  "  for  1920  was  awarded  to  (i.  H.  Rosenthal,  who 
obtained  the  first  place  for  the  December  Preliminary  Kxaniination. 


Audit  Programmes  and  Procedure— X. 


By  Andrew  Binnie,  F.C.A.,  C.A. 

The  advice  given  last  month  on  the  Verification  of  Securities 
and  Documents  of  Title  is  continued  in  the  first  part  of  the 
following  article.  The  latter  part  is  concerned  with  the 
important  question  of  apportionment  between  Capital  and 
Income . 

Inspection  of  Securities  and  Documents  of  Title  {continued). 

Debentures,  including  Debentures  payable  to  the  registered  holder  or 
to  bearer,  or  a  Debenture  Trust  Deed  or  Debenture  Stock  Certificates 
issued  under  a  Debenture  Trust  Deed.  The  name  of  the  holder  and  date 
of  issue  should  be  looked  at.  If  the  Debenture  is  redeemable,  the  date 
on  which  redeemable  and  the  provisions  for  and  conditions  of  repayment 
should  be  noted,  and  repayments  traced  to  the  Cash  Book.  The 
auditor  should  see  that  a  copy  of  the  certificate  of  registration  at  Somerset 
House  is  printed  or  impressed  on  the  documents  in  accordance  with  the 
Companies  (Consolidation)  Act,  1908,  Section  93.  Where  there  are 
coupons  for  interest  attached  to  the  Debentures  or  Bonds,  the  auditor 
should  see  that  they  are  intact,  or  if  the  coupons  for  the  next  payment 
of  interest  have  been  detached,  that  they  are  satisfactorilv  accounted 
for. 

Life  Assurance,  Redemption  and  similar  Policies,  Life  Interests, 
Reversions,  c2nc. — See  the  Policies  of  Assurance,  the  Receipts  for  the 
last  premium  payable,  and  the  Deed  of  Assignment  assigning  the 
policies  to  the  client.  As  regards  insurance  companies,  where  loans 
have  been  made  by  the  company  in  respect  of  the  surrender  value  of  the 
policies,  the  policies  should  be  produced  along  with  the  documents  of 
loan.  If  the  whole  of  the  policies  are  not  examined,  a  sufficient  number 
should  be  selected  by  the  auditor  from  the  Register  of  Loans  for  produc- 
tion. As  to  Life  Interests  and  Reversions,  the  assignment  should  be 
seen,  together  with  any  policies  taken  out  to  cover  contingencies  in 
respect  of  Life  Interests  and  Reversions.  Notice  of  the  assignment  has 
to  be  given  to  the  respective  companies,  and  in  some  cases  the  auditor 
may  deem  it  well  to  satisfy  himself  that  notice  has  been  given. 

Loans  to  Municipal  Corporations,  Local  Authorities,  (S^c. — The  Deed 
or  Certificate  issued  as  a  receipt  for  the  principal  sum  should  be  pro- 
duced. The  arrangements  as  to  repayment  should  be  noted,  and  care 
taken  that  any  repayments  due  have  been  accounted  for. 

Trade  Marks,  Copyrights  and  Patents. — A  certificate  of  registration 
should  be  produced  for  Trade  Marks,  and  for  Copyrights.  The  Register 
of  Copyrights  at  Stationers  Hall  may  also  be  examined.  For  Patents  the 
Patent  should  be  seen,  also  the  certificate  of  payment  of  renewal  fees. 
If  acquired  by  assignment,  the  Deed  of  Assignment  should  be  produced. 

Title  Deeds  to  Property  .—The  "  Abstract  of  Title  "  gives  full  particu- 
lars of  all  the  deeds  relating  to  a  propert}-.    The  auditor  should  take 
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special  care  to  see  the  conveyance  into  the  name  of  his  client  by 
which  the  legal  estate  is  vested  in  the  client.  In  the  absence  of  other 
evidence  as  to  the  authenticity  of  the  deeds,  they  should,  on  the  occasion 
of  the  first  audit  at  any  rate,  be  produced  in  the  presence  of  a  solicitor 
and  verified  by  him.  Where  Mortgages  of  Property  are  among  the 
securities,  the  auditor  should  see  that  a  conveyance  of  the  property 
is  embodied  in  the  mortgage,  or  that  there  is  a  separate  convevance. 
Where  there  is  an  equitable  mortgage  by  deposit  of  Title  Deeds  as 
security,  the  memorandum  of  deposit  is  usually  produced,  also  the  con- 
veyance vesting  the  legal  estate  in  the  borrower.  A  Mortgage  Deed  of 
later  date,  by  which  the  real  estate  is  vested  in  another  lender,  has  been 
held  by  the  Court  to  take  precedence  over  an  equitable  mortgage  by 
deposit  of  the  deeds.  In  the  case  of  companies,  even  an  equitable 
mortgage  should  be  registered  at  Somerset  House,  pursuant  to  Section 
93  Companies  (Consolidation)  Act,  1908.  If  Life  Assurance  or  Redemp- 
tion Policies  have  been  effected  in  connection  with  any  of  the  leases, 
they  should  be  produced,  also  Renewal  Receipts  for  the  last  premium 
payable.  The  Fire  Insurance  Policies  in  connection  with  the  properties 
are  not  marketable  securities,  but  the  Policies  or  Renewal  Receipts 
are  usually  seen  when  vouching  the  cash.  The  Register  of  Rents  may 
be  compared  with  the  deeds,  and  the  various  rents  compared  with  the 
Cash  Book.  Registration  of  Titles  is  compulsory  in  the  administrative 
County  of  London  as  regards  Freeholds  and  Leaseholds  with  40  years  or 
upwards  to  run.  Registration  of  Deeds  is  compulsory  in  the  Middlesex 
Registry,  and  in  some  parts  of  Yorkshire. 

Copyholds. — This  form  of  tenure  is  unusual,  and  there  are  no  title 
deeds.  The  Court  Roll  of  the  Manor  is  the  evidence  of  title.  A  certifi- 
cate known  as  Copy  Admission  should  be  produced. 

Capital  and  Income. 

The  essence  of  an  audit  is  to  see  that  Capital  and  Income 
are  properly  distinguished  in  the  accounts,  so  that  nothing 
is  charged  to  Capital  which  ought  to  be  charged  to  Income,  thus 
improperly  swelling  the  Income  available  for  distribution,  or  the  Profits 
available  as  Dividend.  All  additions  to  Capital  should,  therefore,  be 
carefully  vouched.  From  a  financial  point  of  view,  the  sound  practice 
is  only  permanently  to  capitalise  outlays  which  are  directly  productive 
and  of  a  realisable  character,  and  to  write  off  out  of  Income  all  other 
forms  of  capital  outlay,  sucn  as  preliminary  expenses,  alterations  to 
premises,  fines  on  renewal  of  a  lease,  and  such-like,  as  quickly  as  may 
be,  in  addition  to  making  provision  for  depreciation  of  wasting  assets. 
If  possible,  any  losses  of  capital  should  also  be  written  off  out  of  Profits 
over  a  term  of  years.  This  is  the  conservative  practice  instinctively 
adopted  in  partnerships  and  in  soundly  managed  companies,  and  one  in 
which  the  auditor  will  naturally  concur.  Where,  however,  the  inter- 
ests of  Capital  and  Income  may  conflict,  as  for  example  in  the  case  of 
Life-Owner  and  Remainderman,  persons  sharing  in  profits  under  agree- 
ments of  various  types,  Preference  and  Ordinary  shareholders,  or  retir- 
ing partners,  financial  considerations  have  to  give  way,  and  the 
accounts  draw^n  up  strictly  in  accordance  with  the  legal  rights  of  the 
respective  parties.  In  such  cases  the  testator's  will,  the  agreements  or 
articles  of  association,  as  the  case  may  be,  should  be  carefully  studied, 
and  where  necessarv  legal  advice  procured  before  <;ettling  the  Accounts. 
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The  leading  legal  cases  bearing  on  the  question  of  Capital  and  Income 
should  be  read.  Many  income-tax  cases  also  indicate  the  judicial 
view  as  to  the  distinction  between  Capital  and  Income.  A  full 
report  of  the  case  The  Atnmonia  Soda  Co.,  Ltd.  v.  Chamberlain  and 
Others  (1918,  I  Ch.D.  266),  should  be  carefully  studied.  This  case 
reaffirmed  the  legal  principle  that,  subject  always  to  the  contents  of  the 
articles  of  association  of  any  particular  company,  the  profits  earned  in 
any  one  year  may  be  distributed  as  dividend  without  providing  for  losses 
sustained  in  previous  years,  or  to  put  it  in  another  way,  although  there 
be  "  a  debit  to  Profit  and  Loss  Account."  The  principle  is  a  dangerous 
one,  and  obviously  open  to  manipulation  and  abuse.  For  example, 
profits  might  be  made  to  alternate  with  losses  year  by  year.  It  seems 
clear  that  if  Profits  are  paid  away,  although  a  debit  to  Profit  and  Loss 
Account  is  being  carried  forward.  Capital  is  being  entrenched  upon 
to  provide  the  dividend.  In  such  a  case,  should  it  arise,  the  duty  of  the 
auditor  is  to  see  that  the  facts  are  fully  disclosed  to  the  shareholders, 
as,  in  fact,  they  were  in  the  case  referred  to.  As  mentioned  under 
"  Reserves,"  it  has  been  suggested,  on  the  strength  of  this  case,  that 
Capital  assets  may  be  written  up  on  a  revaluation,  the  increase  carried 
to  a  reserve,  and  the  reserve  divided  in  the  shape  of  bonus  shares,  A 
study  of  the  case  does  not  bear  out  this  suggestion,  for  the  deci- 
sion turned  on  the  principle  already  mentioned,  that  previous  losses 
need  not  be  made  good  out  of  subsequent  profits  before  paying  a  divi- 
dend. In  any  case,  an  addition  to  the  valuation  of  w^hat  is  already  the 
company's  property  does  not  seem  to  be  good  consideration  for  an  allot- 
rrient  of  shares.  The  following  cases  should  also  be  read  : — Lee  v. 
Neuchatel  Asphalte  Co.  (L.R.  41,  Ch,  Div.  i) ;  Verner  v.  General 
Commercial  Investment  Trust  (L.R.,  1894,  2  Ch.  239);  Re  National 
Bank  of  Wales;  Cory's  case  (L,R,  1899,  2  Ch.  629),  which  went  to  the 
House  of  Lords  as  Dovey  v.  Cory  (L.R.  1901,  A.C,  477,  17  the  Times 
Law  Reports,  732).  As  regards  Trust  Accounts  see  Gover  on  "  Capital 
and  Income,"  (Sweet  &  Maxwell,  Ltd,), 

Calls  in  Advance. — Calls  paid  in  advance  should  be  set  out  separately 
in  the  Balance  Sheet.  They  are  not  part  of  the  Share  Capital,  and  rank 
as  creditors  in  a  wdnding-up. 

Premiums  on  Shares. — The  premiums  are  usually  carried  to  a 
Reserve,  or  applied  to  writing  off  Capital  outlays,  but  there  is  no  legal 
objection  to  dividing  them  by  way  of  dividend,  unless,  as  is  unlikely,  the 
articles  provide  otherwise.  The  premiums  should  be  agreed  with  the 
particulars  given  in  the  prospectus  or  circulars  relating  to  the  issue,  and 
the  list  of  allotrrients  as  signed  for  identification  by  the  Chairman. 

Forfeited  Shares. — The  auditor  should  read  the  provisions  of  the 
articles  of  association  as  to  forfeiture,  and  see  that  the  necessary  minutes 
have  been  regularly  passed  and  notice  given  to  the  shareholder  in 
accordance  therewith.  After  forfeiture,  the  cash  received  on  account  of 
the  forfeited  shares  should  be  transferred  from  Share  Capital  Account  to 
Forfeited  Shares  Account.  If  the  shares  be  realised,  the  cash  received 
up  to  the  nominal  amount  should  be  credited  to  Share  Capital  Account. 
Any  surplus  may  go  to  Forfeited  Shares  Account.  The  balance  of 
Forfeited  Shares  Account  is  divisible  as  dividend  unless  the  articles  pro- 
vide otherwise,  but  it  is  usually  carried  to  a  Reserve. 
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Fully  Paid  Shares.~T\\Q  auditor  should  carefully  examine  the  condi 
tions  under  which  any  fully  paid  shares  are  allotted,  especially  in  the 
case  of  private  companies,  in  which  irregularities  are  apt  to  arise. 
Illustration  :  The  buyer  of  a  business  carried  on  by  a  private  company 
agreed  to  carry  out  the  purchase  by  acquiring  all  the  shares  of  the  com- 
pany consisting  of  5,000  of  /Ti  each.  The  buyer  paid  the  par  value  of 
the  shares,  but  paid  a  further  ;£5'4,ooo  as  representing  Goodwill,  Leases, 
Book  Debts,  and  Stocks,  less  creditors  and  apportioned  expenses.  In 
effect  he  paid  a  premium  of  ;£^,ooo  for  the  5,000  shares.  l"ht 
Board  allotted  4,000  additional  fully  paid  shares  of  ;£i  eacli  to 
him  in  consideration  of  the  additional  ^4,000  he  had  paid  for  the 
surplus  of  the  assets  over  the  liabilities,  overlooking  the  fact  that  the 
surplus  represented  the  5,000  shares  he  had  purchased.  Here  there  was 
an  evident  confusion  of  thought  between  a  bu\'ing  of  shares  and  the 
buying  of  a  business  on  the  usual  completion  statement.  As  there  was 
no  good  consideration  for  the  additional  shares,  the  buver  would  have 
been  liable  on  a  winding-up  to  pay  up  in  full. 


Stabilisation  of  Imperial  Exchanges, 

Although  the  general  features  of  the  scheme  for  an  Imperial  currency, 
put  forward  in  Mr.  J.  F.  Darling's  paper  recently  read  before  the  Institute 
of  Bankers,  are  not  new,  they  deserve  consideration.  The  main  idea  is 
that  currency  would  be  issued  partly  against  gold  and  partly  against 
commodity  bills  of  exchange,  and  would  be  legal  tender  throughout  the 
Empire.  Apparently  there  would  be  no  limit  to  the  amount  of  currency 
which  might  be  issued  against  bills  of  exchange.  It  is  clear  from  the 
discussion  which  followed  the  paper  that,  while  the  members  recognised 
the  desirability  of  the  object  aimed  at  by  Mr.  Darling,  and  the  ingenuity 
of  his  proposal,  they  were  not  at  all  agreed  on  the  question  of  practicability. 
The  Times  reminds  us  that  a  currency  which  could  be  expanded  according 
to  the  amount  of  bills  of  exchange  created,  without  limit  and  without  any 
relation  to  the  amount  of  gold  backing,  would  necessarily  fluctuate  con- 
siderably in  value  in  foreign  currency,  and  would  not  only  be  opposed  to 
accepted  principles,  but  would  cause  sharp  fluctuations  in  prices.  All  the 
designers  of  schemes  to  support  exchanges  seem  to  forget  that  gold  is  the 
only  universal  legal  tender,  and  that  the  best  remedy  is  that  distasteful 
thing — work. 
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The  assessment  of  businesses  carried  on  abroad  is  beset  with 
considerable  difficulties,  and  there  have  been  many  cases  in 
the  Courts  where  the  particular  facts  of  the  case  have  had  a 
vital  effect.  Our  contributor  deals  fully  with  the  question  in 
the  following  article. 

Foreign  Businesses. 

The  elements  of  delivery,  payment,  and  place  of  contracts  have  been 
extensively  dealt  with  in  the  Courts,  but  practically  the  sole  relevant  ques- 
tion for  businesses  carried  on  here  for  a  non-resident  is  :  Where  were  the 
contracts  made?  If  abroad,  there  is  no  liability,  and  if  here  there  is. 
For  a  business  carried  on  abroad  by  a  resident,  "the  question  is  mainly  : 
Is  the  control  here?    These  are  broad  and  general  bases. 

The  charging  sections  are  as  follow  : — 

Income  Tax. 

The  annual  profits  arising  or  accruing  to  : — 

(a)  Any  person  residing  in  the  United  Kingdom  from  any  kind  of 
property  whatever,  whether  situate  in  the  United  Kingdom  or 
elsewhere. 

(6)  Any  person  residing  in  the  United  Kingdom  from  any  trade,  pro- 
fession, employment,  or  vocation,  whether  the  same  be  respectively 
carried  on  in  the  United  Kingdom  or  elsewhere. 

(Rule  I  of  Schedule  D.) 

Excess  Profits  Duty. 

The  trades  or  businesses  to  which  this  Act  applies  are  all  trades  or  busi- 
nesses of  any  description  carried  on  in  the  United  Kingdom,  or  owned 
or  carried  on  in  any  other  place  by  persons  ordinarily  resident  in  the 
United  Kingdom.  (Section  39  of  1915  Act.) 

It  W'ill  be  seen  that  the  above  enactments  are  very  comprehensive,  and 
that  "  residence  "  is  an  important  factor.  It  has  been  laid  down  by  the 
Courts  that  a  man  may  have  more  than  one  residence,  and  that  a  com- 
pany resides  where  it  keeps  house,  i.e.  where  its  directors  control  the  busi- 
ness abroad,  not  merely  w^here  they  dispose  of  the  profits.  It  was  held  in 
Egyptian  Hotels,  Ltd.  v.  Mitchell,  that,  where  a  company  transfers  the 
absolute  control  of  its  foreign  or  colonial  business  to  a  foreign  or  colonial 
Board,  there  is  no  liability  to  income-tax  on  the  full  profits  of  that  busi- 
ness, but  only  on  the  sums  remitted  to  the  United  Kingdom  for  payment 
of  dividends,  even  though  the  Board  here  could  starve  out  the  foreign 
or  colonial  Board  by  stopping  remuneration,  and  even  though  the  accounts 
were  kept  here  and  dividends  declared  here.  For  Excess  Profits  Duty 
a  business  abroad  is  cowred  if  it  is  only  owned  here. 

In  order,  therefore,  to  give  income-tax  liability,'  here  on  a  business 
carried  on  abroad,  the  business  must  be  controlled  here,  and,  where  the 
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business  is  carried  on  here  by  a  non-resident,  the  conti-acts  must  be  made 
here.  If  orders  are  obtained  here  and  sent  abroad  for  acceptance,  the 
contracts  are  made  abroad,  and  there  is  no  income-tax  liability. 

Case  5,  Schedule  D. 

Foreign  income  of  a  resident  here  is  assessable  under  Case  5  of  Sche- 
dule D  if  it  is  of  the  following  nature  : — 

(a)  Profits  of  a  sleeping  partner. 

{h)  Profits  of  a  resident  partner  in  a  business  abroad  when  that  busi- 
ness is  controlled  abroad, 
(c)  Shares  in  companies  abroad. 
{d)  Rents  from  property  abroad. 

The  basis  of  Case  5  is  the  three  years'  average,  but  the  first  two  items 
only  assessable  on  remittances  to  this  country. 

Case  4,  Schedule  D. 

This  case  applies  to  foreign  and  colonial  Government  Stocks,  and  lh<^ 
basis  is  the  full  income  of  the  year  of  assessment. 

The  following  provisions  should  be  noted  : — 

(1)  Where  any  trade  or  business  is  carried  on  by  two  or  more  persons 
in  partnership,  and  the  control  and  management' oi  such  trade  or  busi- 
ness is  situate  abroad,  the  trade  or  business  shall  be  deemed  to  be  carried 
on  by  persons  resident  outside  the  United  Kingdom,  notwithstanding  tht 
fact  that  some  of  the  partners  are  resident  in  the  United  Kingdom,  and 
that  some  of  the  trading  operations  of  the  partnership  are  conducted 
here. 

Where  part  of  such  ti'ading  operations  consists  of  operations  within  the 
United  Kingdom,  the  firm  is  liable  on  the  profits  of  such  operations  to 
the  same  extent  as  a  person  resident  abroad  is  chargeable  in  respect  of 
trading  operations  by  him  within  the  United  Kingdom. 

(Rule  12  to  Cases  i  and  2,  Schedule  D.) 

The  meaning  of  the  second  paragraph  of  the  above  is  that  no  liability 
shall  attach  in  respect  of  the  profits  made  abroad.  The  partner  resident 
liere  is  thus  liable  on  his  share  of  the  profits  made  here  plus,  under  Case 
5  of  Schedule  D,  his  share  of  the  profits  made  abroad  in  so  far  only  as 
such  share  is  remitted  to  this  country. 

(2)  Where  a  non-resident  person  who  is  not  a  British  subject  or  a 
British,  Indian,  Dominion,  or  Colonial  firm  or  company,  carries  on  busi- 
ness with  a  resident  person,  and  owing  to  the  close  connection  between 
the  resident  and  the  non-resident,  and  to  the  substantial  control  exercised 
by  the  non-resident  over  the  resident,  the  course  of  business  is  so  arranged 
that  the  business  done  by  the  resident  in  pursuance  of  his  connection 
with  the  non-resident  produces  to  the  resident  smaller  profits  than  the 
ordinary  profits  which  might  be  expected,  the  non-resident  is  assessable 
on  the  proper  profits  in  the  name  of  the  resident. 

If  the  profits  of  the  non-resident  cannot  readily  be  ascertained,  the 
assessment  may  be  made  on  a  percentage  of  the  turnover, 

(Rules  7  to  10  of  General  Rules.) 
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(3)  Merchanls'  Profits. 

Where  a  foreign  manufacturer  sells  goods  liere  through  an  agent  it 
is  unfair  to  charge  him  on  the  full  profits  from  those  goods,  as  part  of 
the  profit  arises  from  the  manufacture  (which  is  wholly  done  at3road), 
and  the  remainder  from  merchanting  the  goods  (which  is  done  here). 
To  meet  thl>  difficulty ,  it  is  provided  that  the  assessment  may  be  made 
on  the  basis  of  the  profits  which  might  reasonably  be  expected  to  have 
been  earned  by  a  nierchant,  or,  where  the  goods  are  retailed  for  the  manu- 
facturer, by  a  retailer,  who  bought  from  the  manufacturer  direct. 

(Rule  12  of  General  Rules.) 

The  principle  of  this  is  that,  instead  of  debiting  cost  of  production ,  the 
debit  may  be  the  price  which  would  be  paid  by  a  merchant,  i.e.  the  whole- 
sale market  value. 

Eniplov)iie}its  A  broad. 

In  the  case  of  employment  under  an  English  company  exercised 
abroad,  the  remuneration  is  not  liable  under  Schedule  E,  as  laid  down  in 
Pickles  V.  Foster. 

In  Thomson  v.  Bensted  a  man  was  employed  by  an  English  company 
as  agent  in  Nigeria.  He  was  the  rated  occupier  of  a  house  here,  where 
his  wife  and  family  resided,  and  he  was  personally  present  there  during 
four  months  of  the  year  of  assessment.  It  was  held  that  he  was  resident 
in  the  United  Kingdom,  and  correctly  charged  with  tax  on  his  remunera- 
tion in  so  far  as  it  was  received  by  himself  or  his  family  in  the  year  of 
assessment.  The  Court  decided  that  he  "  did  reside  during  the  whole 
year,  in  the  sense  of  the  said  Acts,  where  that  house  was,"  and  that  it 
is  "  settled  that  a  man  may  be  held  to  have  his  residence,  and  to  reside^ 
at  one  time  in  more  than  one  place." 


Punctual  Payment 

The  decision  of  the  House  of  Lords  in  Gatty  v.  Maclaine  should  be  noted. 
The  facts  were  simple.  A.  borrowed  ;<"36,ooo  in  1910,  repayable  on  Whit 
sun  Day  191 1  with  interest  at  5  per  cent.  It  was  agreed  that  if  the  interest 
was  paid  punctually  the  loan  would  not  be  callgd  in  for  fourteen  years, 
and  the  rate  of  interest  would  be  4  per  cent.  The  interest  due  on  ist 
February  1918  was  not  paid  until  13th  May.  and  the  interest  due  on  24th 
July  was  not  paid  until  7th  August,  when  it  was  declined,  and  interest  at 
5  per  cent,  was  claimed.  The  Court  of  First  Instance  in  Scotland  decided 
that  there  had  not  been  any  default  in  punctual  payment.  The  Scottish 
Court  of  Appeal  reversed  that  decision,  and  the  House  of  Lords  has  now 
affirmed  the  decision  of  the  Court  of  Appeal. 
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The  long-looked-for  and  feverishly  anticipated  results  of  tlie  recent 
exj-minations  of  the  Institute  and  Society  are  at  last  published,  and  whilst 
the  majority  of  candidates  are  filled  with  elation  and  a  due  sense  of  the 
importance  of  their  newly-found  professional  dignity,  there  are, 
unhappily,  a  minority,  some  of  whom  are  doubtless  feeling  very  crest- 
fallen and  depressed,  and  full  of  despair  at  their  want  of  success,  whilst 
others  are  setting  their  teeth  in  the  fixed  determination  to  prove  to  the 
examiners  at  seme  future  date,  that  they  are  not  such  fools  as  to  be  dis- 
couraged by  their  misfortune. 

To  the  successful  candidates  we  extend  our  warmest  congratula- 
tions, and  wish  them  a  brilliant  future  in  their  chosen  pro- 
fession ;  to  the  latter  and  less  fortunate  students  we  offer  our  heart- 
felt sympathy,  and  venture  to  add  a  few  words  of  comfort  and  encourage- 
ment. Emerson  wrote  a  very  illuminating  essay  on  the  law  of  compensa- 
tion, showing,  inter  alia,  that  every  ill  has  its  compensating  good,  and 
whilst  it  is  no  doubt  difticult  for  the  disappointed  candidate  to  see 
exactly  where  the  compensation  for  his  failure  comes  in,  we  shall 
endeavour  to  show  him  in  which  direction  this  may  lie. 

Life  is  full  of  disappointments,  and  at  some  time  or  another  failure 
is  bound  to  be  the  portion  of  everyone,  but  failure  must  never  be  allowed 
to  spell  defeat,  for  throughout  the  history  of  the  world,  whether  national 
or  individual,  the  greatest  victories  have  often  been  won  after  lamentable 
failures. 

Disappointment  and  disaster  often  develop  a  man's  character,  and 
bring  out  the  dogged  British  pluck  and  bulldog  tenacity  of  purpose  tliat 
has  over  and  over  again  led  men  on  to  brilliant  successes.  The  man  who 
has  sat  for  an  examination  and  failed,  even  more  than  once,  must  not 
be  discouraged ;  he  will  naturally  feel  that  he  is  to  a  certain  extent  dis- 
credited in  the  eyes  of  his  fellows,  but  for  all  that,  when  by  sheer 
pertinacity  and  devotion  to  study  he  finally  secures  his  diploma,  it  is  more 
than  probable  that  he  will  make  a  better  professional  man,  and  know 
infinitely  more  about  the  details  of  his  profession  than  the  man  who  just 
scrapes  through  at  his  first  sitting.  Although  many  people  scorn  the 
word  luck,  yet  under  the  existing  conditions  of  conducting  examinations, 
luck  undoubtedly  plays  a  considerable  part  in  determining  success  or 
failure. 

A  student  may  often  happen  to  look  up  some  special  points  on  the  way 
to  the  Examination  Hall,  and  to  his  joy  finds  the  very  questions  put 
before  him  by  the  Examiner,  and  so  secures  success,  but  this  by  no 
means  necessarily  results  in  his  becoming  a  successful  accountant. 

There  are  many  factors  involved  in  satisfying  the  requirements  of 
Examiners,  and  one  that  plays  a  fundamental  part  is  the  temperament 
of  the  candidate.  Our  nerves  play  us  many  unaccountable  tricks,  and  a 
man  with  a  highly-strung  constitution,  particularly  susceptible  to  his 
environment,  is  at  a  very  serious  disadvantage  in  the  Examination  Hall. 
He  may  know  all  the  Examiner  requires  of  him,  yet  his  brain  refuses 
to  work,  and  he  suffers  from  a  species  of  mental  paralysis,  which  entirely 
precludes  him  from  putting  on  paper  the  answers  he  really  knows  per- 
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fectly  well.  For  this  unfortunate  disability  there  is  no  cure  except 
experience  and  constant  tests,  by  working  under  examination  conditions 
against  time,  for  only  thus  will  confidence  be  gained,  and  only  confidence 
and  a  belief  in  one's  own  powers  to  do  what  is  necessary  will  overcome 
this  species  of  stage  fright.  Another  cause  of  failure  is  lack  of  methodical 
work,  and  the  student  who  does  not  follow  a  carefully  prepared  course 
of  study,  and  faithfully  adhere  to  it,  is  at  a  serious  disadvantage,  and  is 
much  more  likely  to  meet  with  failure  than  success. 

Amongst  the  failures  will  probably  also  be  found  the  men  who  know 
that  it  is  immaterial  to  their  future  needs  whether  they  pass  or  fail. 
They  have  plenty  of  money  to  burn,  and  think  because  they  go  to  an 
expensive  coach  and  attend  lectures  (usually  without  taking  the  trouble 
to  make  notes),  that  is  all  that  is  necessary  to  secure  a  pass.  We  cannot 
too  strongly  emphasise  the  fact  that  it  is  what  the  student  does  himself, 
and  not  what  his  coach  can  do  for  him,  that  makes  for  success.  So  many 
make  the  mistake  of  contenting  themselves  with  a  study  of  the  worked 
out  questions  in  past  Telephones,  but  to  rely  on  this  method  of  acquiring 
knowledge  of  accountancy  means  disaster,  for  it  is  only  by  constant  prac- 
tice, and  by  working  out  examples  in  every  detail,  that  method  and 
accuracy  can  be  achieved. 

An  examiner  has  no  use  for  candidates  who  are  untidy  and  slovenly  in 
their  work.  Cultivate  habits  of  neatness  directly  your  studies  commence, 
and  you  have  built  a  good  foundation  for  future  success. 

Still  another  cause  of  failure  may  be  attributable  to  over  confidence,  or 
swelled-head ;  avoid  this  to  the  utmost  of  your  ability,  or  it  will  surely 
lead  to  disaster  sooner  or  later,  if  not  in  accountancy  examinations  then  in 
other  directions. 

Don't  take  your  failure  to  heart  too  seriously  then ;  it  will  no 
doubt  have  a  chastening  effect,  but  it  should  at  the  same  time  have  a 
bracing  one.  If  you  have  not  taken  your  work  conscientiously  enough, 
make  up  your  mind  to  cancel  all  social  engagements  and  amusements 
until  the  next  examination,  devoting  all  your  spare  time,  apart  from  that 
necessary  for  healthful  exercise,  to  the  work  upon  which  your  whole 
future  career  may  depend.  If  your  m,ethod  of  work  is  not  consistent  with 
the  best  traditions  of  those  who,  by  reason  of  their  experience,  are  best 
qualified  to  advise  you,  then  change  your  methods  at  once  and  adopt 
theirs. 

Never,  in  the  world's  history,  has  there  been  so  pressing  a  need  for 
efficiency  in  professional  and  business  methods.  Therefore,  strain  every 
nerve  to  make  yourself  efficient  and  proficient  in  every  branch  of 
accountancy  work,  and  determine  with  all  your  might  that  out  of  the 
ashes  of  your  past  failure,  phoenix-like,  a  glorious  success  shall  arise. 

It  is  usually  possible  for  a  student  who  has  failed,  to  obtain  official 
information  as  to  the  cause  of  his  downfall,  therefore  he  is  enabled  to 
strengthen  his  defences,  and  make  the  weak  places  strong. 

If  any  unsuccessful  candidates  omitted  to  read  our  last  two  Editorial 
articles  on  "  Advice  to  Students,"  we  recommend  them  to  their  notice, 
as  a  few  useful  hints  may  be  found  therein  for  remodelling  their  scheme 
of  work.    This  article  may  prove   but  cold   comfort  to  disappointed 
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stAidents,  but  our  remarks  are  offered  in  all  sincerity  in  the  sure  belief  that 
it  is  possible  for  any  man  who  is  worth  his  salt  to  turn  his  reverse  into  a 
triumphant  victory. 

Ella  Wheeler  Wilcox  understood  the  position  when  she  wrote  the  well- 
known  lines : — 

"  It  is  easy  enough  to  look  pleasant, 
When  life  goes  by  like  a  song, 
But  the  man  worth  while  is  the  man  who  can  smile 
When  everything  goes  dead  wrong." 

Therefore,  we  bid  all  *'  failures  "  smile,  not  with  a  sickly  grin,  but  with 
confidence  and  determination,  making  a  firm  resolve  to  go  in  again  and 
win,  not  merely  a  Pass  next  time,  but  Honours. 


Queries  and  Replies. 

[Correspondents  who  wish  to  make  use  of  this  column  are  requested  to 
write  their  queries  on  one  side  of  the  paper  only  and  to  he  as  brief  as 
possible.  There  is  no  need  to  enclose  a  covering  letter  if  the  communica- 
tion is  headed  "  Accountants'  Journal,  Queries  and  Replies  column/' 
and  signed  at  the  end  with  the  name  and  address  of  the  sender,  ivhich 
zvill  not  be  published  if  the  query  is  signed  with  a  nom  de  plume.) 

Payment  by  Cheque. 

A  hanker  sells  stock  for  a  client,  the  latter  requesting  payment  by  cheque.  A 
cheque  is  duly  posted,  but  fails  to  reach  its  destination.  The  client  demands  a  dupli- 
cate. Can  the  banker,  before  issuing  a  duplicate,  demand  an  indemnity  in  respect 
of  the  original?  If  not,  and  considerable  delay  in  settlement  occurs  through  the 
banker's  refusal  to  pay  without  the  indemnity,  can  the  client  demand  interest  from 
the  time  when  the  settlement  should  have  been  made? — 5.  B. 

As  the  customer  himself  requested  the  remittance  to  be  made  by  cheque,  the  bank 
are  quite  justified  in  making  a  demand  for  an  indemnity,  and  we  do  not  think 
that  any  claim  for  interest  would  hold  good,  unless  there  was  an  express  agreement 
to  pay  interest  in  case  of  postponement  in  settling,  or  an  implied  contract  to  do  so 
by  a  course  of  previous  dealing. 

Allowances  for  Wear  and  Tear. 

.1  manufacturing  concern,  of  wliich  I  am  Secretary,  was  converted  into  a  Limited 
Liability  Company  on  the  ist  January  1920 ;  there  has  been  no  change  of  ownership, 
the  shares  being  held  by  the  people  who  were  interested  in  the  concern  before  the 
conversion  took  place.  But  the  assets  are  shown  in  the  new  company's  books  at 
la.rgely  appreciated  figures,  which  were  arrived  at  after  a  proper  valuation  had  been 
made;  the  business  carried  on  is  exactly  as  before.  I  should  like  to  know  whether 
my  company  can  claim  allowance  for  wear  and  tear  on  the  written  up  assets  as 
shown  in  its  books  to-day? — "Change." 

We  think  the  Inspector  would  only  admit  a  claim  in  respect  of  wear  and  tear  of 
assets  based  on  their  value  as  shown  by  the  books  of  the  firm  before  conversion  into 
a  Limited  Liability  Company. 
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In  this  column  Income-tax  recent  alterations  of  law  and  practice  are 
discussed  and  explained  and  readers^  queries  are  answered.  Arrange- 
ments have  been  made  to  reply  to  these  queries  by  post,  the  replies  being 
published  subsequently  in  the  "  Journal  "  under  noms  de  plume.  A 
stamped  addressed  envelope  should  be  enclosed  with  the  queries  and  the 
service  is  limited  to  subscribers  to  the  "  Journal." 

Losses. 

Claims  for  losses  under  the  old  Section  23  of  the  1890  Act  should  now 
be  investigated.  Legally  they  must  be  made  within  six  months  of  the  end 
of  the  year  of  assessment,  but,  in  practice,  they  are  admitted  within  twelve 
months,  so  that  claims  for  1919-20  should  not  be  delayed.  It  should  be  noted 
that,  although  these  claims  only  give  in  general  cases  an  immediate  relief 
instead  of  allowance  in  the  averages  of  the  three  subsequent  years,  they  give 
an  additional  relief  when  subsequent  averages  would,  in  the  ordinary 
course,  be  average  losses. 

Uncompleted  Contracts. 

In  making  up  Work  in  Progress  Account,  two  or  three  of  the  uncompleted 
contracts  are  known  to  be  unremunerative,  and  it  is  desired  to  make  a 
deduction  from  such  account  for  loss  estimated  to  have  been  incurred  during 
the  period  under  review. 

1.  What  is  the  best  method  to  allow  and  account  for  such  deduction? 

2.  Would  such  deduction  be  allowed  as  a  charge  against  current  profits 
for  income-tax  and  Excess  Profits  Duty? 

The  estimated  loss  is  a  proper  charge  for  income-tax  and  Excess  Profits 
Duty.  For  the  latter,  paragraph  11  of  Part  I  of  the  Fourth  Schedule  allows 
a  spreading  of  contracts  over  the  period  of  execution,  but  only  in  proportion 
to  the  execution. 

Substituted  Standard. 

A  private  limited  company  was  registered  in  April  1920,  the  conversion 
dating  back  to  July  1919  (the  date  of  the  last  Balance  Sheet).  In  calculating 
their  Excess  Profits  Duty  liability,  July  1920,  can  the  "  substituted 
standard  "  be  claimed,  comprising  an  allowance  of  ^^500  for  each  director 
holding  20  per  cent,  (or  more)  of  the  value  of  the  issued  capital,  to  a 
maximum  of  ^750  for  each  director? 

The  substituted  standard  can  be  claimed  for  those  directors  who  have 
devoted  their  full  time  to  the  company  during  at  least  half  of  the  accounting 
period. 

Agents. 

A.,  a  foreigner,  resident  in  England,  is  employed  as  agent  of  B.,  a 
manufacturer  resident  abroad.  A.  merely  books  orders  which  he  sends  to 
B.  for  execution.  B.  sends  goods  direct  to  customers  and  the  customers 
remit  cash  direct  to  B.  Is  B.  liable  to  pay  United  Kingdom  income-tax, 
and,  if  so,  is  it  assessable  on  A.  as  B.'s  agent"?  Further  :  If  A.'s  commission 
is  credited  to  his  banking  account  abroad,  is  he  liable  to  pay  United 
Kingdom  income-tax  thereon? 

There  is  liability  on  A.,  as  agent  of  B.,  if  the  contracts  are  made  here. 
If  A.  merely  obtains  orders  which  have  to  be  sent  to  B.  for  acceptance, 
the  contracts  are  made  abroad  and  there  is  no  liability.  A.,  being  a  resident 
here,  is  liable  on  his  commission  whether  paid  here  or  not,  as  it  is  income 
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from  a  vocation  followed  here  and,  as  such,  assessable  under  Case  2  of 
Schedule  D  on  average. 

Reduced  Profits. 


Profits  of  a  limited  compan}-  established,  say,  1910  :  — 

€ 
600 
800 
1,200 
1,200 
1,000 

4.00   Diminution  due  to  general 
trade  conditions 


Accounts  Year  to  December  31,  1915 
„  I,  1916 

1917 

1919 

H  t,  1920 


Income-tax  assessments,  Schedule  D.  : — 


I9I8-I9 

1919-20 

1920-2  r 

i 

£ 

£ 

600 

800 

1,200 

800 

1,200 

1,200 

1,200 

1,200 

1,000 

3 )  2,60c 

3 )  3.200 

3  )  3.400 

jC867 

£1,067 

£1,133 

There  is  no  question  of  discontinuance  of  the  business. 

(1)  Can  a  claim  be  made  for  reduction  of  the  assessment  for  iq20'-2i 
(viz.  £i,iZ3)  seeing  that  the  profits  for  1920  are  down  to  ^^400;  if  so,  under 
what  section? 

(2)  Income  Tax  Act,  1918  Section  149 — Statement  of  Case  for  Opinion  of 
High  Court. 

Under  paragraph  i  {c)  a  fee  of  20s.  is  payable  to  the  clerk.  Presumably 
this  is  not  returnable.  What  about  the  costs  mentioned  in  paragraph  2  [a]  ? 
As  a  genera]  rule  do  these  amount  to  much,  and  are  they  ordered  to  Ix- 
paid  by  the  losing  party  ? 

(1)  No. 

(2)  The  fee  is  not  returnable.  The  (■f),sts  of  a  case  in  the  High  Court  vary 
in  accordance  with  the  intricac}-  <j£  the  case  and  the  Counsel  engaged. 
Generally  speaking,  they  would  be  fairly  heavy.  The  losing  party  is 
generally  mulcted  in  the  costs. 

Interest. 

(i)  The  Interest  Account  of  a  limited  company  is  as  follows  : — 


Dr. 


Gross  Interest 

payable 
Less  Tax  deducted 


£    s  d 

364  o  o 
109    4  o 


£    s  d 

254  i5  0 

£254  16  o 


Cr. 

£    s  d 

Gross  Interest 

receivable  ..  214  15  o 
Less  Tax  deducted  ..     63  19  4 


I   Balance  of  Revenue 
Account  . . 


£    s  d 

150  15  8 

104   0  4 

£254  16  0 
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The  profit  for  the  year  (inckiding  debit  of  ^104  for  interest)  is,  say, 
;i^ijOoo.  The  Inspector  contends  that  the  assesssable  profit  for  the  year  for 
average  is  : — 

1,000 

Gross  Interest  paid  . .       . .  364 


1.364 

Less  Tax  Dividends  (net)  . .  151 
£1,213 

-To  the  correspondent  it  seems  that,  seeing  the  gross  interest  payable  has 
been  added  back,  the  gross  interest  receivable  should  be  deducted.  You 
will  note  that  the  difference  between  ^364  and  ^^151  is  £21^,  not  ;^io4, 
as  debited  against  the  profit. 

(2)  A  company  changes  the  date  of  its  financial  year  end,  and,  in  con- 
sequence, one  accounting  period  contains  13  months  as  follows  : — 

1917-18  1918-19  1919-20 

12  mos.  i3mos.  12  mos. 

Profit..  ..    £100  £500  £600 

The  Inspector  has  computed  the  average  as  follows  : — 

1918  (ii/i2ths  of  100)      ..      —  £gz 

1919  ..  ==  500 

1920  . .  . .  . .      =  600 

3 )  1. 192 
£397 

To  the  correspondent  the  fair  basis  would  seem  to  be  the  aggregate  profit 
divided  by  3.1/ 12th  years,  or  to  take  i/i2th  off  the  ;^5oo. 

(3)  The  company  has  paid  ^5  Corporation  Profits  Tax  for  the  period 
ending  30th  April  1920.  Is  this  deductible  from  the  assessment  for  the  year 
1921-22? 

(i)  The  position  is  {a)  that  the  debit  for  interest  paid  has  to  be  eliminated 
and  (b)  the  credit  for  interest  received  similarly  treated.  The  effect  of 
debiting  the  balance  of  the  Interest  Account  is  the  same  as  if  there  had  been 
a  debit  of  net  interest  paid,  ^254  i6s.,  and  a  credit  of  net  interest  received, 
^150  15s.  8d.,  so  that  the  adjustment  should  be  : — 

Profits  1 ,000 

^{/^i  interest  debit   104 

£1.104 


If  there  were  no  interest  received,  the  debit  would  be  £2^4  16s.,  and  that 
would  be  the  figure  to  add  back,  i.e.  the  amount  already  charged. 

(2)  The  usual  practice  is  to  split  the  first  of  the  three  years.  If  i/i2th 
is  taken  off  the  £s'^°'  average  is  not  of  the  three  preceding  years,  so 
that  the  1918-19  and  1919-20  profits  should  come  into  average  in  their 
entirety. 

(3)  Yes. 

Separate  Assessment. 

A  private  limited  company  (beer  bottlers),  consisting  of  two  directors  who 
equally  hold  all  the  shares,  was  incorporated  in  1912,  and  during  the  war 
years  were  liable  for  Excess  Profits  Duty  and  therefore  paid  its  liability.  Now 
the  same  directors  carry  on  quite  a  different  business  from  May  1919  as  a 
partnership,  and  use  the  company's  premises  for  the  new  business,  both 
being  under  one  roof.  The  money  to  commence  the  partnership  is  supplied 
by  the  company,  who  would  receive  a  rate  of  interest  (this  business  is  a 
nail  business),  so  that  it  is  quite  distinct  from  the  other.    The  point  is,  as 
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the  directors  of  the  company  are  the  partners  of  the  firm,  can  they  claim 
to  be  assessed  separately  for  Excess  Profits  Duty  and  treat  the  businesses 
as  two  separate  (^nes?  On  the  other  hand,  if  the  nail  l  usiness  is  a  losing  one, 
can  they  set  off  losses  against  the  company's  profits? 

The  two  businesses  must  be  separately  assessed,  but  a  loss  on  one  cannot 
be  set  off  against  a  profit  on  the  other.  Tf  the  company  had  been  carried 
on  by  the  partners  without  limited  liability,  the  set-off  could  have  been 
given. 

Dividends. 

A  piivate  firm  con\erted  their  business  into  a  limited  company  and  was 
registered  on  the  ist  June  to  take  over  the  business  as  from  the  preceding 
ist  January,  There  was  a  loss  of  /.8oo  for  the  period  prior  to  incorporation 
which  was  capitalised.  On  the  year's  trading,  to  31st  December,  the  Profit 
and  Loss  Account  show^ed  a  profit  of  /.300  after  capitalisation  of  the  loss. 
The  company  declared  a  dividend  out  of  this  profit  and  issued  the  usual 
certificate  as  to  payment  of  tax,  viz.  "  that  the  tax  will  be  paid  to  the  proper 
officer  for  the  receipt  of  taxes,"  although  the  shares  were  5  per  cent. 
Preference  and  paid  "  free  of  tax."  On  personal  income-tax  return  a 
shareholder  claimed  the  relief  of  3s.  in  the  £  on  the  amount  of  the  dividend. 

(1)  For  income-tax  purposes  would  the  company  be  liable  for  tax  on  the 
£300.  It  is  assumed  that  the  Revenue  would  compute  a  loss  of  ^500  in 
making  out  their  liability? 

(2)  If  the  company  was  not  assessed  to  tax.  what  would  be  the  position  of 
the  shareholder  ? 

The  dividend  is  correctly  paid  under  the  Companies  Acts,  but  according 
to  the  Income  Tax  Acts  is  not  "  paid  out  of  profits  or  gains  brought  into 
charge." 

The  company  would  only  be  liable  from  ist  June,  as  the  taking  over  of 
prior  profits  or  losses  is  only  an  adjustment  of  the  purchase  price.  The 
iq20-2i  assessment— arrived  at  on  the  firm's  profits  of  the  three  years  preced- 
ing— would  be  divisible  between  the  firm  and  the  company  in  the  propor- 
tions, 2/i2ths  and  io/i2ths.  It  would  be  open  to  the  firm  to  claim  repay- 
ment on  account  of  the  loss  to  ist  June  under  the  old  Section  23  of  the  1890 
Act,  and,  at  the  end  of  1920-21,  the  company  could  claim  adjustment  to  the 
actual  profits  made  from  1st  June  1920  to  5th  April  1921,  or,  if  the  trading 
year  were  to  31st  December,  to  io/7ths  of  the  profits  from  ist  June  to  3rst 
December.  This  adjustment  is  by  claiming  a  "  specific  cause  "  of  payment 
of  directors'  fees,  under  the  old  Rule  4  to  ist  and  2nd  cases  of  Schedule  D. 
The  company  wduld  thus  be  assessed  on  a  figure  in  excess  of  the  dividends, 
unless  the  finu'^  axcrage  gave  a  smaller  figure.  If  it  does,  the  profits 
distributed  as  dividends  will  come  into  subsequent  averages  even  though  in 
such  subsequent  years  the  company  may  not  distribute  a  dividend. 

Allowances. 

A  dependent  daughter  of  a  widower  gives  birth  to  a  child  in  the 
beginning  of  November  1920.  The  daughter  acts  as  housekeeper  to  her 
father  and  now  looks  after  the  child,  which  has  been  adopted  by  her  father. 
Under  these  circumstances  can  the  widower  claim  a  rebate  in  the  follow- 
ing manner,  viz.  :  — 

Housekeeper's  allowance  25 

Do.,  looking  after  child  as  from  Nov.  1920   10 

Allowance  for  child  adopted  as  from  Nov,  1920        . .      . .  18 

£53 

The  child's  allowance  only  applies  to  a  child  living  at  6th  April  1920. 

The  allowance  for  the  daughter  can  only  be  made  if  the  father  is  suffering 
from  old  age  or  infirmity. 

The  allowance  for  looking  after  a  child  only  applies  when  the  child  is 
one  in  respect  of  whom  a  deduction  is  allowed. 
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Schedule  B. 

[To  the  Editor  of  The  Ac  count  an  W  Journal.) 

Sir, — In  your  Income  Tax  Notes,  on  page  491  of  the  December  issue,  I 
observe  that  you  state  that  : — 

"  The  Schedule  B  assessment  is  double  the  gross  Schedule  A,  and  the 
Schedule  A  is  the  annual  value." 

I  would  point  out  that  this  statement  is  not  strictly  correct  in  all  cases, 
as  the  amount  of  tithe  paid  in  country  districts  has  a  considerable  effect  on 
the  assessment. 

The  annual  value  for  Schedule  B  is  deemed  to  be  the  rental  plus  the 
amount  of  tithe  paid,  and  the  assessment  will  be  made  on  twice  this  figure. 

I  may  say  that  where  the  tithe  owner  is  assessed  direct  in  respect  of 
the  tithes  received,  the  payer  or  owner  of  the  land  is  allowed  to  deduct  this 
amount  in  arriving  at  the  gross  Schedule  A.  This  deduction,  however,  is 
not  allowed  for  Schedule  B,  so  that  any  assessment  on  double  the  Schedule  A 
would  be  incorrect. 

The  following  example  of  the  relation  existing  between  the  Schedule  A, 
B,  and  Inhabited  House  Duty  assessments  maj^  be  useful  to  some  of  your 
leaders  :  — 

Property.                Annual  Value. 
Farm  House    £af>  \ 

Buildings    £\o  \  £2>l^ 

Land   ;^,3oo  j 

Tithe  paid  by  owner       ...  £20 

Schedule  A  Assessment — 

Total  Rent      ...       ...  ^^350 

Less  Tithe      ...       ...  20 

Gross  Assessment  ...        ...  ^330 

Schedule  B  Assessment — 

Total  Rent    £350 

Less  House  and  Buildings  £^0 
assessed  to  House  Duty  50 

Single  assessment  value  ...    £300    Double  \ slue—  £600 

House  Duty  Assessment — 

Value  of  House  and  Buildings,  £$0. 
The  cross  check  is  obtained  as  follows  : — 

Schedule  A  assessment  =  Schedule  B  assessment  plus  House  Duty  assess- 
ment less  tithe. 

The  repairs  allowance  for  .Schedule  A  is  made  as  follows  : 

Repairs ")     ,  ^ 

V  =:i  of    House   Duty  Assessment. 
Houses  j 

Lands  =  ^  of  Schedule  B  Afisessment. 
From  the  above  it  will  be  seen  that  the  Schedule  B  is  not  double  the  gross 
Schedule  A  assessment. 

Yours  faithfully, 

Wrexham,  ^th  December  1920.  CHAS.  WRIGHT. 

[The  statement  is  a  general  one.  The  tithe  rentcharge,  where  payable, 
is  deducted  in  arriving  at  the  gross  Schedule  A  but  added  for  Schedule  B. 
—Ed.] 
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By  Albert  Crew,  Barrister-at-Law. 

An  up-to-date  knowledge  of  recent  decisions  in  the  Courts 
is  of  the  greatest  value  to  accountants  and  business  men 
and  to  students  reading  for  their  examinations.  In  this 
column  are  noted  the  salient  features  of  the  leading  cases 
decided  during  the  preceding  month. 

Action. 

Trade  Association  and  Conservation  of  Prices. 

The  defendants,  an  association  or  trade  union  of  motor  manufacturers,  published 
what  was  called  a  protected  list  of  prices  at  which  motor  and  motor  accessories 
were  to  be  sold  by  their  members.  Th^-  also  published  periodically  a  list  called 
a  '*  stop  list,"  containing  the  names  of  traders  who  sold  at  prices  different  from 
those  in  the  protected  list.  Any  person  or  firm  so  named,  or  those  dealing  with 
them,  were  not  to  be  supplied  directly  or  indirectly  by  members  with  the  articles 
named.  The  plaintiffs,  who  were  not  members  of  the  association,  acted  as  agents 
for  selling  a  new  motor-car  belonging  to  a  person  who  was  not  a  member  of  the 
association,  and  they  advertised  the  car  for  sale  at  a  price  in  excess  of  that  which 
such  a  car  was  listed  at  in  the  protected  list.  The  defendants  thereupon  threatened 
to  put  the  plaintiffs'  name  in  the  stop  list,  and  after  correspondence,  in  fact,  did  so. 
It  w.i-  -.Id  nf\ er-~ino-  ihe  decision  of  Kowlatl.  J.,  see  Accoiinlants'  journal,  August 
1920.  p.  245)  ),  b\  the  Court  of  Appeal,  that  in  the  absence  of  evidence  that  the 
defendants  had  acted  otherwise  than  bona  fide  in  the  interest  of  their  members,  the 
df  f(  i''.  ^r-  hafi  not  cnmniitted  a  wrongful  art  in  attempting  to  prevent  the  plain- 
t  iii-,  '  :!A  .iii>  w  hich  u  f  10  not  illegal,  from  selling  the  motor-car  at  a  price  difl[erent 
from  that  in  the  protected  list.  Wake  (S~  De  b'rcviUc,  f.ld.  v.  Motor  Trade  Asso- 
ciation ^1921,    65  S.J.  239), 

Assignment  of  Debt. 

Notice  of  Assignment. 

By  Section  25  (6)  of  the  Judicature  Act,  187J,  an  assignment  in  writing  of  a  debt 
is  effectual  in  law  to  pass  the  legal  right  to  the  debt  of  the  assignee,  provided  that 
express  notice  in  writing  of  the  assignment  has  been  gi\on  to  the  debtor.  But  th.^ 
assignee  cannot  sue  for  the  debt  if,  owing  to  the  fact  that  the  debtor  cannot  read,  no 
notice  in  writing  of  the  assignment  has  been  given  to  him,  although  other  steps 
have  been  taken  to  bring  the  assignment  to  his  attention.  The  fact  that  the  debtor 
has  paid  to  the  assignee  a  sum  on  account  of  the  assigned  debt,  does  not  prevent 
him,  when  -ucd  for  Ihe  balance  of  the  debt,  from  pleading  that  he  has  not  received 
written  notirf  of  the  assignment.  Hockley  v.  Goldstein  (1920,  25  Com.  Cas.  284). 
Equitable  Assignee  of  a  Part    of  a  Debt  and  Petition  for  Winding-up. 

An  assignntent  of  a  part  of  a  debt  is  not  within  Section  25,  Subsection  (6)  of  the 
Judicature  Act,  1873,  which  provides  that  any  absolute  assignment  of  any  debt  in 
writing  (not  purporting  to  be  by  way  of  charge),  of  which  notice  has  been  given 
to  the  debtor,  shall  pass  the  legal  right  to  such  debt.  An  equitable  assignee  of  a  part 
of  a  debt  is  a  creditor  in  equity,  and  can  present  a  winding-up  petition  under 
Section  137  of  the  Companies  (Consolidation)  Act,  1908.  In  re  Steel  Wing  Co. 
(192 1,  65  S.J.  240). 

Bankruptcy. 

Protected  Life  Interest  until  lie  should  Assign. 

A  debtor  was  entitled  to  a  life  interest  in  a  legacy  until  he  assigned  or  incumbered 
it.  A  receiving  order  was  made  against  1:1  ni,  but  it  was  rescinded  on  the  Court 
approving  a  scheme  for  a  composition.     Ihe    debtor  then    signed  a  docmnent 
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authorising  the  trustees  of  the  will  to  pay  the  income  to  the  trustee  of  the  scheme. 
It  was  held  that  the  document  was  ;m  equitable  assignment  which  worked  a  forfei- 
ture of  the  legacy.    Re  Hamilton  (1920,  65  S.J.  173). 

Loan  by  Wife  for  Purposes  of  Business. 

Where  a  woman  lends  money  to  her  husband,  and  then  accepts  from  him,  in 
lieu  of  the  money  lent,  a  bond  to  secure  an  annuity  payable  by  him  for  her  life,  and 
he  subsequently  is  adjudicated  a  bankrupt,  or  dies  insolvent,  she  may  claim  in  the 
bankruptcy  or  in  the  administration  by  the  Court  of  his  estate  for  the  value  of  the 
annuity  in  competition  with  the  creditors  of  the  husband.  In  re  Slade  (1921,  i  Ch. 
160). 

Companies. 

Alteration  of  Articles. 

In  a  motion  by  a  shareholder  of  a  company  for  an  injunction  to  restrain  the 
defendants  from  holding  an  extraordinary  general  meeting  to  confirm  a  special  reso- 
lution which  had  been  passed  at  a  previous  meeting,  adopting  new  articles  of  asso- 
ciation in  substitution  for  the  existing  articles,  the  shareholder  asserted  that  the 
alterations  in  the  articles  were  not  for  the  benefit  of  the  company,  but  for  thaft  section 
of  the  shareholders  represented  by  the  defendant  firm  of  managers.  The  defendant 
company  were  the  owner  of  certain  steamships,  and  it  was  customary  in  such 
cases  for  the  entire  management  to  be  vested  in  some  shipping  firm,  as  was  done 
in  this  case.  Some  of  the  proposed  alterations,  e.g.  the  right  of  pre-emption  of 
shares  (i.e.  purchase  by  one  person  or  corporation  before  an  opportunity  is  offered 
to  others),  the  largely  increased  remuneration,  and  also  a  provision  which  practically 
prevented  the  shareholders  from  calling  the  managers  to  account,  were  not  for  the 
benefit  of  the  company,  but  for  that  of  the  managers,  and  it  was  held  that  the 
power  to  alter  articles  had  to  be  exercised  subject  to  the  general  principles  of  law 
and  equity  applicable  to  powers  conferred  on  majorities  to  bind,  and  must  be  bona 
fide,  following  Allen  v.  Gold  Reefs  (1900,  i  Ch.  656),  Dafen  Tinplate  Co.  (see  Account- 
ants' Journal,  June  1920,  p.  121),  and  Sidebottom  v.  Kershaw  (1920,  i  Ch.  450),  and 
the  injunction  was  accordingly  granted.  Jonas  v.  Orders  Handford  Sieaniship 
Co.  (The  Times,  13th  November  1920,  p.  4). 

Repudiation  of  Contract  to  take  Shares  and  Rectification  of  Register. 

The  defendant  applied  for,  and  was  allotted,  shares  in  the  plaintiff  company. 
Shortly  afterwards,  alleging  a  misrepresentation  of  fact  in  the  prospectus, 
he  wrote  to  the  company  repudiating  the  contract,  and  claiming  the  return  of  the 
amount  he  had  paid  on  application  and  allotment.  He  did  not,  however,  follow 
this  up  by  a  prompt  application  for  rectification  of  the  register  of  shareholders. 
Receiving  notice  of  the  first  call,  he  ignored  it,  and  some  months  later  the  company 
sued  him  in  the  City  of  London  Court  to  recover  the  amount.  By  way  of  defence, 
he  relied  solely  on  the  misrepresentation  and  on  his  repudiation.  Judgment  was 
given  for  the  company  apparently  on  the  ground  that  the  defendant  was  precluded 
by  his  laches  from  succeeding.  On  appeal,  it  was  held  that  it  is  not  sufficient  \o 
escape  liability  for  calls  for  a  shareholder  who  complains  of  misrepresentation  in  a 
prospectus  to  content  himself  with  writing  to  the  company  purporting  to  repudiate 
the  contract  to  take  shares ;  he  must  follow  up  that  step  promptly  by  proceedings  to 
have  his  name  removed  from  the  register  of  shareholders ;  and  as  the  defendant  had 
not  done  this,  he  was  held  liable  for  the  calls  made  upon  him.  First  National 
Re-insurance  Co.  r.  Greenfield  (1921,  151    L.T.  37). 

Contract. 

Goods  Lost  in  Transit. 

A  forwarding  agent,  who  has  undertaken  for  reward  to  forward  goods  from 
England  to  a  foreign  country,  and  has  made  the  usual  and  proper  arrangements  for 
their  carriage,  is  not  liable  if  the  goods  are  lost  while  in  the  custody  of  the  customs 
authorities  of  the  country  to  which  they  were  being  sent.  Jones  v.  European  c5>» 
General  Express  Co.  (1920,  25  Com.  Cas.  296). 

C.LF.  Contract  and  Cash  against  Documents. 

In  a  contract  for  the  sale  of  goods  upon  C.I.F.  terms,  where  payment  is  to  be 
made    "  net  cash  against  shipping  documents  on  arrival  of  goods  at  port  of  dis- 
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charge,"  the  documents  to  be  presented  by  the  seller  to  the  buver  must  include  a 
policy  of  insurance  on  the  goods,  and  it  is  not  sufficient  for  the  seller  to  present  a 
cover-note  or  a  certificate  of  insurance  instead  of  a  policy.  Wilson  Holgatc  t . 
Belgian  Grain  Co.  (1920,   25  Com.  Cas.  i). 

Validity  of  Agree-tnent . 

In  the  absence  of  very  special  circumstances,  the  English  Courts  will  not  enforce 
an  English  contract  which  provides  that  it  shall  be  performed  in  a  foreign  coun- 
try- if  at  the  time  fixed  for  performance  the  law  of  that  foreign  countrv  makes  per- 
formance there  illegal.  RalU  v.  Campania  Naviera  Sola  \  Aznar  (1920,  2^  Com. 
Cas.  227). 

Auction  Sale  and  "  Knockout." 

An  appeal  in  this  case,  reported  in  the  Accountants'  Journal  (July  1920,  p.  iSo), 
was  allowed  by  the  Court  of  Appeal.  Rawlings  v.  General  Trading  Co.  (1920,  121, 
L.T.   Rep.  718). 

A  knockout  is  an  agreement  between  two  or  more  persons  attending  an 
auction  not  to  bid  against  each  other,  so  as  to  avoid  putting  up  prices,  and  then 
to  share  the  profits  of  goods  bought  by  any  member  of  the  combination.  These 
members  hold  a  private  auction  among  themselves  immediately  after  the  public 
auction,  and  share  between  themselves  the  difference  between  "the  public  auction 
price  and  the  private  auction  price.  Scrutton,  L.J.,  dissented,  and  thought  a  knock- 
out was  in  restraint  of  trade,  and  arguing  backwards  from  the  remedy  "to  the  right, 
said  he  could  not  imagine  any  Court  granting  an  injunction  to  enforce  such  an 
agreement;  and,  if  this  were  so,  how,  he  demanded,  could  the  Court  be  asked  to 
enforce  it  by  ordering  an  account  of  profits?    (1921,  56  L.J.  2). 

Annulment  of  Contract  Diving  to  Hardship  Caused  by  War. 

A  contract  may  be  annulled  by  the  Court  owing  to  "  alteration  of  trade  conditions 
occasioned  by  the  war  "  under  the  Courts  (Emergency  Powers)  Acts,  even  though 
such  trade  conditions  are  not  occasioned  solely  by  the  war,  but  only  aggravated  by 
it.  North  Metropolitan  Electric  Power  Supply  Co.  v.  Stoke  Newington  Corporation 
(192 1.  65  S.J.  240). 

Landlord  and  Tenant. 

Meaning  of  "  Rent." 

Where  a  dwelling-house  in  JuK  19 1()  was  lei  at  ^'jo  per  annum,  the  landlord  pay- 
ing rates  and  taxes  amounting  to  ^C^^  ^^s.  per  annum,  and  the  rateable  value  on 
August  3rd  19 14  was  ;^40,  it  was  held  that  such  house  was  not  let  at  a  rent  of  less 
than  two-thirds  of  the  rateable  value  within  the  ineaning  of  Section  12,(7)  ^^^^ 
Increase  of  Rent,  &:c.  Act,  1920  (which  provides  that  the  Act  of  1920  shall  not  apply  to 
the  rent  or  tenancy  of  a  dwelling-house  where  the  rent  is  less  than  two-thirds  of 
the  rateal)le  value,  and  shall  apply  in  respect  of  such  dwelling-house  as  if  no  such 
tenancy  existed,  or  ever  had  existed),  and  that  the  word  rent  there  meant  the  actual 
rent  reserved  by  the  lease  or  agreement  without  any  deductions  for  rates  or  taxes, 
although  such  were  paid  by  the  landlord.  Mackworth  v.  Hellard  (1920,  37  T.L.R, 
157)- 

Receipt  of  Rent  with  Knowledge  of  Breach  of  Covenant. 

A  landlord,  who  receives  rent  from  a  tenant  with  full  knowledge  of  a  breach  of 
covenant  or  contract  by  the  tenant,  involving  a  liability  to  forfeiture,  makes  an 
irrevocable  election  to  treat  the  lease  or  contract  as  subsisting,  and  can  no  longer 
avoid  it  on  account  of  the  breach,  of  which  he  had  knowledge.  The  presence  in  the 
lease  or  contract  of  a  provision  requiring  a  waiver  to  be  expressed  in  writinj?  does 
not  render  the  principle  inapplicable,  although  there  has  been  no  express  waiver  in 
writing.    R.  v.  Paulson  (192 1,  90    L.J.P.C.  i). 

Covenant  not  to  Underlet  or  Permit  any  other  Person  to  use  or  Occupy  any  Part  of 
the  Premises. 

Where  the  tenant  of  a  farm  covenants  not  to  underlet  or  permit  any  other  person 
to  use  or  occupy  any  part  of  the  demised  premises  without  the  written  consent  of  the 
landlord,  the  sale  or  letting  by  the  tenant  (without  such  consent)  in  the  last  year  of 
his  tenancy  of  the  grass  keep,  i.e.  growing  herbage,  of  his  pasture  lands  for  a  defi- 
nite period,  is  a  breach  of  the  covenant,  although  such  sale  or  letting  is  in  accord- 
ance with  the  usual  practice  of  an  outgoing"  tenant  in  that    part  of  the  country. 
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Sciiible,  that  agistment,  i.e.  the  taking  in  by  tiie  tenant  of  the  sheep  or  cattle  oi 
another  to  be  depastured  on  the  farm  at  so  much  per  head  per  week,  would  not  be 
a  breach  of  the  covenant.    Richard  v.  Davies  (1931,  i  Ch.  90). 

Increase  of  Rcni  S!)icc  Marcli  25//;  1920. 

Plaintiff  claimed  certain  premises  in  the  City  for  non-payment  of  the  agreed  reiu. 
On  4th  August  1914  the  premises  were  let  at  /^6o  per  annum,  landlord  paying  rates 
and  taxes.  The  rent  was  subsequently  increased,  and  the  rent  current  up  to  15th 
March  1920  was  £7S-  agreement  of  tenancy  dated  12th  March  1920,  the 

premises  were  let  to  the  defendants  from  25th  March  1920  for  the  term  of  three 
years  thence  next  ensuing,  and  afterwards  as  a  yearly  tenancy  unless  six  calendar 
months'  previous  notice  in  writing  shall  be  given,  at  the  yearly  rent  of  £22,0,  payable 
by  four  equal  quarterly  payments  on  the  four  usual  quarter  days,  the  first  of  such 
payments  to  be  made  on  June  24th  next.    The  plaintiff  was  to  pay  rates  and  taxes. 

The  defendants  obtained  the  keys  of  the  premises  on  March  25th,  and  actually  went 
into  possession  on  March  26th.  The  Increase  of  Rent  and  Mortgage  Interest 
(Restrictions)  Act  1920,  Section  i,  provides  that  "subject  to  the  provisions  of  this 

*'  Act,  where  the  rent  of  any  dwelling-house  to  which  this  Act  applies  has  been, 

'*  since  March  25th  1920,  or  is  hereafter  increased,  then,  if  the  increased  rent 
exceeds  by  more  than  the  amount  permitted  under  this  Act  the  standard  rent,  the 
"  amount  of  such  excess  shall,  notwithstanding  any  agreement  to  the  contrary,  be 

"irrecoverable  from  the  tenant."  It  was  held  that  26th  March  1920  was  the  date 
at  which  it  was  agreed  that  the  increased  rent  should  begin  to  accrue.  The  rent  had, 
therefore,  been  increased  since  March  25th  1920,  and  consequently  the  excess  over 
the  permitted  increase  on  the  standard  rent  was  irrecoverable.  Raikes  v.  Ogle  (1921, 
W.N.  27). 

Libel  and  Slander. 

Trade  Publication  as  to  Credit. 

In  an  action  for  libel,  brought  by  a  tradesman  in  Scotland  against  the  proprie- 
tors of  Stubbs'  Weekly  Gazette,  a  commercial  newspaper  containing  informatioa 
as  to  the  credit  of  traders,  the  defendants  admitted  that  in  a  certain  issue  of 
the  Gazette  the  plaintiff's  name  had  erroneously  appeared  in  the  weekly  list  of 
persons  against  whom  decrees  in  absence  had  been  obtained  in  the  Small  Debt 
Courts,  the  fact  being  that  the  claim  had  been  settled  out  of  Court.  The  list  was 
headed  by  a  note  stating  that  in  no  case  did  the  publication  of  the  decree  imply 
liability  to  pay  on  the  part  of  anyone  named,  or  anything  more  than  the  fact  that 
the  entry  published  appeared  in  the  Court  books.  The  plaintiff  averred,  by  way  of 
innuendo,  that  the  entry  falsely  and  calumniously  represented  that  the  plaintiff  was 
given  to,  or  had  begun  to,  refuse  or  delay  to  make  payment  of  his  debts,  and  that 
he  was  not  a  person  to  whom  credit  should  be  given.  It  was  held  that  in  the 
circumstances  of  its  publication  the  entry  was  capable  of  bearing  the  meaning 
attributed  to  it  by  the  innuendo,  and  that  the  prefatory-  note  afforded  no  defence  to 
the  action.    Stubbs  v.  Mazure  (192 1,  A.C.  66). 

Ultra  Vires. 

Public  Health  and  Washhouses. 

A  corporation  has  no  power  under  the  Baths  and  Washhouses  Acts,  1846  to  1878, 
to  carry  out  a  scheme  which  involves  the  total  or  partial  washing  of  clothes  by  the 
servants  of  the  corporation,  as  distinguished  from  the  provision  of  facilities  for 
enabling  others  to  wash  their  clothes.  Attorney-General  v.  Fulhani  Corporation 
(1920,  37  T.L.R.  156). 

Wills  and  Executors. 

Sale  by  Executors  without  Leave  of  the  Court. 

A  testatrix,  by  her  will,  appointed  two  executors,  and,  having  bequeathed  certain 
pecuniary  legacies,  devised  and  bequeathed  the  residue  of  her  estate  to  one  of  her 
executors  absolutely.  One  of  the  legacies  being  unpaid,  the  legatee  brought  a  suit 
for  the  administration  of  the  estate  of  the  testatrix,  and  a  decree  for  administration 
was  made.  The  remaining  legacies,  and  the  debts  and  funeral  and  testamentary 
expenses  of  the  testatrix,  had  already  been  paid.  After  the  decree  the  executors,  with- 
out obtaining  the  sanction  of  the  Court,  sold  to  the  plaintiff  by  public  auction  certain 
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leasehold  portions  of  the  estate.  The  conditions  of  sale  stipulated  that  the  sale  was 
subject  to  the  approval  of  the  Court.  The  executors  subsequently  refuse  to  complete. 
The  solicitor  for  the  executors  executed  a  memorandum  of  the  agreement  for  sale 
of  the  leaseholds,  in  the  body  of  which  the  names  of  the  vendors  appeared,  and  he 
wrote  at  the  end  of  the  memorandum  the  words,  "  I  confirm  above  sale  on  behalf 
of  the  vendors,"  with  the  intention  that  the  document,  which  was  signed  by  the  plain- 
tiff, should  be  signed  by  the  auctioneer  on  behalf  of  the  vendors,  but  the  memo- 
randum was  never  signed  by  the  auctioneer  or  by  either  of  the  vendors.  In  an 
action  for  specific  performance  brought  by  the  plaintifif,  it  was  held  that  the  sanc- 
tion of  the  judge  to  the  sale  given  at  the  trial  was  sufficient,  and  that  the  plain- 
tiff was  entitled  to  a  decree  for  specific  performance,  and  that  the  memorandum  of 
agreement  signed  by  the  solicitor  constituted  a  sufficient  compliance  with  Section 
4  of  the  Statute  of  Frauds.    H alley  v.  O'Brien  (1920,  i  l.R.  330). 

Termination  of  War. 

A  testator  directed  the  interest  on  a  legacy  to  his  son,  who  was  reported  missing, 
to  be  accumulated  '*  until  six  months  after  the  declaration  of  peace  terminating  the 
"  present  war,  or  the  expiration  of  twenty-one  years  from  my  death,  whichever  shall 
"  be  the  shorter  period."  It  was  held  that  the  termination  of  the  war  meant  the 
termination  of  the  war  with  Germany  and  not  the  war  generally,  and  that  the 
trust  for  accumulation  had  come  to  an  end.    Re  Raivson  {1921,  65  S.J.  204). 

Donatio  Mortis  Causa. 

A  domiciled  Russian  subject,  whilst  resident  in  England,  delivered  money  and 
jewellery  to  a  third  person  to  be  given  to  the  plaintiff  in  case  of  his  death.  On 
the  next  day  he  went  into  a  nursing  home,  and  shortly  afterwards  died.  It  was 
held  that  there  was  a  good  donatio  mortis  causd,  and  that  the  case  must  be  deter- 
mined by  the  law  of  England,  notwithstanding  the  foreign  domicil  of  the  donor. 
Re  Korvine  Trust  (1921,  65  S.J.  205). 

Workmen's  Compensation. 

Breach  of  Statutory  Prohibition. 

When  a  workman  is  doing  an  act  which  is  expressly  forbidden,  either  by  the 
terms  of  his  employment  or  by  a  statutory  prohibition,  and  he  meets  with  an  injury 
by  accident,  the  accident  cannot  "  arise  out  of  "  his  employment  within  the  Work- 
men's Compensation  Act,  1906,  Section  i,  and  he  is,  therefore,  not  entitled  to 
compensation.    Moore  v.  Donnelly  (1921,  65  S.J.  219). 

Jnability  to  Get  Work. 

An  application  by  an  injured  workman  for  a  review  of  weekly  payments  may  be 
entertained,  notwithstanding  that  no  change  has  occurred  in  the  man's  physical 
condition,  if  there  is  evidence  that  the  difficulty  of  finding  suitable  work  owing  to 
the  accident  is  greater  than  had  been  supposed  at  the  time  of  the  original  award. 
M'Alenden  v.  Nimmo  (192 1,  A.C.  39). 

Breaches  of  Statutory  Prohibition. 

Two  workmen  were  fatally  injured,  the  one  by  the  delayed  explosion  of  a  shot 
which  had  apparently  missed  fire,  and  to  which  he  went  back  too  soon,  and  the 
other  by  attempting  to  pass  along  a  level  which  had  been  fenced  off,  as  it  was 
known  that  gas  was  present  there.  It  was  held  that  in  neither  case  were  the 
employers  liable  to  pay  compensation  to  the  dependants  of  the  deceased  men,  ns  at 
the  time  of  the  accident  each  workman  was  going  out  of  his  sphere  of  employment 
by  the  breach  of  the  regulation,  and  had  himself  added  a  risk  that  was  not  reason- 
ably incidental  to  his  employment.  Fife  Coal  Co.  v.  Colville  <27-  Gordon  (1921, 
65  S.J.  239). 
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Students'  Society  Notes. 


The  Chartered  Accountant  Students  Society  of  London. 

'I'he  special  course  of  lectures  on  Economics,  Actuarial  Science  and  Banking  and 
Foreign  Exchange,  commenced  on  25th  January.  The  course  consists  of  nine  weekly 
lectures  as  follows  : — 

"  Economics,"  by  Mr.  Hugh  Dalton,  M.A.,  Sir  Ernest  Cassel  Reader  in 
Commerce  in  the  University  of  London,  Tuesdays,  January  25th,  February  ist  and 
8th,  at  t>  p.m. 

"  Actuarial  Science,"  by  Mr.  H.  T.  Curwen,  B.Sc,  lecturer  on  Mathematics  in  the 
University  of  London,  Mondays,  February  14th,  21st,  and  28th,  at  6  p.m. 

"  Banking  and  Foreign  Exchange,"  by  Mr.  T.  E.  Gregory,  B.Sc.  (Econ.),  Sir 
Ernest  Cassel  Reader  in  Commerce  in  the  University  of  London,  Mondays,  March 
7th,  14th,  and  2ist,  at  6  p.m. 

The  fees  for  the  full  course  of  nine  lectures  : — Society  members,  j£i  is. ;  mem- 
bers' clerks  (non-articled),  y(^2  2s. 

A  detailed  syllabus  will  be  forwarded  on  application  to  the  Secretary. 

The  following  members  were  successful  in  obtaining  places  of  merit  at  the  recent 
Institute  Intermediate  Examination,  and  the  Society's  prizes  were  awarded  as 
follows  : — P.  F.  Carpenter,  ist,        2s. ;  L.  W.  Wheal,  2nd,  £1  is.;  I.  Shapero,  3rd. 

Sir  William  Plender,  G.B.E.,  F.C.A.  (President  of  the  Society),  again  offered 
prizes  to  students  of  the  Society's  Coaching  Classes,  who  obtained  highest  places 
in  order  of  merit  at  these  examinations,  and  his  prize  of  5s.  has  been  awarded 
to  Mr.  L.  W.  Wheal  for  his  success  at  the  Intermediate  Examination. 

Coaching  Classes  for  the  May  192 1  Examinations  are  now  in  progress,  and 
students  for  these  examinations  should  enrol  forthwith.  Full  particulars  of  these 
Classes  can  be  obtained  from  the  Secretary. 

The  Free  and  Advanced  Courses  in  Bookkeeping,  Accounts,  Auditing,  and  in  Law, 
will  re-commence  this  month  at  the  following  times  : — Elementary  Accounts  Class, 
5  p.m.  Thursday,  3rd  February;  Advanced  Accounts  Class,  6  p.m.,  Thursday,  3rd 
February;  Elementary  Law  Class,  5.30  p.m.,  Friday,  4th  February;  Advanced  Law 
Class,  6.30  p.m.,  Friday,  4th  February.  Each  course  consists  of  ten  weekly  lec- 
tures held  in  the  Examination  Hall  of  the  Institute,  Moorgate  Place,  E.G.  The 
Elementary  Classes  are  free  to  all  members  of  the  Society,  and  a  fee  of  one 
guinea  is  payable  in  respect  of  each  Advanced  Course.  Examinations  will  be  held 
at  the  end  of  each  course,  and  prizes  awarded.  Application  should  be  made  to  the 
Secretary  for  full  particulars,  &c. 

At  the  Examinations  held  in  connection  with  the  recent  Free  and  Advanced  Courses, 
the  following  students  passed  the  examinations  with  Honours,  and  prizes  were 
awarded  as  stated  : — 

Elementary  Bookkeeping  and  Accounts. — i,  E.  Farmer,  ist  prize,  ;^i  is.;  2,  L. 
Allden,  2nd  prize,  los.  6d. ;  3,  B.  S.  Davis,  J.  F.  B.  Neill,  and  H.  S.  Snelling;  6, 
H.  T.  Meredith;  7,  C.  A.  Hill;  8,  R.  D.  Hammond  and  S.  M.  Blum;  10,  A.  M. 
Pearson;  11,  V.  G.  Rowe ;  12,  R.  Moyse  and  K.  R.  Gray;  14,  H.  W.  Davidson;  15, 
T.  G.  Laffen,  F.  W.  Watkins,  and  W.  W.  Bigg;  18,  H.  C.  Parsons.  76  per  cent, 
passed. 

Advanced    Bookkeeping   and   Accounts. — i,  J.    W.  Park,  ist   prize,  is.;  2, 

E.  W.  J.  Belcher,  2nd  prize,  los.  6d.  (awarded  by  de  Paula,  Turner,  Lake  &  Co.);  3, 
H.  E.  Boak.    61  per  cent,  passed. 

Elementary  Law. — i,  A.  E.  Colwell,  ist  prize,  ^i  is.  (A  second  prize  was  awarded 
to  R.  P.  Matthews.)    36  per  cent  passed. 

Advanced  Law. — i,  A.  E.  Colwell,  ist  prize,  £1  is.;  2,  J.  W.  Park,  2nd  prize, 
los.  6d. ;  3,  B.  S.  Davis.    71  per  cent,  passed. 

Sheffield  Chartered  Accountants  Students'  Society. 

The  last  evening  of  the  Autumn  Session  1920  was  held  at  the  King's  Head  Hotel, 
on  15th  December.  This  was  perhaps  the  most  enjoyable  evening  of  the  Session,  We 
were  favoured  on  this  occasion  with  the  presence  of  a  very  well-known  Chartered 
Accountant,  who  happened  to  be  in  Sheffield,  and  who  kindly  invited  all  members 
to  tea  with  him  prior  to  the  meeting. 
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The  Accountants'  Journal. 


This  took  the  form  of  a  debate,  the  Chairman  dividing  the  members  into  two 
parties,  and  each  student  was  called  on  to  speak.  Although  this  gave  some  few  of 
our  members  an  anxious  time  until  their  turn  came,  from  an  educational  standpoint 
it  was  all  that  could  be  desired.  We  hope,  after  this  preliminary  efTort,  that  our 
students  will  realise  that  the  bogey  of  nervousness  at  speaking  in  public  can  easily 
be  overcome  by  a  modicum  of  self-confidence. 

Our  next  duty  is  to  condemn  the  altitude  of  so  many  of  our  members  on  Wednes- 
day, January  12th,  when  the  Official  Receiver  for  Sheffield,  Mr.  L.  G.  Clegg,  opened 
our  Spring  Session  by  a  most  interesting  and  instructive  lecture  on  "  Reputed 
Ownership."  We  refer,  of  course,  to  the  deplorable  attendance  on  that  date,  and 
we  do  wish  that  students  would  confine  their  (liristmas  revels  to  a  more  restricted 
period,  or  at  any  rate  not  let  them  interfere  with  professional  matters.  The  few 
members  who  were  present  will  not  readily  forget  the  striking  illustrations  of  the 
lecturer,  which  illuminated  his  exposition  of  Section  :;S  of  the  Bankruptcy  Act,  1914. 

We  coiigr;iHil;ite  our  members  who  have  parsed  the  recent  examinations  of  the 
Institute,  our  only  regret  being  that  on  this  occasion  we  cannot  claim  an  Honours 
man. 

We  call  the  attention  of  all  our  members  to  the  change  of  address  of  Mr.  W.  J. 
Scott,  our  Honorary  Treasurer,  who  is  now  c/o  Messrs.  T.  G.  Shuttleworth  &  Sons, 
Royal  Insurance  Buildings,  Church  Street,  Sheffield. 

The  following  is  a  copy  of  our  Syllabus  for  the  Spring  Session,  1921  : — 
lanuarv  12th. — "  Reputed  Ownership,"  bv  Mr.  L.  G.  Clegg  (Official  Receiver  for 
Sheffield). 

January  27th. — •*'  Labour  is  not  at  present  fit  to  Govern."    Debate  with  Nottinghan- 

Chartered   Accountants   Students'  Society. 
February  2nd. — "  Welfare  W'ork  in  Commercial  Firms,"  by  Mr.  S.  Osborn. 
February  9th. — Ten  Minute  Papers. 

February  23rd. — "  The  Duties  of  an  Executor,"  by  Mr.  J.  C.  Auty  (Solicitor). 
March  2nd. — Subject  to  be  announced  later.    Lecturer,  Mr.  C.  S.  Dickie,  A.C.A. 
March  9th. — "  Some  Notes  on  the  Voluntary  Liquidation  of  Insolvent  Companies," 

by  Mr.  H.  Edgar  Jenkinson,  F.C.A. 
March  16th. — "  Banking  and  the  Public,"  by  Mr.   L.  A.   Fogg  (Union  Bank  of 

Manchester,  Ltd.). 

March  23rd. — "  Some  Problems  on  Costing,"  by  Mr.  G.  S.  Hattersley,  A.S.A.A. 

We  conclude  by  again  urging  all  our  members  to  attend  Students  Society  meetings 
at  least  as  regularly  as  social  functions.  The  reputation  of  accountants  does  not 
depend  so  much  on  their  ability  to  criticise  "  figures  "  at  dances,  as  upon  their 
ability  to  deal  with  that  other  class  of  figures  more  generally  associated  with  our 
profession. 


Books  of  the  Month. 

THE     ELEMENTS    OF     S  i  A  l  l  S  TICS.    By  Artih  k  L.  Bowlky,  Sc.D.,  F.S.S. 

8|x5-o,  xi-j-459  pp.    f""ourth  edition.    24s.  n.    Post  free  25^-. 

THE  PRACTICE  AND  LAW  OF  BANKING.    By  H.  P.  Siii;i.i)ON.    9  x  Sh  xii-|- 

482  pp.     I2S.  6d.  n.    Post  free  13s.  3d. 

COMPANY  PRlNCllM.i.S  .\M)  PRECE])1-:NTS.  By  Francis  Ernest  Bradley, 
M.A.,  M.Com.,  i-.R.S.i:.  <)x5l,  xxx-)-432  pp.  17s.  bd.  n.  Post  free  i8s.  bd. 
[Deals  with  the  principU--  and  practice  relating  to  the  formation,  management, 
and  winding-up  of  companii  s. J 

OCKSllONS  AND  ANSWERS  IN  i50(  )K  KKH IM  NG  .\M)  ACCOUNTING.  r>y 
M;ij(jr  F.  F.  Sn,\Ri.Es,  F.S.A.A.  x  si,  viii-(-358  pp.  10s.  bd.  n.  Post  free  iis. 
[A  book  which  will  Ite  specially  useful  to  candidates  for  examinations  in  book- 
keeping and  accountancy.  Ihe'  author  ;nms  at  helping  the  student  to  cultivate 
the  an  i  if  expre^^sion  in  answering  examination  qtiesi  ions.  J 
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Union  of  Chartered  Accountant  Student 

Societies. 

.A  meeting;  o[  the  Joint  ("onimittee  was  held  at  the  Library  of  the  Liverpool  Char- 
iert'd  Accountants  Siu(ipni>'  Society  on  hViday,  17th  December  1920. 

t  here  were  present  :  Mr.  W.  C.  Northcott,  F.(\A.,  Chairman,  Mr.  W.  .S.  James 
Moore  (Birmingham),  Mr.  J.  E.  Waring,  A.C.A.  (Leeds),  Mr,  R.  V.  Rodwell,  A.C.A. 
(Leicester),  Mr.  F.  Cook,  )unr.,  A.(-\A.  (Liverpool),  Mr.  F.  W.  Poulsom  (Liverpool), 
Mr.  ].  Mvers,  F.C.A.  (London),  Mr.  B.  O'D.  Manning,  A.C.A.  (London),  Mr.  L. 
Taylor,  .V.C.A.  (Manche>ter),  Mr.  J.  G.  Swan,  F.C.A.  (Northern),  Mr  S.  Blythen, 
F.C.A.  (Nottinghan-il,  Mr.  C.  Parker  (Nottingham),  Mr.  V.  G.  P.  Brough 
(Sheffield),  Mr.  S.  E.  Warburton,  M.C.,  M.M.,  A.C.A.  (Sheffield). 

In  attendance,  Mr.  R.  E.  Dawe,  A.C.A.,  Editor  of  "  Joint  IVansactions,"  and  Mr. 
F.  J.  B.  Gardner,  A.C.A.,  Honorary  Secretary, 

At  the  commencement  of  the  meeting  Mr,  W.  J,  McGregor,  President  of  the  Liver- 
pool Students'  Society,  extended  a  hearty  welcome  to  the  delegates. 

Amongst  other  business  it  was  resolved,  on  the  report  of  the  Editor,  Mr.  R,  E, 
Dawe,  A.C.A.,  that  the  publication  of  the  "  Joint  Transactions  "  be  resumed,  and, 
accordingly,  this  volume  will  be  issued  this  year. 

A  long  discussion  ensued  on  the  question  of  Joint  Debates.  These  were  strongly 
advocated  by  many  of  the  representatives  present,  and  it  was  decided  that  Joint 
Debates  between  the  Societies  should  be  encouraged. 

It  was  also  decided  to  hold  an  Essay  Competition  during  the  year,  the  necessary 
arrangements  as  to  subject  and  examiner  to  be  made  by  the  Chairman  and  Secretary. 

Ft  was  resolved  that  the  levy  for  the  current  year  be  4d.  per  member. 

The  question  of  the  grants  made  by  the  Council  of  the  Institute  to  the  Students' 
Societies  was  discussed  at  length,  many  of  the  representatives  of  the  small  Societies 
stating  that  they  had  considerable  difliculty  in  obtaining  satisfactory  grants.  It  was 
recommeinded  that  where  there  was  a  senior  Society  in  the  district,  it  should  be 
requested  to  assist  the  .Students'  Societ};^  by  representation  to  the  Council. 

The  following  officers  were  elected  : — 

Mr.  W,  C,  Northcott,  P'".C.A,,  who  has  been  a  London  representative  on  the  Union 
for  very  many  years,  stated  that  he  desired  to  retire  from  the  position  of  Chairman, 
and,  after  a  very  hearty  vote  of  thanks  had  been  passed  to  him  for  his  invaluable 
services  to  the  Union,  it  was  resolved  and  carried  that  Mr,  Stanley  Blythen,  O.B.E., 
F.C.A,  (Nottingham),  be  appointed  Chairman  for  the  ensuing  year. 

Mr.  A,  F,  Dodd,  F.C.A.,  was  re-elected  Honorary  Treasurer,  and  Mr.  H.  E. 
Barham  as  Honorary  Auditor. 

Mr.  B.  O'D.  Manning,  A.C.A.  (c/o  Messrs.  Deloitte,  Plender,  Griffiths  &  Co.,  5 
London  Wall  Buildings,  E.C.),  was  appointed  Lecture  Organising  Secretary  for  the 
ensuing  year.  A  hearty  vote  of  thanks  was  passed  to  Messrs.  Blythen  and  Parker, 
of  Nottingham,  for  the  duties  performed  by  them  during  the  past  year  as  Lecture 
Organising  Secretaries. 

The  Chairman  read  a  letter  which  he  had  received  from  Mr.  Redfern,  F.C.A., 
stating  that  he  must  place  his  resignation  before  the  Union.  It  was  moved  by 
Mr.  Northcott,  and  seconded  by  Mr.  Blythen,  that  Mr.  Redfern' s  resignation  be 
accepted  with  great  regret  and  that  a  very  hearty  vote  of  thanks  be  accorded  to 
him  for  the  very  valuable  services  that  he  had  rendered  to  the  Union  for  the  past 
13  years. 

Mr.  F.  J.  B.  Gardner,  A.C.A.,  of  65  New  Broad  Street,  London,  E.C,  2,  was 
appointed  Honorary  Secretary  for  the  ensuing  year, 

}r  was  decided  that  the  next  meeting  of  the  L^nion  should  be  held  in  London, 

A  vote  of  thanks  ro  the  Chairman  for  presiding  at  the  meeting,  and  to  the 
Liverpool  Society  for  entertaining  the  delegates,  was  carried  unanimous!}-. 

The  meeting  then  terminated. 


Monthly  Calendar. 


February  i^t,  Tuesday. — London  Chartered  Accountant  Students  Society.— 
Lecture,  "  Economics,''  by  Mr.  Hugh  Dalton,  6  p.m.,  at  the  Institute  of 

Chartered  Accountants. 

School  of  Accountancy  Students'  Association  (Sheffield  Branch). — Lecture, 
"  Negotiable  Instruments,"  by  Mr.  C.  A.  Elliott,  7.30  p.m.,  at  Norris  Deakin 
Buildings,  King  Street,  Sheffield. 

School    of    Accountancy    Students'    Assocl^tion    (London  Branch).— 
Lecture,  "  Alternative  Taxation  to  Excess  Profits  Duty,"  by  Mr.  W.  L.  Gardener. 
February  2nd,  Wednesday. — Glasgow  Chartered  Accountants  Students'  Socir.iv 
— Lecture,  "  Profit-Sharing,"  by  Mr.  William  Annan,  C.A.,  7.30  p.m.,  at  218 
St.  Vincent  Street,  Glasgow. 

Industrial  League  and  Council.— Lecture,  "  Some  Factors  in  Present-I);iy 
Industry,"  by  Professor  A.  W.  Kirkaldy,  M.A.,  7.30  p.m.,  at  Caxton  Hall, 
Westminster. 

Sheffield  Chartered  Accountants  Students'  Society. — Lecture,  "  Welfare 
Work  in  Commercial  Firms,"  by  Mr.  S.  Osborn. 

February  3rd,  Thursday. — Leeds  and  Di.strict  Chartered  Accountants  Student.^ 
Association. — Lecture,  "  What  Subjects  should  a  Young  Chartered  Accountant 
have  Knowledge  of?"  by  Mr.  P.  McCandlish  Wilson,  M.A.,  xA.C.A.,  6.30  p.m.,  at 
7  Bond  Place,  Leeds. 

February  ^th,  Friday. — South  of  England  District  Society  of  Incorporated 
Accountants. — Lecture,  "  Economics,"  by  Mr.  A.  Picken. 

February  yth,  Monday. — Birmingham  and  Midland  Society  of  Incorporatcd 
Accountants  and  Students'  Society. — Lecture,  "  Contracts  and  Agency,"  by 
Mr.  F.  S.  Saville,  LL.B,,  at  The  Library,  County  Chambers,  Corporation  Street, 
Birmingham. 

Corporation  of  Insurance  Brokers,  Metropolitan  and  Home  Counties 
District  Committee. — Lecture,  "  Motor  Insurance,"  by  Mr.  F.  Thoresby. 

Manchester  Chartered  Accountants  Students'  Society. — Lecture,  "  Money 
and  Its  Meaning,"  by  Mr.  A.  Mitchell,  M.A.,  6  p.m.,  at  60  Spring  Gardens, 
Manchester. 

West  of  England  District  Society  of  Incorporated  Accountants. — Lecture, 
"  Income  Tax  and  Excess  Profits  Duty,"  5.30  p.m.,  at  Royal  Hotel,  Colie;4e 
Green,  Bristol. 

Yorkshire  District  Society  of  Incorporated  Accountants. — Lecture,  "  The 
Functions  of  Banking  in  Regard  to  Present-day  Commercial  Requirements,"  by 
Mr.  H.  Watson,  at  Leeds. 

February  8th,  Tuesday. — London  Chartered  Accountant  Students  Society.— 
Lecture,  "  Economics,"  by  Mr.  Hugh  Dalton,  M.A.,  6  p.m.,  at  the  Institute 
of  Chartered  Accountants. 

Nottingham  Chartered  Accountants  Student.s'  Society. — Lecture,  "  Some 
Thoughts  on  Stocktaking  Problems,"  by  Mr.  E.  W.  Newman,  A.C.A. 

School  of  Accountancy  Students'  Association  (London  Branch). — 
Debate  on  "  Alternative  Taxation  to  Excess  Profits  Duty  "  (Mr.  Gardener  wilt 
be  in  attendance.) 

February  gth,  Wednesday. — Glasgow  Chartered  Accountants'  Students'  Societv. 
— Lecture,  "  Cautionary  Obligations,"  by  Mr.  H.  C.  Macmillan,  K.C.,  7.30  p.m., 
at  218  St.  Vincent  Street,  Glasgow. 

ISjdustrial  League  and  Council. — Lecture,  "  Payment  by  Results,"  by  Mr, 
E.  J.  P.  Benn,  C.B.E.,  7.30  p.m.,  at  Caxton  Hall,' Westminster. 
Sheffield  Chartered  Accountants  Students'  Socikty. — Ten-Minute  Papers. 
February  loth,  Thursday. — Industrial  League  and  Council  (Deptford  Branch).— 
Lecture,  "  Payment  by  Results,"  by  Mr.  Frank  Ellloir. 
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Ftbniary  iiUi,  Friday. — Maxcuestkr  District  Society  of  Incori'Orated  Account- 
ants.—Lecture,  *'  Deeds  of  Arrangement,"  by  Mr.  W.  Eaves,  F.S.A.A.,  7  p.m., 
at  St.  Mary's  Parsonage,  Dcansgate,  Manchester. 

February  12th,  Saturday. — Yorkshire  Students'  Society  ov  Institute  ov  Municipal 
Treasurers  and  Accountants.— Discussion  on  subjects  to  be  suggested  by  mem- 
bers, 5.30  p.m.,  at  Halifax. 

Ftbruary  14//?,  Monday. — Birmingham  and  Midland  Society  of  Incorporated 
Accountants  and  Students'  Society. — Lecture,  "  Economics,"  by  Mr.  A.  P. 
Bardell,  A.S.A.A.,  at  The  Library,  County  Chambers,  Corporation  Street, 
Birmingham. 

London  Chartered  .Accountant  Students  Society. — Lecture,  "  Actuarial 
Science,"  by  Mr.  H.  T.  Curwen,  B.Sc,  6  p.m.,  at  the  Institute  of  Chartered 
Accountants. 

West  of  England  District  Society  of  Incorpor.\ted  Accountants. — Lecture, 
"  Elements  of  Statistics  :  Graphs  and  Their  Uses,"  by  Mr.  Hubert  Phillips,  B.A., 
5.30  p.m.,  at  Royal  Hotel,  College  Green,  Bristol. 
February  i^th,  Tuesday. — School  of  Accountancy  Students'  Association  (London 
Branch). — Lecture,  "  Stores  Control,"  by  Mr.  F.  Morrison,  B.Sc.  (Vice-President 
of  the  Branch.) 

February  ibth,  Wednesday. — Industrial  League  and  Council. — Lecture,  "  Control 
of  Industry,"  by  Mr.  H.  H.  Elvin,  7.30  p.m.,  at  Caxton  Hall,  Westminster. 

February  lyth,  Thursday. — Leeds  and  District  Chartered  Accountants  Students' 
Association. — Lecture,  "  The  Detection  of  Fraud  in  Accounts,"  by  Mr.  F.  R,  M. 
de  Paula,  F.C.A.,  6.30  p.m.,  at  7  Bond  Place,  Leeds. 

February  iSth,  Friday. — School  of  Accountancy  Students  Association  (Sheffield 
Branch). — Lecture,  by  Mr.  A.  W.  Forsdike. 

February  21st    Monday. — Birmingham  and    Midland    Society    of  Incorporated 
Accountants  and  Students'  Society. — Lecture,  "  Executorship  Accounts,"  by 
'    Mr.  A.  C.  Ridgway,  F.C.A.,  at  The  Library,  County  Chambers,  Corporation 
Street,  Birmingham. 

London  Chartered  Accountant  Students  Society. — Lecture,  "  Actuarial 
Science,"  by  Mr.  H.  T.  Curwen,  B.Sc,  6  p.m.,  at  the  Institute  of  Chartered 
Accountants. 

M.anchester  Chartered  Accountants  Students'  Society. — Lecture,  "  Eco- 
nomics as  a  Social  Science,"  by  Mr.  A.  Redford,  M.A.,  6  p.m.,  at  60  Spring 
Gardens,  Manchester. 

February  22nd,  Tuesday. — School  of  Accountancy  Students'  Association  (London 
Branch). — Debate  on  "  Stores  Accounts."    (Mr.  Morrison  will  be  in  attendance.) 

Yorkshire  District  Society  of  Incorporated  Accountants. — Lecture,  "  Some 
Practical  Uses  of  Statistics,"  by  Mr.  Charles  Townsend,  A.S.A.A.,  at  Leeds. 

February  2yd,  Wednesday. — Industrial  League  and  Council. — Lecture,  "  Health 
in  Industry,"  by  Dr.  E.  Halford  Ross,  7.30  p.m.,  at  Caxton  Hall,  W^estminster. 

Sheffield  Chartered  Accountants  Students'  Society. — Lecture,  "  The 
Duties  of  an  Executor,"  by  Mr.  J,  C.  Auty  (Solicitor). 

February  2Sth,  Monday. — Birmingham  and  Midland  Society  of  1ncorpor.\ted 
Accountants  and  Student.s'  Society. — Lecture,  "  Rights  and  Duties  of 
Executors  and  Trustees,"  by  Mr.  F.  S.  Saville,  LL.B.,  at  The  Library,  County 
Chambers,  Corporation  Street,  Birmingham. 

London  Chartered  Accountant  Students  Society. — Lecture,  "  Actuarial 
Science,"  by  Mr.  H.  T.  Curwen,  B.Sc,  6  p.m.,  at  the  Institute  of  Chartered 
Accountants. 

West  of  England  District  Society  of  Incorporated  Accountants.— Lecture, 
The  Elements  of  Statistics — Index  Numbers,"  by  Mr.  Hubert  Phillips,  B.A., 
5.30  p.m.,  at  Royal  Hotel,  College  Green,  Bristol. 
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By  Victor  j.  Ling. 

7^/2/5  esi<ny  zva^  aivdrdrd  a  prize  in  tiie  A't/veiJioer 
competition . 

A  system  of  internal  check  can  be  viewed  from  two  main  standpoints.  In  the  first 
place,  check  systems  are  in  operation  to  protect  an  undertaking"  from  the  fraudulent 
intentions  of  its  subordinates,  and  supervised  by  a  responsible  officer  or  officers 
appointed  by  the  firm.  It  may,  however,  be  carried  out  by  a  separate  department 
under  the  supervision  of  an  accountant,  specially  appointed,  and  in  this  instance  the 
amount  of  internal  checking  accomplished,  and  for  which  the  department  makes  itselt 
responsible,  will  affect,  to  a  large  extent,  the  detail  work  to  be  performed  by  any 
professional  auditor  appointed  to  safeguard  the  external  interests  of  the  concern. 
Where  the  internal  check  is  in  the  hands  of  a  separate  department  it  is  obvious  that 
the  checks  employed  will  affect  all  officials,  and  will  be  linked  up  with  the  official 
audit  taking  place  quarterly  or  half-yearly.  From  an  accountancy  point  of  view 
such  a  system  is  nearing  the  ideal. 

The  scope,  however,  of  a  system  of  internal  check  is  often  limited,  and  largely 
depends  upon  the  size  of  the  staff  employed.  It  i>  much  ea-ie«-  to  prepare  a  system 
where  there  is  a  fairly  big  staff  or  separate  dei)artnieiU,  a:,  it  is  then  comparatively 
easy  to  distribute  responsibility.  On  the  orhn-  hand,  rea^t >nal>le  caution  in  setting 
out  duties  in  a  small  office  will  make  it  difticLilt  {ov  nienil)ers,  of  the  staff  to  convert 
the  property  of  the  firm  to  their  own  use.  It  is  proposed  to  steer  a  middle  course 
in  this  essay,  and  define  a  system  which  will  be  adaptable  to  most  offices,  and  to 
divide  the  transactions  into  two  main  divisions,  "  Incomings  and  Outgoings,"  corre- 
sponding to  the  divisions  met  with  in  all  accountancy  transactions,  viz.  Debits  and 
Credits,  and  to  make  the  system  prescribed,  as  far  as  possible,  automatic,  and  not 
requiring  the  emi)k)yment  of  a  staff  of  audit  clerks. 

In  order  to  maintain  a  constant  check  on  the  numerous  transactions  recorded  in  a 
business,  it  is  absolutely  necessar}-  that  a  good  system  of  records  is  installed,  and 
in  attempting  such  a  task,  the  accounting  system  in  operation  must  be  carefully 
studied,  and  where  difficulties  are  experienced,  adaptation  will  be  necessary. 

It  is  a  good  plan  to  obtain  a  list  of  all  the  books  in  use,  and  to  construct  a  diagram 
showing  how  the  transactions  find  their  way  into  the  various  books.  Not  only 
is  this  useful  for  checking  purposes,  but  it  enables  a  secretary  or  accountant  to  explain 
the  bookkeeping  system  at  a  moment's  notice.  Next,  the  duty  of  each  clerk  must  be 
carefully  defined,  and  where  duties  are  of  a  routine  nature,  they  should  be  recorded 
by  means  of  a  tick  placed  against  the  respective  operations  in  tlir  duties  register.  A 
glance  at  this  book  will  ascertain  the  state  of  the  work,  and  also  ensure  an  equal 
distribution.  Bool^s  of  account  to  be  of  value  must  be  on  a  daily  l)a>is.  Arrears 
of  work  often  ()ro\idc  loopholes  for  the  insertion  of  fictitious  entries. 

Incoming  Cash.    Cash  Hooks  and  Receipt  Books. 

The  record  f)f  incoming  cash  will  be  considered  first.  All  remittances  should  be 
sent  to  the  chief  office  of  the  firm,  and  not  paid  to  representatives.  Letters  are 
usuallv  opened  bv  a  responsible  official,  who  should  have  all  cheques  received 
through  the  post  recorded.  An  elaborate  record  is  not  necessary,  name  and  amount 
need  onl\-  he  entered.  The  cheques  will  be  handed  to  the  cashier,  who  will  sign  or 
initial  for  them.  All  letters,  including  those  handed  in,  should  be  addressed  to  the 
firm,  and  subordinates  not  be  allowed  to  open  them.  The  next  point  to  be  dealt 
with  is  the  form  of  receipt.  Receipt  books  should  be  on  the  carbon  counterfoil 
system,  and  the  duplicate  in  the  handwriting  of  the  person  issuing  the  receipt 
retained.  The  reason  for  this  is  that  the  facsimile  copy  of  the  receipt  is  given  out, 
and  it  is  difficult  to  manipulate  the  figures,  whereas  where  the  counterfoil  is  separate, 
it  is  quite  easy  to  make  a  different  entry  from  the  amount  on  the  receipt.  Double 
sided  carbon  should  be  used,  iis  the  impression  on  the  back  of  the  duplicate  will 
prove  a  pitfall  for  a  thoughtless  cheat.  In  some  instances  it  will  be  possible  to  con- 
struct the  receipt  book  so  that  a  separate  "  Receipts  Cash  Book  "  will  not  be  neces- 
sary, the  postings  to   the  Ledger  being  made  from  the  Receipt  Rook  direct.    This  is 
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a  great  advantage,  as  duplication  of  work  often  hides  mistakes,  or  gives  an  excuse 
lor  them,  and  in  this  way  assists  a  person  with  fraudulent  intent.  All  cash  received 
should  be  banked  daily,  and  the  amount  agreed  with  the  Receipt  Book.  This  com- 
[)arison  ensures  that  all  amounts  received  are  paid  into  the  firm's  banking  account, 
;ind  with  very  slight  supervision  mistakes  and  fraud  may  be  prevented.  If  it  is 
found  impossible  to  have  all  cash  remitted  direct,  each  person  responsible  for  its 
collection  must  be  [)rovided  with  a  counterfoil  lieceipt  Book  on  the  lines  of  the  one 
()reviously  described  (except  that  it  could  not  be  in  the  Cash  Book  form  and  would 
lie  of  pocket  size).  Weekly  returns  would  be  necessary,  specifying  amounts  collected, 
and  tfiese  should  be  compared  with  the  counterfoils  of  the  Receipt  Books  at  freqaent 
intervals.  Where  firms  remitting  cash  provide  a  special  form  of  receipt,  or  send 
cheques  with  receipt  form  attached,  the  receipt  should  be  made  out  by  the  cashier  as 
usual,  and  either  left  in  the  book  or  placed  on  a  special  file  provided  for  the  purpose. 
The  firm's  statement  forms  should  contain  a  note  *'  No  receipt  valid  unless  on  com- 
pany's own  form." 

Sales  Ledgers. 

The  person  receiving  cash  should  not  be  allowed  to  post  it  to  the  debtor's  accounts. 
If  this  rule  is  strictly  adhered  to,  it  will  be  easy  for  any  discrepancy  between  the 
amount  received  and  the  amount  owing  to  be  brought  to  the  notice  of  a  responsible 
official  and  the  reason  investigated. 

Statements  should  be  sent  out  for  all  accounts  in  the  Ledger  at  frequent  intervals. 
It  will  be  found  convenient  to  record  them  in  a  book  ruled  on  the  columnar  system 
(for  monthly  accounts),  twelve  columns  will  be  a  convenient  number,  and  when 
balances  are  extracted  (say  quarterly),  these  amounts  can  be  compared  with  the 
Ledger  Balances  Book,  thus  ensuring  that  the  Ledger  balances  outstanding  agree 
with  the  accounts  rendered.  When  longer  credit  than  one  month  is  given,  it  will 
simplify  matters  if  the  accounts  are  grouped  into  "  Monthly,"  "  Quarterly,"  "  Half- 
yearly,"  &c.,  instead  of  making  them  up  for  different  periods.  Where  this  is  done, 
statements  are  prepared  for  the  whole  of  the  accounts  in  the  Ledger  twice  or  four 
times  each  year.  In  order  to  classify  the  accounts,  loose-leaf  accounting  is  a  great 
boon,  but  where  loose-leaf  ledgers  are  installed,  care  must  be  taken  to  insist  on  the 
following  rules,  viz.  : 

(1)  Ledger  sheets  should  be  numbered  by  the  makers  consecutively  (this  is  gener- 
ally done  in  some  inconspicuous  place). 

(2)  The  ordering  of  the  sheets  should  be  entrusted  to  a  responsible   official,  who 

should  control  their  issue  and  record  them  on  a  sheet  register  provided  for  the 
purpose. 

(3)  Where  the  Ledger  has  a  lock,  the  key  should  be  in  the  hands  of  someone  in 
authority. 

Crcdils. 

Credits  for  returned  goods  should  always  be  initialled  by  some  person  in  authority 
before  they  are  passed  through  the  Ledger.  The  Credit  Book  can  assist  anyone 
with  fraudulent  intentions  to  manipulate  the  accounts,  and  a  very  strict  watch  should 
be  kept  on  all  allowances.  These  are  not  many,  generally  speaking,  and  can  be 
.supervised  very  easily. 

All  Bad  Debts  written  off  should  be  scheduled,  and  certified  before  the  accounts 
actually  disappear. 

Where  it  is  customary  to  have  a  packages  column  in  the  Cash  Book,  care  should 
be  exercised  in  order  to  avoid  anything  except  returned  packages  passing  through 
it.  It  is  a  good  practice  to  have  a  special  credit  book  for  returned  packages,  and 
to  enter  the  Cash  Book  folio  against  each  entry  as  it  is  allowed.  If  credit  notes  are 
not  issued  for  returned  cases,  an  occasional  test  of  all  the  allowances  on  any  one 
day  will  prove  effective  in  the  supervision  of  such  allowances. 

Day  Books,  <5>-c. 

A  strict  watch  is  necessary  in  respect  of  the  record  of  goods  leaving  the  factory, 
otherwise  it  will  be  possible  for  leakages  to  occur,  and  unscrupulous  persons  may 
despatch  goods  to  people  who  will  never  be  called  upon  to  pay  for  them.  Here  again 
it  is  necessary  to  have  a  good  system  of  recording  all  orders  received.  If  the  rule 
that  all  correspondence  is  opened  by  a  responsible    official  is    maintained  it  will 
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be  certain  that  all  orders  received  will  be  under  his  personal  supervision.  The 
essence  of  a  good  check  in  respect  of  the  orders  received  is  that  the  Day  Books  shall 
be  linked  up  with  the  Order  Sheets,  and  a  comparison  with  the  stockkeeper's  records 
should  also  be  possible.  Where  goods  are  ordered  by  post,  the  letter  or  postcard  will 
form  the  basis  of  the  entry  on  the  Order  Sheet,  and  it  will  be  found  convenient  to 
enter  all  orders  received  in  this  way  on  loose  Order  Sheets,  which  can  be  filed  in 
alphabetical  order.  It  is  recommended  that  the  Order  Sheet  reference  be  entered  on 
the  communication  received,  and  that  a  current  file  be  kept  for  all  orders  received. 
At  the  end  of  each  month  (or  oftener  if  required),  the  completed  Order  Sheets  can 
be  transferred  to  a  permanent  binding  case,  and  filed  alphabetically ;  all  incompleted 
orders  remain  in  the  current  file.  Travellers  will  be  supplied  with  loose  sheets,  on 
which  they  will  write  up  orders  received,  and  as  they  come  into  the  counting-house 
they  will  take  their  place  in  the  current  file.  When  goods  are  despatched,  the 
Day  Book  folio  will  be  entered  on  the  Order  Sheet  against  the  goods  supplied,  and  the 
Order  Sheet  reference  will  appear  in  the  Day  Book.  If  all  transactions  are  treated 
in  this  manner  the  supervision  of  the  despatch  of  goods  will  cause  little  difliculty.  It 
will  be  noticed  also  that  the  system  provides  that  old  orders  cannot  easily  be  over- 
looked. A  record  of  all  packages  despatched  should  be  kept  by  the  despatch  clerk ; 
the  records  will  then  be  complete,  and  if  necessary  a  check  system  can  be  installed, 
embracing  all  the  operations,  or  an  occasional  test  can  be  made  by  a  principal.  All 
invoices  sent  to  customs  will  require  to  be  recorded,  and  it  will  be  quite  easy  to 
have  them  entered  in  a  book  on  the  columnar  system  corresponding  with  the  Ledger 
divisions,  which  are  usually  geographical,  the  totals  of  this  book  can  then  be  agreed 
with  the  total  debit  postings,  thus  proving  that  all  goods  despatched  have  been 
charged.  If  the  total  of  this  book  is  extracted  daily,  and  submitted  to  the  sales 
manager,  it  provides  him  with  material  from  which  he  can  ascertain  the  work 
iiccomplished  in  his  department,  and  can  thereby  detect  any  slackness  in  the  de- 
spatching of  goods.  It  is  very  important  that  where  Ledger  postings  are  not  com- 
pleted daily  from  the  Day  Books,  but  are  posted  from  Sales  Journals  prepared  from 
the  Day  Books,  that  the  weekly  or  monthly  totals  should  both  agree,  and  a 
periodical  check  should  be  instituted  in  this  respect. 

Coods  Purchased  and  Received. 

For  the  adequate  checking  of  goods  inwards,  a  sound  system  of  ordering  is  essen- 
tial, and  the  authority  to  sign  orders  should  be  in  the  hands  of  the  principal  or 
departmental  manager.  No  goods  ought  to  be  received  unless  officially  ordered,  and 
where  cases  are  traced  of  goods  being  supplied  without  orders,  the  offending  trades- 
men should  be  notified  that  the  procedure  is  irregular.  The  purpose  for  which  the 
goods  are  required  will  be  entered  on  the  counterfoil  of  the  Order  Book,  which  will 
.mswer  its  purpose  best  if  it  is  designed  on  the  carbon  system.  The  purpose  for 
which  the  goods  are  required  need  not  appear  on  the  duplicate  forwarded  to  the 
supplier.  Upon  the  receipt  of  goods,  a  record  will  be  made  in  the  Receiving  Book 
by  the  receiving  clerk,  and  the  order  consulted  to  verify  that  they  are  supplied 
correctly.  In  some  instances  it  will  be  found  adequate  to  enter  the  particulars  of 
orders  given  in  a  book  specially  ruled  for  the  purpose,  and  to  post  the  deliveries 
against  these  items,  but  where  numerous  transactions  are  involved,  the  Order  Book 
is  better  on  the  triplicate  system,  and  a  copy  of  each  order  given  supplied  to  the 
receiving  department.  These  copies  will  be  filed  in  numerical  order.  Where  prices 
are  entered  on  the  counterfoil  of  the  order,  which  is  sent  to  the  supplier,  and  it  is 
considered  unwise  that  a  receiving  clerk  should  have  this  knowledge,  it  is  a  simple 
matter  to  tear  out  the  second  counterfoil  before  prices  are  added,  or  to  have  it 
perforated  in  such  a  way  that  the  priced  portion  can  be  torn  off.  As  invoices  are 
received,  the  Receiving  Book  should  be  consulted  to  verify  the  quantities,  a  consecu- 
tive number  given  to  each  invoice,  the  quantities  and  particulars  received  marked  on 
the  counterfoil  of  the  Order  Book,  checked  as  to  price  and  calculations,  the  amount 
chargeable  added,  and  then  placed  on  an  invoice  file.  Where  goods  or  materials  are 
not  chargeable  to  any  particular  job,  they  will  be  treated  as  stores,  and  provided  a 
good  system  of  storekeeping  is  in  operation,  correct  records  as  to  their  disposal  will 
be  readily  forthcoming.  There  should  be,  as  far  as  possible,  a  central  department 
for  the  receipt  of  all  good-,  whether  bought  in  a  finished  state  or  not,  and  distribu- 
tion controlled  from  this  department.  All  invoices  will  require  to  be  certified  by  a 
responsible  official,  each  month,  before  payment  is  made.  Tradesmen's  statements 
should  be  handed  to  the  cashier,  who  should  verify  them  with  the  Creditors'  Ledger, 
and  certify  them  before  a  cheque  is  drawn.    Where  there  is  only  one  Ledger  clerk. 
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and  statements  are  prepared  by  him,  it  should  not  be  a  difticult  matter  for  the 
principal  to  compare  them  with  the  Ledger  before  signing  the  cheques.  Even  if  this 
is  not  done,  it  is  quite  a  simple  matter  to  compare  the  statements  with  the  balances 
taken  out  at  set  periods. 

All  empty  cases,  packages,  &c.,  paid  for,  or  struck  off  invoices,  will  require  to  be 
entered  in  a  book  provided  for  the  purpose,  and  the  book  marked  with  the  date  of 
their  return.  The  reason  for  this  precaution  will  be  seen,  as  if  they  are  struck  off 
the  account,  and  not  returned,  the  firms  concerned  will  be  claiming  payment  for  them. 
They  are  easily  converted  to  the  use  of  unauthorised  persons,  and  losses  may  easily 
occur  in  this  way.  Where  packages  are  paid  for,  it  should  be  mentioned  in  the 
Record  Book,  and  credit  notes  obtained  as  speedily  as  possible. 

General  Payments,  <>c. 

A  register  of  all  rents  payable,  and  payments  of  a  periodical  nature,  e.g.  interest, 
insurance,  acknowledgments,  &c.,  will  be  required,  and  when  cheques  are  drawn  in 
respect  of  these  payments,  the  book  will  form  the  authority  for  the  payment.  Any 
alterations  or  new  arrangements  should  be  recorded  and  initialled  by  the  principal 
or  departmental  chief. 

A  register  of  the  salaried  staff  will  be  required,  and  v^^here  salaries  are  paid 
monthly  or  quarterly,  appropriate  columns  provided  to  record  the  payments.  In  some 
instances  a  cheque  will  be  drawn  to  cover  the  whole  amount,  whilst  in  others 
separate  cheques  will  be  required.  Any  alterations  in  amounts  will  require  the 
authority  of  the  chief  official,  or  a  minute  of  the  directors. 

Accounts  for  expenses  for  travellers  are  best  dealt  with  on  the  Imprest  System, 
an  amount  advanced  to  each  representative  to  cover  a  month's  expenses,  and  details 
submitted  weekly.  A  cheque  can  then  be  drawn  each  month  for  the  amount  spent. 
Comparisons  can  be  made,  and  an  explanation  asked  for  where  amounts  are 
excessive. 

The  Petty  Cash  Account  can  also  be  dealt  with  on  the  Imprest  System,  the  Petty 
Cash  Book  being  submitted  each  month  to  the  cashier  when  a  cheque  is  required. 
Vouchers  should  be  obtained  for  all  payments  made.  All  persons  in  charge  of  cash 
ought  to  provide  an  adequate  guarantee,  which  can  easily  be  negotiated  through 
an  insurance  office. 

Wages. 

This  important  part  of  .internal  check  has  been  left  until  last,  but  it  is  really  the 
most  important.  .\11  wages  should  be  checked  by  a  clerk  who  has  nothing  whatever 
to  do  with  the  making  up  or  paying,  and  the  following  is  a  set  of  rules  applicable 
to  this  branch  of  internal  check. 

(1)  A  reliable  system  of  timekeeping  is  absolutely  necessary,  and  in  the  absence 

of  an  automatic  time  recorder  any  mist»ake  in  the  time  records  discovered 
accidentally  should  be  thoroughly  investigated.  In  the  case  where  a  foreman 
ascertains  the  time  from  the  workman  independently,  the  foreman's  record 
>hould  be  carefully  compared  with  the  Time  Book. 

(2)  If  the  person  checking  is  aware,  through  any  cause  whatever,  that  a  v/orkman 
is  absent,  he  should  make  a  point  of  ascertaining  that  no  time  has  been 
recorded  for  this  person.  It  may  be  suggested  that  such  information  rarely 
reaches  the  ears  of  clerks  in  the  office,  but  an  intelligent  interest  often  presents 
such  opportunities,  and  many  frauds  have  been  discov-ered  in  this  way. 

(3)  The  Time  Book  should  be  carefully  checked  and  compared  with  the  pay  sheet. 

Very  great  care  is  necessary  in  this  operation,  as  this  book  forms  the  basis  of 
payment  for  all  time  workers,  and  often  the  bonuses  paid  to  pieceworkers  are 
calculated  on  time.  Failure  to  discover  loss  of  time  on  the  part  of  a  workman 
often  involves  the  firm  in  loss. 

(4)  The  next  process  is  to  ascertain  the  accuracy  of  the  Wages  Book.    The  Wages 

Register  will  form  the  basis  for  this  operation.  Each  workman's  full  particu- 
lars should  be  recorded  on  a  sheet  or  card,  and  any  alteration  in  rate  will 
require  special  authority.  A  record  of  piecework  prices  should  be  constructed 
in  order  that  any  payments  for  work  can  be  verified.  Where  a.  special  price  is 
arranged,  this  should  find  a  place  in  the  book,  and  be  duly  authorised. 
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(5)  The  previous  rules  are  the  first  steps  to  ensure  accuracy  as  well  as  to  prevent 
fraud,  and  now  it  may  be  permitted  to  show  how  fraud  is  sometimes  committed 
in  dealing  with  wages  at  a  later  stage. 

(a)  By  ill  awing  an  inflated  amount  more  than  necessary  for  current  need>. 
{b\  By  including  men  and  women  who  are  not  actually  employed  in  the 
factory. 

(c)  Including  wages  for  v^-orkmen  absent  on  account  of  various  causes. 

(a)  The  first  example  should  rarely  occur,  and  only  in  very  exceptional  circum- 
stances should  an  amount  other  than  the  actual  amount  required  be  permitted 
to  be  drawn.  If  such  circumstances  do  arise,  a  strict  account  should  be 
kept,  and  actual  figures  presented  as  soon  as  they  are  ready,  any  amount 
over  to  be  rebanked. 

{h)  The  person  responsible  for  the  preparation  of  the  figures  should  not  pay 
over  the  money.  Where  the  staff  is  too  small  to  permit  such  an  arrange- 
ment, the  principal  should  be  present  to  see  the  men  paid.  All  amounts  not 
claimed  should  be  recorded,  and  signatures  obtained  when  a()])lication  i-- 
made  for  payment. 

It  should  be  distinctly  understood  by  the  staff  that  a  good  system  of  checking 
wages  places  no  reflection  on  anyone,  and  should  be  welcomed  because  it  must  lead 
to  a  feeling  of  absolute  independence  and  satisfaction  that  the  responsibility  is  pro- 
perly distributed. 

Conclusion . 

In  conclusion,  the  writer  would  add  that  all  Ledgers  used  in  a  business  should  be 
on  the  self-balancing  system,  and  that  the  cash  balance  should  be  verified  with  the 
Bank  Pass  Book  at  frequent  intervals.  Where  a  pri\ate  Ca>h  Book  i-<  kept,  the 
reconciliation  statement  can  be  set  out  at  the  close  of  each  montli.  and  in  this 
manner  the  person  authorised  to  sign  and  indorse  cheques  is  kept  in  cinsc  tnurli  with 
receipts  and  pavments 
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The  Liability  of  Auditors  Generally. 


By   H.    L.  Mead. 


This  Essay  zvas  awarded  the  prize  in  the  Intermediate 
Division  of  the  December  competition. 

i  he  question  as  to  what  liability  an  auditor  is  under  in  relation  to  the  accounts  he 
has  audited  is  a  very  difficult  one  to  determine.  If  he  exercises  reasonable  care  and 
skill,  whether  in  performing  the  work  himself,  in  delegating  it  to  his  cle>rks,  or  in 
accepting  the  representations  of  officials,  he  should  not  find  himself  subject  to  any 
liability. 

1  he  duties  of  an  auditor  of  a  joint-stock  company  are  defined  in  the  Companies 
Consolidation  Act,  1908,  and  if  he  fails  to  carry  out  these  duties;  in  a  proper  manner, 
lie  may  find  himself  liable  for  negligence  or  misfeasance. 

Section  215  of  the  above-mentioned  Act  provides  that  an  oflficer  of  a  company  is 
liable,  in  the  event  of  a  winding-up,  to  contribute  to  the  company  any  loss  occasioned 
uy  his  misfeasance  or  breach  of  trust. 

Now,  the  important  question  arises  as  to  whether  an  auditor  is  an  officer  of  a 
company  or  not,  as  it  is  only  in  his  official  capacity  of  officer  that  he  can  be  hela 
liable  under  Section  215  of  the  Companies  Act,  1908.  There  are  two  well-known 
cases  in  which  decisions  on  this  point  have  been  given.  In  the  case  of  The  London 
General  Bank  it  v/as  held  that  the  auditor  of  a  banking  company  registered  under 
the  Companies  Act,  1879,  is  an  officer  of  the  company.  The  articles  of  this  company 
frequently  referred  to  the  auditor  as  an  officer  of  the  company,  and  this  greatly 
influenced  the  decision.  The  second  case  is  that  of  The  Kingston  Cotton  Mill  Co., 
Ltd.,  in  which,  despite  the  fact  that  the  articles  did  not  refer  to  the  auditors  as  officers 
of  the  company,  it  was  held  that  he  was  an  officer. 

Under  Section  281  of  the  Companies  Act,  1908,  an  auditor  is  liable  to  fine,  imprison- 
ment, or  both  for  wilfully  making  in  any  report,  Balance  Sheet,  or  other  document,  a 
statement  false  in  any  material  fact,  knowing  it  to  be  false. 

An  auditor  may  also  incur  liability,  though  a  rather  remote  possibility,  under  the 
Larceny  Act,  1861,  Section  81,  and  the  Falsification  of  Accounts  Act,  1875. 

In  the  case  of  The  Leeds  Estate  Building  and  Investment  Co.  v.  Shepherd,  it  was 
held  that  an  auditor  is  liable  for  damages,  for  negligence  in  the  performance  of  his 
duties.  Here  Stirling,  J.,  said  :  "  It  is  not  the  duty  of  an  auditor  to  merely  ascertain 
"  the  arithmetical  accuracy  of  the  Balance  Sheet,  but  to  see  that  it  is  a  true  and 
■'  correct  representation  of  the  company's  affairs." 

His  liability  from  another  point  of  view  was  brought  to  light  in  Re  London  General 
Bank,  when  it  was  held — after  the  auditor  had  been  determined  to  be  an  officer  of 
the  company — that  he  was  guilty  of  a  misfeasance  in  failing  to  report  to  the  share- 
holders the  true  facts  of  the  case,  when  the  Balance  Sheet  was  not  properly  drawn 
up.  The  auditor  is  appointed  by  the  shareholders  normally,  and  is  their  representa- 
tive, and  his  duty  is  first  and  foremost  to  them.  His  report  should  be  made  to 
them.  It  is  not  sufficient  that  he  gives  them  means  of  information,  he  must  give 
them  the  fullest  facts  of  the  case,  and  if  he  neglects  to  do  so,  then  he  must  suffer 
the  consequences. 

There  has  been  much  controversy  as  to  an  auditor's  position  in  relation  to  stock- 
in-trade.  As  Lopes,  J.,  remarked  in  his  judgment  in  Re  The  Kingston  Cotton  Mill 
Co.,  Ltd.  :  "  An  auditor  is  not  a  detective.  He  is  not  bound  to  approach  his  work 
with  suspicion  or  a  foregone  conclusion  that  something  is  wrong.  He  is  a  watch 
"  dog,  not  a  bloodhound.  He  is  entitled  to  rely  on  the  representations  of  true  and 
■'  trusted  servants  of  the  company  so  long  as  he  has  taken  reasonable  care  in  his 
"  work.  Auditors  must  not  be  made  liable  for  not  tracking  out  ingenious  and  care- 
"  fully  laid  schemes  of  fraud,  when  there  is  nothing  to  arouse  their  suspicions." 
Nevertheless,  as  regards  stock,  he  should  use  proper  care,  and  test  a  number  of  the 
prices  with  invoices,  and  compare  them  with  current  market  prices.    The  additions. 
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oi  course,  must  be  checked.  If  he  simply  accepts  the  stock  list,  and  takes  no  steps 
whatever  to  verify  it,  then  he  may  find  himself  liable  for  negligence,  in  the  event 
of  the  stock  figure  proving  false. 

Another  case,  that  of  The  Irish  Woollen  Co.,  Ltd.  v.  Tyson  and  Others,  decided 
that  an  auditor  is  liable  for  any  damage  sustained  by  a  company  by  reason  of 
falsifications  which  might  have  been  discovered  by  the  exercise  of  reasonable  care 
and  skill  in  the  performance  of  the  audit.  Again,  in  The  London  Oil  Storage  Co., 
Ltd.  V.  Sear,  Hasluck  ^  Co.,  it  was  held  that  an  auditor  is  liable  for  damage 
sustained  by  the  company,  by  his  not  verifying  the  existence  of  the  assets  as  shown 
by  the  Balance  Sheet.  In  this  instance,  the  Balance  Sheet  stated  the  Petty  Cash  in 
hand  to  be  ^^700,  a  truly  ridiculous  figure,  and  one  which  should  have  excited  the 
suspicions  of  any  ordinary  person.  As  a  matter  of  fact,  the  actual  balance  was 
jQ^iO.  The  auditor's  clerk  did  not  count  the  balance  of  petty  cash  in  hand,  but 
merely  compared  the  Petty  Cash  Book  with  the  Balance  Sheet.  Here  we  see  in 
operation  the  law  dealing  with  the  principal  and  agent.  The  principal  being  liable 
for  the  wrongful  acts  of  his  agent  acting  within  the  scope  of  his  authority.  The 
principal  in  this  case  being  the  auditor  and  the  agent  his  clerk. 

The  person  .tppointed  as  auditor  to  a  private  firm  is  in  a  different  position  to  the 
auditor  of  a  limited  cumpany.  The  latter  has  his  duties  defined  by  Act  of  Parlia- 
ment, whereas  the  former  has  no  such  guide,  therefore  it  behoves  him  on  his 
appointment  to  have  a  definite  agreement  as  to  the  exact  work  he  is  to  carry  out. 

Among  private  firms  and  individuals  there  are  many  curious  ideas  prevailing  as  to 
the  scope  of  an  audit.  Some  people  seem  to  think  that  an  auditor  should  be  at 
their  beck  and  call  day  in  and  day  out,  and  practically  run  their  business  for  them, 
all  for  a  nominal  audit  fee.  They  consider  it  all  a  part  of  the  audit.  In  such  circum- 
stances, the  auditor's  duties-  that  is,  the  scope  of  the  audit — should  be  clearly  agreed 
upon  at  the  outset. 

\  reference  to  some  of  the  leading  cases  will  serve  to  illustrate  the  above. 

First,  in  Wilde  and  Others  v.  Cape  and  Dalgleish,  frauds  were  not  discovered 
owing  to  the  auditors  omitting  to  examine  the  Bank  Pass  Book.  The  defence  sub- 
mitted that  an  audit  of  the  cash  transactions  was  not  part  of  the  original  agree- 
ment, but  this  could  not  be  substantiated,  and  a  settlement  was  arrived  at.  The 
auditor  was  nl<o  found  liable  in  the  case  of  SmitJi  v.  Sheard.  The  defence  in  this 
instance  wa?-,  ih.it  no  agreement  to  perform  an  audit  had  ever  been  come  to,  and 
that  an  actual  audit  had  not  been  performed,  and  as  a  result,  defalcations  had  not 
been  discovered.  Here  again  there  was  nothing  to  substantiate  the  defence,  although 
no  certificate  was  placed  on  the  Balance  Sheet.  The  absence  of  such  certificate,  there- 
fore, will  not,  of  itself,  be  sufficient  to  free  the  auditor  from  liability. 

The  whole  question,  therefore,  in  this  case,  rests  on  the  precise  terms  of  the  agree- 
ment, and  imless  the  limitations  of  responsibility  are  very  clearly  defined  between  the 
parties,  the  auditor  should  regard  himself  as  under  as  much  responsibility  as  if  he 
were  conducting  a  complete  audit. 

Suf^uient  has  been  said  to  show  that  an  auditor  to  a  limited  company  should  be 
hone<;  and  careful  in  his  work  and  report  fully  to  the  shareholders,  and  in  the  case 
of  a  private  firm  he  should,  if  only  for  his  own  protection,  have  his  duties  clearly 
defined  before  commencing  work. 


628 


"According  to   the   Best  of  my 
Information."* 

By  R.  G.  White,  A.C.A. 

In  the  following  zvitty  paper  Mr.  White  deals  with  a 
somewhat  neglected  branch  of  bookkeeping  and  gives  some 
practical  advice  which,  though  probably  not  based  on  personal 
experience,  may  be  of  interest  to  the  professional  accountant . 

I  think  that  this  paper  calls  for  a  few  words  by  way  of  explanation — per- 
haps, I  should  say,  by  way  of  apology.  It  is  the  outcome  of  an  attempt  to 
meet  two  difificulties  :  the  first  being  that  in  the  two  papers  read  before  this 
one  the  students  will  have  heard  as  much  sound  wisdom  and  learning  as 
they  can  comfortably  digest  for  one  evening,  and  ttie  second  being  the  almost 
impossible  task  of  finding  a  subject  that  has  not  already  been  flogged  to 
death.  At  the  meeting  held  here  on  the  28th  ultimo,  it  was  said  that  there 
are  in  existence  books  on  every  class  of  accounts.  I  have  been  looking 
through  some  accountancy  catalogues  on  the  bare  chance  of  finding  some 
method  of  accumulating  money  which  has  not  been  treated  from  an  account- 
ancy point  of  view,  and  the  only  business  which  occurs  to  me  as  having 
escaped  attention  is  that  of  a  "  burglar."  As  the  title  of  this  paper  implies, 
I  do  not  pretend  to  first  hand  acquaintance  with  the  subject.  I  am  merely 
going  to  make  a  few  remarks,  in  the  hope  that  they  may  serve  to  draw  some 
information  from  those  who  have  a  practical  knowledge  of  burglary  and  its 
accountancy . 

It  is  to  be  regretted  that  burglars,  as  a  body,  are  averse  to  the  keeping  of 
proper  sets  of  accounts.  Apart  from  the  inconvenience  caused  to  themselves 
by  this  omission,  the  matter  has  a  wider  aspect  in  view  of  the  fact  that  they 
thereby  escape  their  due  share  of  taxation.  It  is  difficult  to  meet  such  a 
position  by  means  of  legislation,  but  possibly  something  might  be  done  by 
private  influence.  If  every  accountant  would  take  aside  those  of  his  intimate 
friends  who  happen  to  be  burglars,  and  would  point  out  to  them  that  evasion 
of  income-tax  is  an  unfairness  to  one's  neighbour — amounting  in  effect  to 
dishonesty — possibly  this  view,  acting  on  the  burglar's  sense  of  probity  and 
upright  dealing,  would  have  a  beneficial  effect. 

The  term  "  burglar  "  is  an  elastic  one,  and  is  frequently  applied  to  persons 
who  have  no  honourable  claim  to  it.  In  this  paper  I  am  considering  it  in 
its  strict  sense,  and  I  do  not  propose  to  deal  with  any  of  the  ramifications  of 
the  profession,  such  as  the  three-card  man,  the  confidence  merchant,  or  that 
more  recent  branch  known  as  the  profiteer. 

In  the  case  of  a  firm  employing  a  number  of  hands,  the  most  suitable  form 
of  accounts  would  appear  to  be  on  -^ery  similar  lines  to  those  of  any  other 
contractor.  The  nearest  comparison  that  can  be  found  would  be  the  accounts 
of  a  salvage  concern,  as  in  both  these  businesses  a  large  part  of  the  work  is 
undertaken  on  the  "  No  cure  no  pay  "  basis. 

A  separate  account  will  be  opened  in.  a  Job  Ledger  for  each  work  under- 
taken.   This  account  will  be  debited  with  the  wages  of  the  men  emploved 


*  One  of  three  short  papers  read  at  a  meeting  of  the  South  Wales  and  Monmouthshire 
Chartered  Accountants  Students'  Society  on  26th  November  1920. 
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thereon,  and  with  those  expenses  which  can  be  directly  allocated  thereto; 
and  will  be  credited  with  the  proceeds  (if  any).  Indirect  expenditure — that  is  to 
say,  txpenditure  which  is  general  and  not  on  account  of  any  particular  job- — 
will  be  collected  in  an  Establishment  Charges  Account,  and  apportioned  over 
the  various  jobs.  1  do  not  propose  to  deal  with  methods  of  allocation,  &c.. 
as  these  have  bet-n  treated  on  man}'  occasions,  but  1  think  that  at  this  point 
I  may  raise  an  unusual  case.  It  is  reasonable  to  suppose  that  a  firm  of 
burglars  will  ostensibly  conduct  a  second  business,  which  will  serve  as  a  blind 
for  their  main  operations.  By  way  of  contrast,  they  might  promote  a 
corporation  for  the  purposes  of  supplying  edifying  literature  for  the  benefit 
of  heathens  abroad  and  at  home  ;  or  a  window-cleaning  business  would  give 
valuable  opportunities  of  inspecting  houses  and  examining  the  window 
fasteners.  The  nature  of  this  subsidiary  business  is  immaterial,  but  as  it 
would  probably  not  be  conducted  on  strict  commercial  lines,  losses  are  to  be 
expected.  How  are  these  losses — or  profits,  for  that  matter — to  be  treated  in 
the  accounts  of  the  firm?  I  suggest  that  a  separate  Profit  and  Loss  Account 
be  kept  for  the  subsidiary  business,  and  that  the  loss  thereon  (or  profit)  be 
brought  into  the  establishment  charges  of  the  burglary  business.  The 
secondary  business  is  only  run  for  the  benefit  of  the  various  burglary  jobs, 
which,  under  this  method,  Vvill  each  stand  a  proportion  of  the  balance 
thereon. 

At  balancing  times  there  will  probably  be  a  certain  amount  of  Work  in 
Progress,  representing  time  or  materials  spent  on  jobs  not  yet  completed. 
P'or  example,  there  may  be  the  wages  of  the  courters,  that  is,  men  who  obtain 
information  as  to  the  premises  by  means  of  courting  the  maids.  (I  should 
be  sorry  to  tempt  any  student  away  from  accountancy,  but  I  may  mention 
that  there  is  excellent  pay  awaiting  those  who  are  thoroughly  proficient  in 
this  work.)  In  addition,  expenses  may  have  been  incurred  in  getting  one 
of  the  burglar's  staff  into  the  building  as  a  servant  or  clerk  ;  or  special  instru- 
ments, e.g.  oxy-acetylene  blow-pipes,  may  have  been  purchased  for  future 
use.  These  expenses,  together  with  a  proportion  of  the  Establishment 
Charges,  will  have  been  gathered  together,  and  will  form  a  debit  balance. 
In  view  of  the  possibility  that  the  job  may  be  a  failure,  and  that  no  credit 
will  be  subsequently  received,  should  this  amount  be  allowed  to  stand  as  an 
asset  in  the  Balance  Sheet?  I  shall  w^elcome  any  suggestions  on  the  point. 
To  me,  the  case  appears  to  be  similar  to  that  of  "  Bad  Debts,"  and  the  only 
course  seems  to  be  to  make  a  reserve  in  respect  of  such  as  are  "  doubtful."  In 
estimating  this  reserve,  the  accountant  will,  of  course,  take  into  consideration 
any  material  events  which  may  have  happened  on  the  outstanding  jobs 
between  the  date  of  the  Balance  Sheet  and  completion  of  same. 

Another  difficulty  which  arises  when  considering  a  Balance  Sheet  repre- 
sents a  novel  and  intricate  problem  in  Contingent  Liabilities. 

It  sometimes  happens  that  when  a  job  has  been  succes.sfuUy  completed 
and  is  apparently  quite  done  with,  circumstances  arise  out  of  that  job  which 
cause  those  who  were  concerned  therein  to  undertake  a  quantity  of  totally 
unremunerative  labour.  This  hard  labour  may  extend  over  a  period  of  years 
and  is,  of  course,  a  dead  loss  to  the  business.  The  system  of  accounts  under 
consideration  requires  that  these  losses  should  be  charged  against  the  job  out 
oi  which  they  arose.  But  the  accounts  cannot  be  kept  open  indefinitely,  and 
it  is  impossible  to  say  whether  any  liability  will  ari.se,  nor  is  there  any 
statute  of  limitations  fixing  a  date  after  which  such  liabilities  cease.  One 
imagines  that  such  a  matter  will  have  been  discussed  by  the  Burglars" 
Control  Board,  but  no  method  of  treatment  has  been  advocated.  It  shows 
rather  a  lack  of  initiative  on  the  part  of  the  insurance  companies  that  they 
do  not  quote  for  a  risk  of  this  nature.  An  ingenious  attempt  to  bridge  the 
difficulty  was  made  recently,  but  met  with  no  success.  In  this  case,  the  head 
of  a  firm,  who  was  forced  to  undertake  a  course  of  five  years  of  unremunera- 
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live  labour  arising  out  of  a  job  in  connection  with  a  jeweller's  premises,  sent 
one  of  his  workmen  to  take  his  place.  He  argued  that  the  work  was  unskilled, 
and  could  be  carried  out  as  satisfactorily  by  his  deputy  as  by  himself,  and 
that  this  course  would  leave  him  free  to  continue  his  usual  occupation.  Does 
Stevens  deal  with  such  a  case  in  his  chapter  on  "  Principal  and  Agent"? 
The  ruling  was  that  he  had  no  power  to  delegate  the  duties.  This  decision — 
though  probably  sound  law — is  another  example  of  red  tape  hampering  busi- 
ness initiative.  The  only  way  to  deal  with  the  position  seems,  at  first  sight, 
to  be  to  build  up  year  by  year  a  Reserve  for  Contingencies  Account.  Would 
you,  as  auditors,  be  satisfied  if  no  actual  reserve  was  made  out  of  profits, 
but  it  Avas  stated  on  the  Balance  Sheet  that  there  were  contingent  liabilities 
in  respect  of  work  done  on  certain  premises? 

At  the  risk  of  wearying  you,  I  should  like  to  carry  this  problem  in  liabili- 
ties a  stage  further.  Suppose  that,  as  the  result  of  an  indiscretion  com- 
mitted v^hile  on  duty,  one  of  the  workmen  forfeits  his  life  :  for  example,  he 
might  lose  his  temper  with  a  policeman  who  interfered  with  him.  If  the 
workman  pays  the  extreme  penalty  of  the  law,  a  train  of  liabilities  arises. 
Compensation  must  be  provided  for  his  family,  and  probably  the  firm  would 
show  its  sympathy  by  subscribing  towards  a  pension  for  the  widow,  and  a 
tombstone  for  the  policeman.  How  are  these  expenses  to  be  dealt  with  from 
an  accountancy  point  of  view?  As  the  workman  has  been  hanged,  it  would 
seem  appropriate  to  raise  a  Suspense  Account  in  conjunction  with  a  Sinking 
Fund. 

I  mentioned  a  little  time  ago  the  Burglars'  Control  Board,  but  I  am  quite 
ignorant  on  the  point.  Possibly,  no  such  Board  exists.  I  am  willing  to  be 
corrected.  But  it  seems  reasonable  to  suppose  that  there  is  some  such  body 
which  controls  the  members  of  the  profession  with  a  view  to  settling  strikes, 
and  to  preventing  those  unscientific  and  slipshod  burglaries  which  only  cause 
annoyance  to  the  general  public. 

Turning  to  the  credit  side  of  the  accounts,  it  appears  that  the  remunera- 
tion in  the  case  of  successful  work  may  consist  of  money,  or  it  may  consist 
of  valuables,  e.g.  plate  or  precious  stones.  The  first  case  needs  no  connnent, 
but  in  the  second  it  may  be  asked  how  the  valuables  are  to  be  converted  into 
cash?  It  wall  be  realised  that  it  would  hardly  be  prudent  to  sell  them 
on  the  open  market.  It  might  be  truthful,  but  not  discreet  to  advertise: 
"  Valuable  Family  Plate,  as  recently  used  by  the  Duke  of  So-and-so."  I 
believe  that  there  are  two  methods  in  vogue  :  first,  to  sell  them  to  a  "  fence  " — 
that  is,  a  man  who  buys  such  goods,  but  of  course  at  low  rates  ;  second,  to 
change  their  form,  e.g.  to  melt  down  plate  or  cut  up  stones  and  then  sell 
them.  This  second  method  would  appear  to  be  the  more  profitable,  as  it  does 
away  with  the  heavy  profits  of  the  "  fence,"  but  it  practically  raises  another 
department  in  the  business.  From  the  bookkeeping  point  of  view  this  will 
be  recorded  by  opening  an  account  under  some  such  title  as  "  Conversion 
Account."  The  valuables  brought  in  from  a  successful  job  will  be  valued, 
and  the  amount  so  arrived  at  will  be  credited  to  the  Job  Account,  and  debited 
to  the  Conversion  Account.  Conversion  Account  will  stand  the  wages  of  the 
men  engaged  in  the  work  of  transformation,  the  selling  expenses  and  a  share 
of  the  general  expenses,  and  be  credited  with  the  actual  proceeds  from  the 
sale  of  the  final  product.  Subject  to  the  adjustment  of  stocks,  the  balance 
on  Conversion  Account  will,  at  Balance  Sheet  times,  be  transferred  to  Profit 
and  Loss  Account,  or  it  might  be  merged  into  Establishment  Charges. 
Where  the  proceeds  of  any  job  are  dealt  with  separately  and  rapidly,  there 
is  no  reason  why  the  final  amount  realised  should  not  be  credited  at  once 
to  the  Job  Account  instead  of  going  into  the  intermediate  stage  of  the 
Conversion  Account. 

On  the  question  of  taxation,  I  do  not  know  whether  anybody  now  present 
saw  a  report  of  the  case  of  Inland  Revenue  v.  Sykes.  This  case  raised  several 
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interesting  points,  but  the  main  issue  can  be  summed  up  in  the  question  : 
"  Is  a  burglar  liable  for  Excess  Profits  Duty?"  For  the  Revenue  it  was  con- 
tended that  it  was  clearly  not  the  intention  of  the  legislators  to  exempt 
burglars.  For  it  was  argued,  if  you  exempt  a  burglar,  how,  in  common  fair- 
ness and  by  analogy,  can  you  refuse  a  similar  concession  to  the  laundry-man, 
fhe  tailor,  butcher,  baker,  and  candlestick  maker,  who,  in  these  days  of  grace, 
carry  on  business  with  the  same  objects  of,  even  if  with  different  methods 
from,  the  burglar?  Sykes  based  his  case  on  the  grounds  that  he  was  carry- 
ing on  a  profession/,  and  that  professions  are  excluded  from  Excess  Profits 
Dut}'  under  the  Finance  (No.  2)  Act  xqis,  Section  39  {c).  In  support  of  this 
claim,  he  point t-d  out  that  the  secrecy,  the  close  relations  existing  between 
practitioner  and  client,  and  the  total  absence  of  advertisement,  which  were 
essentials  of  his  business,  were  worthy  of  the  best  traditions  of  professional 
practice.  Further,  it  was  stated  that  the  personal  nature  of  a  profession  does 
not  make  it  a  suitable  subject  for  limited  liability,  and  that  you  may  search 
the  files  of  Somerset  House  without  finding  a  company  which  includes 
burglary  in  its  "  object  "  clause — despite  the  growing  elasticity  of  this 
portion  of  the  Memorandum  of  Association.  Judgment  was  deferred,  and  in 
the  interval — by  a  curious  coincidence — the  houses  of  the  judge,  and  also 
those  engaged  on  behalf  of  the  Revenue,  were  burgled.  After  this  there  seemed 
to  be  a  reluctance  to  press  the  case,  and  I  am  not  aware  of  the  decision  (if  any). 

I  do  not  propose  to  trouble  you  any  further  at  the  moment,  as  I  want  to 
leave  time  for  the  students  to  ask  questions.  I  hope  you  will  not  consider 
this  paper  entirely  a  frivolous  one,  as  it  is  well  to  remember  that  the  princi- 
ples of  accountancy  remain  the  same  whether  you  deal  with  the  accounts  of 
a  barrister  or  a  road-scavenger  ;  of  a  huge  co-operative  stores  or  a  fish-and- 
chip  barrow. 

I  said  at  the  commencement  of  this  paper  that  burglars  do  not  take  kindly 
to  bookkeeping.  Perhaps  this  may  be  to  some  extent  the  fault  of  the 
accountant,  who  has  undoubtedly  neglected  this  branch.  The  remedy  i? 
for  the  accountant  to  get  into  sympathetic  accord  with  the  work  of  the  burglar, 
to  study  his  requirements,  and  to  absorb  the  atmosphere  and  ideals  of  his 
work.  If  the  accountant  will  do  this  he  will  certainly  raise  the  standard  of 
bookkeeping  for  burglars,  and  he  will,  in  his  turn,  gain  knowledge  which 
mav  be  of  valuable  assistance  to  him  in  future  times  of  difficulties. 
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By  W.  R.  Gresty,  F.C.A. 

Some  knowledge  of  the  working  side  of  any  and  every 
business  is  necessary >  to  an  accountant.  The  outstanding 
features  of  shipping  accounts  and  shipping  business  leading 
up  to  the  accounts  are  considered  in  the  following  paper. 

The  title  of  my  paper  will,  I  think,  have  conveyed  to  you  that  the 
intention  is  not  to  deal  in  any  finished  manner  with  what  is  a  very 
broad  subject  indeed,  but,  in  a  general  way,  to  consider  the  outstanding 
features  of  Shipping  Accounts  and  shipping  business  leading  up  to 
the  accounts. 

The  subject  is  one  of  considerable  local  interest,  and  as  my  experience 
in  this  branch  of  audit  and  accountancy  work  has  been  gained  almost 
entirely  locally,  you  will  understand  that  my  remarks  deal  with  the 
class  of  shipping  business  transacted  at  South  Wales  ports,  viz.  the 
carrying  of  cargo,  either  in  bulk — and  this  predominates — or  general 
cargo,  the  latter  involving  more  detailed  accounting  work  than  the 
former  and  requiring  special  considerations. 

Possibly  some  of  the  matter  in  this  paper  will  strike  you  as  being 
unnecessary  from  the  point  of  view  of  a  consideration  of  accounting 
records,  but  I  would  remind  you  of  a  principle  that  has  often  been 
laid  down — that  some  knowledge  of  the  practical  working  side  of  any 
business  is  essential  to  the  due  performance  of  one's  duties  either  in 
the  capacity  of  auditor  or  accountant. 

At  the  outset,  if  any  of  you  have  gained  the  impression  that  there 
is  something  particularly  complicated  about  Shipping  Accounts  or 
that  very  lengthy  experience  is  necessary  to  enable  one  to  deal  with 
them,  I  would  like  to  remove  that  impression.  True,  they  possess 
features  entirely  their  own,  but,  as  I  have  indicated,  an  intelligent 
observation  and  grasp  of  the  salient  features  of  the  business,  coupled 
with  a  complete  knowledge  of  the  principles  of  double-entry  bookkeeping 
will  provide  a  very  sound  foundation  on  which  to  build  up  your  experi- 
ence and  to  give  you  sufficient  self-confidence  to  tackle  what  may 
come  your  way. 

First  of  all,  I  think  we  may  consider  what  a  cargo  steamer  is.  IMy 
definition  would  be,  a  vessel  designed  to  load,  carry  between  ports, 
and  discharge,  the  largest  possible  amount  of  cargo — consistent  with 
its  type — in  the  most  economical  manner. 

The  Board  of  Trade  and  the  Underwriting  Associations  have  laid 
down  regulations  requiring  standards  of  stability  in  structure,  with 
which  builders  comply,  and  according  to  the  standard  of  stabiUty  the 
vessel  is  classified,  Lloyd's  loo  Ai  being  the  highest  classification. 
The  cargo  carrying  capacity  will  be  ascertained  and  the  vessel  will  be 
recorded  as  of  so  many  tons  gross  register,  or  gross  registered  tonnage. 
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so  many  tons  net  register,  and  she  will  be  of  a  certain  dead  weight 
capacity.  It  may  be  of  interest  to  explain  these  terms  :  "  Gross 
register  "  indicates  the  cubic  capacity  of  the  interior  of  the  hull, 
ascertained  by  measurement  and  stated  in  foot  tons  ;  out  of  that, 
space  will  be  occupied  by  engine  and  boilers,  bunkers,  accommodation 
for  crew,  storerooms,  Sec,  and  the  remainder  will  represent  the  net 
register,  i.e.  the  space  in  which  the  cargo  'will  be  carried.  There 
will  also  be  space  available  for  deck  cargo  in  addition.  The  dead 
weight  capacity  indicates  the  extreme  weight  in  tons  that  a  vessel 
may  carry  in  safety.  There  is  a  "  summer  dead  weight  "  and  a 
"  winter  dead  weight." 

With  a  few  unimportant  exceptions  every  British  ship  must  be 
registered,  and  the  port  where  this  is  done  is  known  as  the  Port  of 
Registry,  The  registrar  at  the  Custom  House  of  the  port  is  the  person 
who  undertakes  registration,  and  on  the  requisite  particulars  being 
provided  he  enters  them  in  the  register  and  supplies  the  owners  with  a 
certificate  of  registry.  I  may  say  here  that  when  a  vessel  is  mortgaged 
as  security  for  a  loan  the  mortgage  document  must  be  entered  in  the 
register  to  render  it  effective  ;  any  subsequent  mortgages  are  also 
entered  and  take  priority  in  the  order  of  the  date  of  entry.  A  mort- 
gage on  a  vessel  is  not  one  requiring  registration  with  the  Registrar  of 
Joint  Stock  Companies  under  the  Companies  Acts.  The  Custom  House 
register  is  open  to  any  person  on  payment  of  a  small  fee,  and  evidence 
of  ownership  or  of  any  mortgage  or  charge  upon  a  vessel  can  always 
be  obtained  therefrom. 

We  may  now  pass  on  to  the  objects  of  the  accounts  in  a  shipping 
business.    There  is  the  common  object  of  all  accounting  systems — 
the  ascertainment  of  the  true  financial  position  at  a  given  date  and  of 
the  results  of  the  working  over  a  given  period,  but  the  main  object  of 
Shipping  Accounts  is  to  provide  the  ship-owner  with  accurate  accounts 
of  each  voyage  made  by  his  steamers  at  as  early  a  date  as  possible 
after  the  completion  of  the  voyage.    The  Voyage  Account  should 
provide  him  with  classified  information  of  the  actual  expenditure 
incurred  in  respect  of  the  voyage,  dealt  with  under  the  heads  of,  say  : — 
Port  charges,  the  charges  incurred  at  each  port  being  in  most 
cases  separately  stated. 
Wages  of  crew. 

Bunker  coals,  the  coal  consumed  by  the  boilers  and  galley  fire, 
&c. 

Provisions. 

Deck  stores. 

Engine  stores. 

Repairs  and  maintenance. 

Insurance. 

Management  remuneration. 

Superintendence.      Superintendent     engineer     and  marine 
superintendent. 
And  as  regards  earnings  : — 

The  freight  or  freights  earned  on  the  round  trip. 
Demurrage  ;  and 

Sundry  credits  for  old  stores,  &c.,  sold. 
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From  this  account,  and  with  the  aid  of  certain  additional  informa- 
tion always  available  in  a  properly  organised  office,  it  is  possible  to 
prepare  valuable  statistical  information  for  comparative  and  other 
purposes,  as,  for  instance,  the  quantity  and  cost  per  day  of  bunker  coal  ' 
used,  or  per  mile  steamed,  the  cost  of  provisions  per  man  per  day  ; 
the  cost  per  da}^  of  deck  and  engine  stores,  and  so  on,  affording  among 
other  things  a  check  upon  expenditure.  From  these  accounts  the 
ship-owner  will  be  able  to  form  a  very  good  idea  as  to  what  business, 
or  what  rate  of  freight  for  certain  ports,  he  should  accept,  and  what 
is  likely  to  prove  unprofitable. 

Turning  now  to  the  books  of  account  usually  found  in  use  in  a  ship- 
owner's office,  which,  as  you  will  see,  are  not  numerous.  You  will 
find  in  all  probabilit}^  a  Cash  Book  ;  a  Journal,  w^hich  may  be  sub- 
divided into  Journal  and  Working  Journal  ;  a  Ledger,  the  usual 
subdivisions  being  General  Ledger  and  Personal  Accounts  Ledger  ; 
and  supported  b}^  various  subsidiary  books,  not  necessarily  account 
books,  but  providing  records  of  the  movements  of  the  vessel  and 
how  employed,  and  upon  what  terms,  dates  of  sailing  and  arrival  at 
ports,  time  engaged  in  loading  and  discharging,  &c.  There  will  also 
be  records  of  insurances  effected  entered  in  an  Insurances  Book,  Bills 
Payable  and  Receivable  Books.  The  several  statutory  books  will 
also  be  kept,  in  the  case  of  a  limited  liability  concern  owning  the 
vessel  or  vessels,  and  nowadays  this  is  almost  invariably  the  case. 

At  this  point  I  think  I  should  indicate  that  I  am  not  necessarily 
dealing  with  the  accounts  of  any  particular  form  of  shipping  under- 
taking, as,  for  instance,  a  single  ship  company  or  a  line  of  steamers, 
but  rather  with  the  accounts  of  a  single  steamer,  say,  a  unit  of  a  line. 
It  appears  to  me  that,  having  learned  something  of  the  accounts  of 
a  unit,  the  extension  of  those  accounts  to  cover  the  transactions  of  a 
number  of  steamers  does  not  present  any  particular  difficulties,  it  being 
borne  in  mind  that  the  results  of  the  separate  voyages  of  individual 
steamers  is  what  is  aimed  at. 

The  Cash  Book  calls  for  no  special  comment  ;  it  will  record  on  the 
one  side  moneys  received,  passing  intact  direct  into  the  bank,  and, 
on  the  other  side,  cheques  drawn  upon  the  bankers.  The  disburse- 
ments in  actual  cash  in  a  ship-owner's  office  are  usually  considerable, 
but  are  often  made  by  the  managers  or  owners  out  of  their  own  funds. 
They  from  time  to  time  render  accounts  of  their  disbursements,  sup- 
ported b}^  vouchers,  w^hich  are  settled  by  cheques  drawn  upon  the 
ship's  bank  account — that  is  to  say,  the  bank  account  of  the  concern 
owning  the  vessel.  There  may  be  a  fund  in  some  cases  to  meet  these 
disbursements  under  the  imprest  system,  but  it  is  not  usual  in  my 
experience. 

JoitrnaL — Dealing  first  of  all  with  that  subdivision  which  I  have 
described  as  the  Working  Journal,  but  perhaps  a  clearer  title  would 
be  the  Voyage  Journal.  This  is  a  book  which  appears  in  a  number 
of  different  forms  but  is  generally  used  as  a  medium  for  charging  up 
to  the  Voyage  Account  and  at  the  same  time  classifying  the  expenditure 
incurred  upon  a  voyage.  At  the  head  of  the  folio  you  will  find  the 
serial  number  of  the  voyage,  the  ports  at  which  the  vessel  has  called, 
the  commencing  and  closing  dates,  and  the  number  of  days  occupied 
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upon  the  voyage.  On  the  right-hand  side  of  the  foUo  spaces  will 
be  provided  for  the  date  of  the  account  or  invoice,  the  particulars  of 
the  expenditure  incurred,  the  name  of  the  person  or  firm  to  whom 
indebted,  voucher  number.  Ledger  folio,  and  the  amount  to  be  posted 
to  the  credit  of  the  account  in  the  Personal  Ledger.  The  left-hand 
side  of  the  folio  is  used  for  the  classification  of  the  expenditure,  under 
the  heads  I  have  already  indicated,  with  the  addition  of  a  sundry  debits 
column  to  accommodate  items  which  will  not  go  direct  to  the  debit  of 
the  Voyage  Account.  As  an  instance  of  the  use  of  this  column  in  the 
accounts  of  foreign  agents  it  will  be  found  that,  among  other  disburse- 
ments made  by  them  on  behalf  of  the  vessel  at  their  ports,  they  have 
advanced  cash  to  the  captain,  either  for  advances  to  seamen  or  for  the 
captain's  personal  expenses.  Such  items  are  not  charged  direct  to 
the  Voyage  Account,  but  are  debited  to  a  Personal  Account  of  the 
captain,  pending  the  completion  of  the  voyage,  when  he  will  render 
what  is  known  as  a  Portage  Account.  This  book  can  quite  easily  be 
extended  to  combine  both  Voyage  Journal  and  Voyage  Account — a 
specimen  ruling  has  been  provided — it  is  by  no  means  complicated  ; 
it  proves  most  convenient  in  practice  and  eliminates  a  certain  amount 
of  clerical  work,  the  transfer  of  the  totals  of  the  analysis  columns  to 
a  Voyage  Account  in  the  Ledger  being  no  longer  necessary.  Shortly, 
the  extension  is  effected  in  this  way  :  On  the  right-hand  side  of  the 
foho  an  additional  Journal  column  is  provided — a  debits  column.  In 
the  place  of  the  sundry  debits  column,  on  the  left-hand  side  of  the  folio 
is  inserted  "  Total  Disbursements  "  column,  and  there  is  added  a 
"  Receipts  on  Voyage  Account  "  column,  so  that  on  the  left-hand  side 
of  the  folio  we  now  have  a  complete  \'oyage  Account,  the  difference 
between  the  disbursements  and  the  receipts  column  giving  the  result 
of  the  voyage,  either  profit  or  loss,  with  a  full  classification  of  the 
expenditure,  and  the  right-hand  side  of  the  folio  completes  the  Journal 
entries,  debit  and  credit. 

The  other  subdivision  of  the  Journal  is  the  simple  form  of  Journal 
with  which  you  are  familiar,  and  it  is  used  in  connection  with  such 
items  as  do  not  affect,  or  only  indirectly  affect,  the  Voyage  Account. 
I  will  deal  with  these  later. 

The  Ledgers. — The  General  Ledger  will  not  contain  many  accounts. 
The  Voyage  Accounts,  unless  kept  in  the  combined  Voyage  Book  and 
Voyage  Journal  I  have  referred  to.  Capital,  or  Share  Capital  Account^ 
Cost  Account  or  accounts  recording  the  individual  costs  of  vessels, 
or  the  total  cost  of  the  fleet  in  one  account,  various  Reserve  Accounts, 
Insurance  Account  or  Accounts,  Average  or  Damage  Accounts — the 
subject  of  claims  upon  underwriters — and  Profit  and  Loss  Account, 
containing  little  besides  the  results  of  completed  voyages  and  the 
particulars  of  appropriations  of  profits. 
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The  Personal  Ledger,  of  the  usual  type,  coataiiiing  the  accounts  of 
tradesmen,  agents,  captains,  managers,  and  others. 

We  may  now  consider  a  few  points  in  connection  vvitli  tlie  purchase 
of  a  ship.  An  orde ;  may  be  given  to  a  builder  to  build  a  ship  to  certain 
specifications,  in  which  case  payment  will  be  made  in  instalments  as 
the  building  proceeds.  Interest  will  probably  be  involved  in  these 
payments,  added  by  the  builder,  but  it  may  be  taken  that  whate\  er 
the  total  cost  to  the  ship-owner  ultimately  be,  it  is  chargeable  to  Cost 
Account  (i.e.  to  capital).  Other  items  frequently  debited  to  Cost 
Account  are  the  expenses  and  fees  of  the  owner's  superintendent  o\  tr- 
looking  the  construction,  cost  of  equipment  of  a  permanent  nature  not 
necessarily  included  in  the  builders"  cost,  and  cost  of  trial  trip.  'J  he 
usual  method  of  dealing  in  the  books  with  the  instalments  paid  to  the 
builder  is  to  charge  them  to  Cost  Account  as  they  are  paid,  or  become 
due  on  bills,  and  in  the  Balance  Sheet  to  show  the  total  instalments 
to  date  thereof  under  the  head  of  "  Instalments  paid  on  steamer 
building,"  the  amount  may  even  be  included  under  the  head  of  the 
total  cost  of  the  fleet.  The  question  then  arises  as  to  whether  a  note 
of  the  balance  ultimately  payable  to  the  builder  under  the  contract 
should  be  made  on  the  Balance  Sheet.  It  is  certainly  a  liability,  but 
there  is  also  the  liability  of  the  builder  to  complete  his  contract.  I 
am  personally  of  the  opinion  that  it  should  be  noted  thereon. 

The  purchase  of  a  second-hand  steamer  requires  no  special  con- 
sideration ;  it  is  quite  often  the  case  that  the  price  paid  includes  a 
broker's  commission,  although  the  general  rule  is  that  the  vendor 
pays  commission.  Again,  many  management  agreements  contain 
a  clause  providing  for  i  per  cent,  commission  payable  to  the  managers 
on  the  purchase  or  sale  of  vessels,  but  the  same  rule  in  dealing  with 
the  cost  may  be  observed  ;   the  total  cost  should  be  capitalised. 

The  transfer  of  the  ship  from  the  vendor  to  the  purchaser  is  effected 
by  what  is  known  as  a  bill  of  sale.  It  is  not  a  document  subject  to  stamp 
duty,  although  a  small  customs  fee  is  payable.  It  is  presented  to  the 
Registrar  of  the  Custom  House  at  the  port  of  registry,  and  the  name  of 
the  new  owners  registered. 

I  very  much  favour  the  keeping  of  separate  Cost  Accounts  for  each 
vessel  where  more  than  one  is  owned.  It  simplifies  matters  in  the 
event  of  a  sale,  the  appreciation  or  loss  of  capital  is  much  more  easily 
ascertained  than  where  o7te  Cost  Account  for  the  whole  fleet  is  kept. 
Very  remarkable  appreciations  in  values  have  taken  place  during  the 
last  few  years,  and  steamers  have  changed  hands  much  more  frequently 
than  was  formerly  the  case.  In  this  connection  I  have  found  the  clearest 
and,  I  believe,  the  strictly  accurate  method  is  to  close  the  Cost  Account 
of  the  ship,  transferring  the  appreciation  in  value — after  allowing  for 
depreciation  written  off — to  a  Capital  Appreciation  Account,  or,  if 
you  like,  a  Capital  Reserve  Account. 

A  novel  question  arose  under  this  head  in  connection  with  several 
companies  for  which  I  act,  as  to  what  extent  the  appreciation  of  capital, 
as  realised,  may  be  paid  out  to  the  shareholders  without  the  company 
going  into  liquidation.  It  is  obvious  that  if  the  company  wishes  to 
maintain  the  full  tonnage  of  its  fleet,  with  a  more  or  less  permanently 
enhanced  market  value  per  ton  of  all  shipping,  then  the  appreciation 
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in  capital  value,  as  realised,  will  still  be  required  to  replace  tonnage 
lost  or  sold.  In  the  cases  I  have  mentioned  this  was  not  the  intention. 
The  opinion  of  ei  very  well-known  K.C.  was  taken,  a  recognised  authority 
in  company  matters.  It  was  this,  that  so  long  as  the  original  capital 
is  fully  represented,  after  providing  for  all  liabilities,  including  previous 
losses,  any  realised  appreciation  over  and  above  may  be  returned  to 
the  shareholders,  assuming  that  the  articles  of  association  do  not  prohibit 
it.  He  remarked  that  there  was  nothing  in  the  Companies  Acts  to 
forbid  this  being  done.  Another  point  of  interest  in  the  same  connec- 
tion, I  think,  is  the  Inland  Revenue  authorities  agreed  that  shareholders 
participating  in  such  a  distribution  need  not  return  the  amounts  received 
by  them  individually  as  part  of  their  income,  so  long  as  it  is  clear 
in  the  company's  accounts  that  only  appreciated  capital  is  included 
in  the  distributions. 

Depreciatio)i  may  very  well  be  considered  in  connection  with  the 
Cost  Accounts.  I  am  afraid  it  does  not  receive  the  attention  of  local 
ship-owners  to  the  extent  it  should.  The  practice  here,  largely,  is 
to  write  off,  haphazard,  such  sums  as  may  be  considered  available, 
either  reducing  the  original  cost  or  crediting  Depreciation  Reserve 
Account.  In  the  da^'s  of  the  single-ship  ventures  it  was  not  usual  to 
write  off  depreciation  at  all,  but  an  investor  in  such  an  enterprise 
recognised  that  the  return  he  received  upon  his  investment  included, 
not  only  income,  but  a  repayment  of  part  of  his  capital.  Now  that 
practically  every  shipping  undertaking  is  carried  on  under  limited 
liability,  with  no  limit  set  to  the  term  of  its  existence,  quite  a  different 
state  of  affairs  should  obtain,  in  spite  of  the  fact  that  there  is  no  legal 
obligation  on  the  company's  part  to  provide  for  depreciation  of  assets. 

The  useful  life  of  a  steamer  is  generally  accepted  as  being  25  years, 
and  although  there  are  numbers  of  steamers  running,  particularly  the 
old  iron  ships,  well  over  that  age,  the  expenditure  necessary  to  keep 
them  up  to  Lloyd's  standard,  or  that  of  the  society  under  which  they 
happen  to  be  classified,  is  very  heavy,  almost  in  some  cases  involving 
rebuilding,  that  under  any  but  exceptional  conditions  they  would 
prove  entirely  unprofitable  to  run.  The  Inland  Revenue  authorities 
have  now  adopted  a  very  sound  and  reasonable  scale  of  depreciation 
for  income-tax  (Schedule  D)  purposes.  The  25  years  term  of  life  is 
the  basis,  and  in  the  case  of  a  new  vessel  one-twenty-fifth  of  the  prime 
cost  to  the  owner  is  allowed  each  year  for  twenty-four  years,  leaving 
one  twenty-fifth  balance  to  cover  break-up  value.  In  the  case  of  the 
purchase  of  a  second-hand  vessel,  say  ten  years  old,  whatever  the 
purchaser  pays  for  her  is  allowed  to  be  wTitten  off  over  the  remaining 
period  of  her  term  of  life,  which  would  be  fifteen  years,  the  same  proviso 
as  to  break-up  value  obtaining.  Of  course,  if  a  vessel  is  lost  in  the 
meanwhile,  the  allowance  ceases.  Now  this,  I  submit,  is  the  basis 
that  should  in  almost  all  cases  be  adopted  in  Shipping  Accounts,  the 
cost  of  each  vessel  being  reduced  period  by  period.  Whatever  the 
market  value  of  the  ship  above  the  original  cost  to  the  owmer,  the  fact 
remains  that  wear  and  tear  is  taking  place.  Some  ship-owners  argue 
that  the  maintenance  of  the  classification  standard  by  the  repairs,  or 
even  part  reconstruction,  necessitated  at  the  periodical  surveys,  and 
the  charging  of  the  consequent  expenditure  to  revenue,  renders  it 
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unnecessary  to  charge  depreciation.  Their  argument,  you  will,  I 
think,  agree,  is  unsound.  If  the  full  useful  or  profitable  life  is  twenty- 
five  years,  then  provision  should  be  made  to  write  off  the  cost  over 
that  term,  or  such  balance  of  the  term  as  may  still  be  unexpired  at  the 
date  of  purchase,  in  the  case  of  a  second-hand  ship. 

The  first  thing  that  an  owner  does  on  the  passing  to  his  ownersliip 
of  the  vessel  is  to  insure  her.  The  subject  of  marine  insurance  is  a 
very  broad  one. 

It  will  probably  be  sufficient  for  our  purpose  if  I  indicate  that  it 
is  usually  effected  with  the  underwriters  through  an  insurance  broker  ; 
that  the  time  pohcy  is  the  one  most  commonly  in  use,  covering  a  period 
of  twelve  months.  You  will  find  that  the  average  marine  policy  covers 
several  heads  of  insurance.    First  of  all  there  would  be  covered  : — 

(1)  So  much  on  Hull  and  Materials. — Hull  and  materials,  machin- 

ery, boilers,  &c. 

(2)  So  much  on  Freight. — On  the  freight  on  cargo  carried,  as  the 
loss  of  the  vessel  and  cargo  might  also,  but  not  necessarily, 
mean  loss  of  freight  or  earnings. 

(3)  So  much  on  Disbursements. — That  is  to  say,  moneys  disbursed 
for  the  running  of  the  vessel  on  any  particular  voyage  up  to 
the  date  of  loss — quite  an  insurable  interest. 

(4)  So  much  on  Premiums  Reducing. — Now  the  premium  on  a 
year's  policy  amounts  to  a  very  considerable  sum  on  the 
average  deep-sea  cargo  vessel.  On  the  loss  of  a  steamer 
nothing  is  returnable  in  the  way  of  unexpired  premiums,  so 
that  the  unexpired  proportion  of  the  premium  is  quite  a  good 
insurable  interest.  You  will  understand  that,  as  a  policy  runs 
out,  so,  day  by  day,  the  unexpired  proportion  of  the  premium 
is  reducing,  hence  the  term. 

Under  the  four  heads  I  have  named  the  total  sum  insured  will  be 
arrived  at,  and  it  is  the  custom  for  underwriters  to  give  a  lower  rate 
per  cent,  of  premiums  on  {2),  (3),  and  (4)  than  on  (i). 

Debit  notes  in  respect  of  the  insurance  will  be  prepared  by  the 
broker  and  rendered  to  the  shipowner.  He  will  also  supply  what 
is  known  as  the  "  copy  of  the  policy,"  a  document  prepared  for  submis- 
sion to  the  underwriters  prior  to  the  preparation  of  the  policy,  giving 
full  particulars  of  the  insurances  to  be  effected — and  this  is  the  docu- 
ment that  would  give  you  most  information  in  the  event  of  your  requir- 
ing to  verify  the  sums  recoverable  on  a  total  loss  of  the  vessel.  These 
debit  notes  you  will  probably  find  summarised  on  a  total  charge  note, 
and  10  per  cent,  discount  will  be  found  deducted,  the  net  sum  repre- 
sents the  actual  premium  payable.  This  may  be  paid  in  cash  forth- 
with, or,  say,  one-fourth  in  cash  and  the  remainder  under  three,  six, 
and  nine  months'  bills.  In  the  latter  event  interest  will  have  been 
added  to  the  bills,  and  the  total,  premiums  and  interest,  is  usually 
dealt  with  as  insurance.  It  frequently  happens  that  in  addition  to 
the  freight  insured  under  the  main  policy  (or  annual  policy)  a  special 
freight  insurance  is  taken  out  on  a  particular  voyage,  e.g.  the  freight 
may  be  a  very  valuable  one,  in  excess  of  the  sum  already  insured. 
The  main  policy  frequently  stipulates  that  the  vessel  shall  not  be 
employed  in  certain  latitudes  and  longitudes  at  certain  seasons  of  the 
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year  and  under  certain  conditions  ;  then,  in  the  event  of  a  voyage  into 
the  prescribed  waters  an  additional  policy  will  be  required,  involving 
higher  premiums. 

The  insurance  premiums  in  the  books  are  dealt  with  by  means  of 
the  Journal,  an  Insurance  Account  being  debited  and  the  Brokers 
Account  credited.  The  rate  per  day  of  the  total  premium  will  be 
worked  out,  and,  by  means  of  the  Working  Journal  or  Voyage  Journal, 
the  Insurance  Account  will  be  credited  and  the  voyage  charged  under 
the  head  of  insurances,  with  so  many  days'  premium — according  to 
the  length  of  the  voyage — at  the  rate  per  day  ascertained.  In  this 
way,  as  the  policy  or  policies  run  out,  each  voyage  will  bear  its  proper 
proportion  of  premiums  and,  at  the  end  of  the  period  covered  by  the 
policy,  the  total  sum  debited  to  Insurance  Account  will  have  been 
appropriated  and  transferred  to  the  Voyage  Accounts.  An  insurance 
on  a  particular  voyage  will  be  charged  direct  to  that  voyage  through 
the  Worldng  Journal.  In  the  case  of  a  line  of  steamers  it  is  not  unusual 
for  the  owners  to  accept  part  of  the  total  risk  themselves — as  an 
instance,  say,  12^  per  cent.  The  underwriters  are  then  asked  to  insure 
only  87 1  per  cent,  of  the  value  of  the  vessels.  An  insurance  reserve  is 
then  created  in  this  way  :  each  voyage  is  charged  with  so  many  days' 
proportion  of  what  would  represent  12^  per  cent,  of  the  yearly  premium 
payable  to  fully  insure  the  ship,  and  insurance  reserve  is  credited.  When 
a  loss  or  damage  is  incurred,  the  cost  of  making  good  the  damage 
and  expenses  incidental  thereto  will  be  borne  as  to  87^  per  cent,  by 
the  underwriters  and  12  J  per  cent,  by  the  owners,  and  the  Insurance 
Reserve  Account  will  be  debited  with  the  amount  of  the  12 1  per  cent. 
If  a  total  loss,  the  same  proportions  of  the  sum  assured  apply. 

Now,  the  class  of  insurance  I  have  been  speaking  of  covers  only 
perils  of  the  sea  ;  there  is  another  class  covering  practically  all  other 
risks,  such  as  workmen's  compensation,  third  party  damage,  and  the 
like.  This  is  effected  through  the  insurance  clubs.  These  clubs  are 
generally  known  as  Protection  and  Indemnity  Associations.  They 
are  formed  by  a  number  of  ship-owners  for  the  purpose  of  mutual 
insurance.  On  a  ship  being  entered  in  one  of  these  associations  a 
nominal  entrance  fee  is  paid.  Each  year  every  vessel  entered  in  the 
club  is  charged,  upon  a  tonnage  basis,  with  an  initial  premium  to  provide 
the  club  with  funds  to  carry  on  its  work.  Under  the  heads  of  "  protec- 
tion and  indemnity  "  members  will  be  protected  in  the  cases  of  claims 
and  demands  arising  out  of  damages  caused,  legal  protection  is  provided, 
and  the  cases  will  be  taken  up  and  fought  by  the  clubs  in  the  Courts. 
Compensation  cases  under  the  Workmen's  Compensation  Acts  will  be 
dealt  with — except  that  there  is  usually  a  clause  providing  that  claims 
under  a  given  small  amount,  say  £10,  or  the  first  £10  of  any  claims, 
shall  be  borne  by  owners.  As  claims  are  met  by  the  clubs,  calls  are 
made  upon  the  members,  in  respect  of  their  ships,  to  contribute  thereto 
— also  on  a  tonnage  basis.  These  calls  are  generally  charged  through 
the  Working  Journal  direct  to  the  voyage  in  the  course  of  which  they 
come  to  hand  ;  this  is  hardly  scientific  treatment  but,  in  normal  times, 
answers  very  well. 

Now,  as  regards  insurance  rehates  ;  it  is  usually  provided  that  when 
a  ship  is  in  port  above  a  certain  number  of  days,  say  fifteen  days,  a 
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rebate  of  preniium  is  made  by  the  underwriter.  These  are  known  as 
"  laid  up  returns  "  and  are  credited  to  the  voyage  to  which  they  apply 
by  means  of  the  Journal.  In  the  event  of  the  sale  of  a  ship  before  the 
expiry  of  a  time  policy,  a  rebate  of  a  considerable  part  of  the  unexpired 
premium  would  be  made. 

I  will  now  pass  on  to  the  earning  powers  of  a  ship.  A  ship-owner 
is,  of  course,  a  carrier,  and  he  agrees  to  carry  cargoes  at  a  given  sum 
or  a  given  rate — called  freight. 

The  form  of  contract  entered  into  between  a  ship-owner  and  a 
person  desirous  of  chartering  or  hiring  a  ship  to  carry  a  cargo  is  known 
as  a  charter-part}-.  It  is  a  most  important  document  ;  there  are 
various  forms,  the  commonest  is  that  by  which  the  owner  agrees  to 
carry  at  so  much  per  ton  dead  weight,  not  exceeding  so  many  and  not 
less  than  so  many  tons  of  cargo  from  one  of  several  given  ports,  e.g. 
Cardiff,  Penarth,  or  Barry,  to  one  or  one  of  several  other  ports  in  a 
localit}'  on  behalf  of  the  charterer.  The  owner  will  undertake  that  the 
ship  will  be  ready  to  load  on  or  about  a  given  date,  and  cancellation 
will  be  provided  for  under  certain  circumstances.  The  charterer 
will  undertake  to  load  the  ship  within  a  given  number  of  days  called 
"  lay  days,"  and  a  penalty  clause  will  be  inserted  that,  should  he  fail 
to  do  this,  he  will  be  required  to  pay  the  owner  damages  at  so  much 
per  day,  called  "  demurrage  "  ;  on  the  other  hand,  should  he  load 
the  vessel  in  less  than  the  provided  "  lay  days  "  the  owner  will  be  charge- 
able in  respect  of  the  time  saved,  at  so  much  per  day,  called  "  despatch." 
There  may  also  be  a  provision  covering  what  is  known  as  "dead 
freight,"  arising  in  this  way:  A  charterer  ma}'  agree  to  load  up  to  a 
given  dead  weight,  but  through  putting  in  a  lighter  class  of  cargo  fills 
up  the  ship  before  that  dead  weight  is  reached.  "  Dead  freight  " 
would  then  be  the  freight  on  the  cliiierence  between  the  weight  of  the 
cargo  loaded  and  that  agreed  to  be  loaded  and  would  be  payable  to 
the  owner.  The  intake  weights  and  the  output,  or  discharge,  weights 
on  a  cargo  very  rarely,  if  ever,  agree,  due  to  shrinkage  and  other 
causes.  To  avoid  the  delay  and  expense  of  weighing  on  discharge  it 
is  frequently  agreed  that  a  recognised  percentage  shall  be  deducted 
from  the  intake  weights  before  calculating  the  freight. 

A  clause  will  be  found  covering  brokerage  and  commission,  broker- 
age is  the  remuneration  payable  to  a  broker — a  person  who  arranges 
business,  that  is  chartering,  between  owner  and  charter — or  merchan : . 
Five  per  cent,  is  the  recognised  rate,  calculated  on  the  freight  payable. 
In  practice  the  5  per  cent,  is  almost  invariably  split,  usually  in  one- 
thirds — this  is  a  matter  of  arrangement  between  the  parties.  Com- 
monly, one  may  find  that  the  broker  is  to  receive  one-third  of  5  per 
cent.,  the  manager  one-third,  and  the  ship  one-third. 

The  manager  may  personally  arrange  the  charter  without  the  aid 
of  an  intermediary  and  become  entitled  to  the  brokerage.  As  regards 
commission  the  charterer  is  usually  entitled  to  consign  the  cargo  to 
his  agent  at  the  port  of  discharge.  The  cargo  will  be  addressed  to 
that  agent,  who  will  carry  out  the  business  of  the  ship  at  the  port  and 
attend  to  the  collection  of  freight,  if  not  payable  in  this  country.  He 
will  remit  the  freight  to  the  ship-owners  and  will  be  entitled  to  an 
"  address  commission  "  of  2  per  cent,  on  the  freight. 
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The  foregoing  considerations  may  be  taken  to  apply  to  bulk  cargoes 
only.  Then  there  are  what  are  known  as  general  cargoes.  Time  would 
not  permit  of  my  giving  this  any  more  than  a  very  superficial  con- 
sideration. It  is  the  class  of  business  commonly  transacted  by  ship- 
owners running  a  regular  service  between  certain  ports.  The  times  of 
arrival  and  sailing  of  their  vessels  are  ad\-ertised,  they  carry  the  general 
commodities  dealt  with  at  those  ports  at  scheduled  rates  ;  they  have 
recognised  agents  at  each  port  carrying  out  the  loading  and  discharg- 
ing. The  contract  of  loading  is  b}*  a  bill  of  lading.  The  bills  of  lading 
are  written  up  on  what  are  known  as  manifests,  which  show  the  name 
of  the  consignor  and  consignee,  the  quantit}'  and  description  of  goods 
carried,  the  rate  and  amount  of  freight  and  whether  payable  on  ship- 
ment or  on  delivery.  The  totals  of  the  manifests,  subject  to  rebates, 
will  give  the  total  freight  on  the  w^hole  cargo. 

I  should  mention  in  connection  with  loading  and  discharging  that 
the  cost  of  putting  the  cargo  on  the  wharf  or  quay  ready  for  shipment 
and  the  wharfage  charges  are  borne  by  the  merchant  or  charterer, 
the  cost  of  taking  off  the  quay  and  stowing  or  trimming  are  borne  by 
the  ship,  as  also  are  the  costs  of  discharging  on  to  the  quay.  There 
may  be  agreed  modifications  of  these  conditions. 

There  is  another  form  of  charter  which  is  now  much  in  vogue,  known 
as  a  Time  Charter.  Under  this  charter  the  ship-owner  lets  his  ship  on 
hire  to  the  charterer  at  so  much  per  ton  dead  weight  per  month  for 
a  stated  period,  to  be  employed  under  the  charterer's  direction,  within 
certain  latitudes  and  longitudes.  The  conditions  here  are  that  the 
charterer  pays  all  expenses  in  connection  with  the  cargo,  port  dues, 
and  bunkers,  whilst  the  owner  undertakes  to  maintain  the  ship  in  an 
efficient  state,  to  provide  and  pay  the  crew  and  provision  them,  and 
to  pay  insurance  on  the  ship  and  management  commission.  It  might 
arise  that  certain  port  charges  would  be  incidental  to  the  obtaining 
and  putting  on  board  provisions  and  stores  ;  these  would  be  for  Owner's 
Account  and  would  be  charged  to  him  by  the  charterer. 

There  is,  again,  another  form  of  charter,  not  frequently  met  with, 
known  as  Demise  Charter,  and  in  this  case  the  ship  is  demised  to  the 
use  of  the  charterer  entirely,  he  discharging  all  expenses,  engaging  and 
paying  crew,  and  paying  the  owner  a  net  rate  of  hire  per  month.  The 
agreement  provides  for  handing  back  the  ship  in  exactly  the  same  state 
of  repair  as  when  she  was  delivered.  At  the  termination  of  the  charter 
this  involves  w^hat  is  known  as  reconditioning. 

As  regards  the  collection  of  freight,  the  conditions  of  payment  vary. 
Outward  freights  on  cargoes,  w^here  the  intake  weights  are  accepted 
as  the  basis  of  payment,  are  sometimes  payable  as  soon  as  the  ship 
is  loaded.  On  the  other  hand,  a  portion  of  the  freight  may  be  payable 
in  advance — that  is,  "  ad  vane  freight  " — and  the  balance  on  delivery. 
Freights  on  inward  cargoes — cargoes  coming  to  a  United  Kingdom 
port — are  commonly  payable  on  the  output  weights,  and  a  point  arises 
here.  A  consignee  does  not  w^ait  until  his  cargo  is  fully  discharged 
before  claiming  it  ;  he  pays  an  estimated  sum,  say,  on  the  basis  of 
approximately  the  intake  weights  less  a  percentage,  subject  to  a  final 
adjustment  on  ascertained  output  weights.  The  consignee  may  have 
a  claim  against  the  ship-owner  for  damaged  cargo  and  will  then  refuse 
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to  pay  the  balance  of  freight  due  by  him  until  his  claim  is  settled  ; 
this  is  not  infrequently  a  cause  of  dela}'-  in  closing  a  Voyage  Account. 

There  is  another  small  item  of  income  to  be  looked  for,  and  that  is 
the  sale  of  old  stores,  ropes,  separation  mats,  or  cloths,  used  in  separat- 
ing different  lots  of  cargo.  This  is  described  as  dunnage ;  these 
amounts  are  credited  to  the  vo^'-age  period  in  which  they  are  sold. 

It  now  remains  to  deal  with  the  expenditure  side  of  the  Voyage 
Account.  I  have  indicated  the  heads  of  expenditure,  and  I  will  take 
them  in  the  order  given. 

Port  Charges. — These  include  dock  and  tonnage  dues,  towage, 
pilotage,  stevedorage,  or  trimming — the  expenses  in  connection  with 
loading,  cost  of  discharging,  wharfage  on  bunker  coals  ;  boating — 
the  hire  of  boatmen  engaged  in  passing  the  lines,  that  is  to  say  the 
ropes,  on  coming  into  dock  or  moving  alongside  a  berth.  Riggers' 
charges,  the  men  who  act  as  a  nucleus  crew  in  moving  a  ship  about 
the  dock  after  the  paying  oft  of  the  old  and  before  the  signing  on  of 
the  new  crew.  Lights,  or  light  dues,  a  charge  levied,  on  a  tonnage 
basis,  to  meet  the  cost  of  lighthouses,  &c.,  on  these  shores,  and,  by  the 
way,  the  receipt  for  this  payment  will  always  be,  with  the  ship's 
papers,  kept  on  board,  but  old  receipts  can  be  obtained,  the  current 
receipt  only  being  required  with  the  ship's  papers.  There  are  also 
various  shore  expenses,  incurred  by  the  owner's  staff  and  superin- 
tendents, charged  under  this  head. 

At  the  home  port  these  disbursements  will  be  made  by  the  owners 
or  managers  and  an  account  made  up  with  the  vouchers  attached. 
A  cheque  will  then  be  drawn  in  payment  on  the  ship's  account.  At 
any  other  United  Kingdom  port  these  and  other  disbursements,  as 
for  stores,  bunkers,  cash  advanced  to  captain,  &c.,  will  be  made  by  an 
agent  at  that  port,  who  will  render  an  account  to  the  owner,  including 
his  agency  fee.  The  account  will  be  accompanied  by  vouchers  for  all 
payments.  On  receipt  it  will  be  checked  and  summarised  under  the 
heads  adopted  in  the  Working  Journal  and  the  summary  attached 
to  the  account,  which  is  then  entered  in  the  Working  Journal,  the 
extensions  being  made  under  the  appropriate  heads  of  expenditure. 
The  same  procedure  obtains  at  a  foreign  port,  disbursements  being 
made  through  an  agent.  Foreign  agents'  accounts  may  be  paid  by 
means  of  a  bill  drawn  on  the  owners  and  signed  by  the  captain  before 
sailing  from  the  port,  or  the  account  may  be  sent  through  the  post 
and  a  remittance  made  by  a  banker's  draft,  payable  at  a  foreign  bank 
at  or  near  the  agent's  port,  the  amount  of  the  draft  being  expressed 
in  the  appropriate  foreign  currency.  In  dealing  with  the  conversion 
of  the  currency  in  which  the  account  is  made  out,  the  rate  of  exchange 
ruling  at  the  time  of  payment  will  be  adopted  as  the  basis  of  conversion 
to  sterling,  so  that  differences  in  exchange  in  the  ship's  accounts  do 
not  arise. 

Wages. — The  crew  are  signed  on  at  the  Board  of  Trade  Office,  where 
the  conditions  of  service  are  read  out  to  them  by  an  official.  Advances 
of  wages  are  made,  and  the  master  (or  captain)  issues  advance  notes. 
These  are  usually  payable  at  the  owner's  or  agent's  office  three  days 
after  the  ship  sails,  provided  the  man  named  therein  sails  in  the 
ship.    The  notes  are  cashed  by  the  seamen  with  boarding-house 
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keepers  and  others,  who  obtain  the  signature  of  the  payee  on  the 
note  and,  in  turn,  cash  it  with  the  owners  or  agents. 

Allotments  \vill  be  made  by  members  of  the  crew  in  favour  of  their 
dependants,  providing  for  periodical  payments  on  account  of  their 
wages,  the  allotment  notes  being  issued  by  the  captain.  The  ship  - 
owners  pay  the  allotments  as  they  become  due,  either  on  presenta- 
tion at  the  office  or  through  the  post,  and  each  payment  is  endorsed 
on  the  allotment  note.  Tobacco  and  sundry  stores  are  supplied  by 
the  master  to  the  crew  during  the  voyage,  which  are  charged  to  the 
W  ages  Account  of  the  individual  in  the  master's  book  ;  each  individual 
is  also  charged  with  the  advances  made  to  him  and  with  his  allot- 
ments ;  he  is  charged  with  his  proportion  of  National  Health  Insur- 
ance and  he  is  credited  with  his  wages  for  the  voyage,  overtime  whilst 
in  port,  &c.,  and  at  the  close  of  the  voyage  the  crew  is  paid  off.  This 
is  all  done  by  the  master.  If  a  seaman  dies  on  the  voyage  or  is  left 
behind  at  a  port  in  hospital  his  wages  up  to  the  time  he  dies  or  leaves 
the  ship  are  paid  over  to  the  Board  of  Trade  against  claims  by  his 
relatives  or  by  himself,  as  the  case  may  be.  The  Wages  or  Portage 
Account  is  not  dealt  with  in  the  owner's  office  until  after  the  crew  is 
paid  off.  Now,  as  regards  the  books  of  account,  the  Captain's  Account 
in  the  ship-owner's  books  will  have  been  charged  from  time  to  time 
with  all  advances  and  allotments  to  crew  whether  made  by  owners  or 
agents,  and  with  cash  advanced  to  him  at  home  or  foreign  ports,  those 
sums  advanced  at  foreign  ports  appearing  in  the  foreign  agents'  accounts 
to  the  owners  under  the  head  of  Cash  to  Captain. 

Before  paying  off,  the  captain  will  notify  the  owners  or  agents  that 
he  requires  a  certain  sum  for  that  purpose  ;  this  will  also  be  debited 
to  his  account.  After  the  crew  is  paid  off  he  will  render  his  Portage 
Account  or  wages  bill.  There  is  a  recognised  form  for  this  account. 
It  contains  a  full  list  or  schedule  of  those  persons  who  have  served 
aboard  during  the  voyage,  showing  against  each  the  period  of  service, 
rate  of  pay  per  month  of  30  days,  amount  of  pay,  bonus,  &c.,  also  the 
insurance  deductions,  advances  and  allotments  made,  and  balance 
due  on  paying  off — in  fact,  a  tabulated  statement  prepared  from  the 
individual  accounts  in  the  master's  book.  There  will  be  a  list  of  the 
master's  personal  disbursements  at  the  various  ports  called  at,  and 
finally  the  Debit  and  Credit  Account  with  the  owners.  In  this  he  will 
debit  the  owners  with  the  total  wages  shown  by  the  Wages  Account 
and  with  the  total  of  his  personal  disbursements  for  expenses,  and  will 
credit  the  total  of  advances  and  allotments  paid  by  owners  or  by  agents 
on  behalf  of  owners,  also  all  sums  drawn  by  him  personally  from  owners 
or  agents. 

The  accounts  having  been  checked,  an  entry  is  made  through  the 
Working  Journal  crediting  the  master  with  the  total  wages  and  dis- 
bursements, and  an  extension  is  made  under  the  head  of  Wages, 
Port  Charges,  &c.,  on  the  left-hand  side  of  the  folio,  thus  charging  the 
Voyage  Account  therewith.  A  comparison  with  the  Master's  Account 
in  the  Ledger  will  then  be  made,  and  differences  in  exchange  in  respect 
of  sums  drawn  in  foreign  currencies  will  arise,  due  to  variations  in 
rates  of  exchange  between  the  date  when  the  captain  drew  the  cash 
and  the  date  the  owners  paid  the  Agents'  Account,  these  being  written 
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off,  to  the  Voyage  Account.  The  balance  shown  b}^  the  Ledger  should 
then  agree  with  the  balance  appearing  on  the  Portage  Account,  either 
due  to  or  from  the  master,  which  should  be  at  once  discharged. 

Bunkers,  Provisions,  Stores,  may  be  considered  together.  The 
accounts  of  the  collieries  or  coaling  firms  and  of  the  tradesmen  are 
Tiassed  through  the  \\'orking  Journal  and  charged  up  under  the  appro- 
priate heads.  All  accounts  for  coals,  stores,  &c.,  supplied  to  the  ship 
will  be  signed  by  an  officer  as  evidence  of  having  been  received  on 
board.  The  same  applies  to  all  accounts  for  services  rendered  to  the 
ship  with  the  exception  of  certain  port  charges  calculated  on  a  tonnage 
basis.  The  stock  of  bunkers,  stores,  and  provisions  should  be  taken 
at  the  end  of  each  voyage  and  the  value  credited  and  carried  dowii 
against  the  following  voyage.  This  is  not  always  done,  but  for 
accurate  records,  and  particularly  for  statistical  information,  it  should 
be  done. 

Insurance. — I  have  already  dealt  with  this  subject,  but  I  will  recapitu- 
late a  few  points.  First  of  all  the  Brokers  Accounts  for  the  insurance 
under  the  main  policy — the  time  policy — marine  risk  and  war  risk. 
An  entry  will  be  made  in  the  Journal — not  the  Working  Journal — 
charging  Insurance  Account  and  crediting  the  broker.  According  to 
the  number  of  days  occupied  by  the  voyage  a  proportion  of  the  insur- 
ance premium  will  be  transferred  by  means  of  the  Working  Journal  to 
the  Voyage  Account,  the  amount  being  extended  in  the  insurance 
column.  The  premiums  on  insurances  relating  to  individual  voyages 
only  are  charged  through  the  Working  Journal  direct.  Club  calls 
generally  are  charged  in  the  voyage  in  the  course  of  which  they  are 
made.  This  is  not  strictly  accurate,  bat,  as  calls  frequently  relate  to 
claims  made  upon  the  clubs  in  respect  of  periods  some  considerable 
time  previous,  it  is  difficult  to  deal  with  them  otherwise.  In  normal 
times  the  calls  over  a  given  period  are  fairly  consistent. 

Repairs  are  generally  charged  as  incurred,  small  repairs  incurred 
on  the  voyage  will  appear  in  the  Agents'  Accounts  and  from  thence 
lind  their  way  into  the  \'oyage  Account.  Engine  room  repairs  at 
the  close  of  a  long  run  will  probably  be  considerable  and  should  appear 
in  the  voyage  out  of  which  they  arose.  Repairs  due  to  collision, 
stranding,  heavy  weather  damage,  and  so  on,  which  are  covered  by 
insurance,  will  form  the  subject  of  an  Average  Account.  This  is  a 
matter  for  the  average  adjusters.  The  average  adjuster  is  a  profes- 
sional man  who  deals  with  claims  of  this  type  and  prepares  them  for 
submission  to  the  underwriters.  It  is  not  unusual  for  large  claims  to 
be  awaiting  settlement  for  as  long  as  two  or  three  years  ;  it  depends 
upon  the  circumstances.  In  the  meantime  the  expenditure  incurred 
has  to  be  dealt  with  in  the  books.  Not  only  the  expenses  in  connec- 
tion with  the  making  good  of  the  damage  but  all  expenses  incidental 
thereto  will  be  for  Average  Account.  For  instance,  in  a  stranding 
case  lighters  for  discharging  a  part  or  tlie  whole  of  the  cargo  may  have 
to  be  engaged,  tugs  to  assist,  and  so  on.  Cost  of  cables,  port  charges, 
&c.,  relating  to  the  damage  will  be  incurred.  Expense  of  owner's 
superintendents,  Lloyd's  surveyors,  and  others,  all  in  connection  with 
the  damage.  The  average  adjuster  will  make  up  his  account  apportion- 
ing the  expenses  as  between  the  underwriters  and  the  owner's  insur- 
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ance  fund  (if  the  owner  has  accepted  a  proportion  and  not  fully  insured 
with  underwriters),  and  he  will  also  show  what  proportion  of  the  various 
expenses  accounts  submitted  should  not  be  charged  against  the  damage 
at  all.  He  will  show  the  proportions  to  be  contributed  by  the  various 
underwriters  and,  in  certain  cases,  what  proportion  the  underwriters 
of  the  cargo  will  bear.  It  does  not  follow  that  the  claim  will  be 
admitted  as  made  up  by  the  adjuster,  but  generally,  excepting  very 
unusual  and  complicated  cases,  the  average  adjuster  will  not  be  far 
out,  and,  pending  agreement,  the  books  may  be  written  up  on  the 
basis  of  his  account — the  Average  or  Damage  Account  being  debited 
with  amounts  shown  as  payable  by  underwriters,  and  if,  as  I  have  said, 
the  owner  has  accepted  part  of  the  risk  as  against  his  insurance  fund, 
the  proportion  shown  will  be  so  charged.  If  the  cargo  has  suffered 
damage,  the  amount  payable  by  the  underw^riters  will  be  charged  to 
the  Average  Account  and  credited  to  the  cargo  owners.  On  final 
settlement  any  difference  will  be  transferred  to  a  Suspense  Account, 
and  the  balance  of  the  Suspense  Account,  the  cumulative  result  of 
possibly  a  number  of  cases,  will  be  written  off  to  Profit  and  Loss  Account 
at  the  end  of  the  financial  period.  In  the  Balance  Sheet  all  disburse- 
ments on  Average  Accounts  remaining  unsettled  will  appear  as  disburse- 
ments considered  recoverable  from  underwriters.  It  is  usually  the 
case  when  heavy  expenditure  is  incurred  in  connection  with  a  Damage 
Account  that  underwriters  will  advance  sums  to  the  owners  on  account, 
pending  settlement.  All  repair  accounts  generally  should  be  passed 
by  the  owner's  superintendent  engineer  and  no  account  paid  until 
so  authorised. 

Periodically,  steamers  are  surveyed  by  the  Surveyors  appointed 
for  that  purpose  by  the  underwriting  associations,  and  at  certain 
surveys  it  is  recognised  that  heavy  repairs  will  be  incurred  in  order 
that  the  vessel  may  retain  her  classification,  or,  in  other  words,  her 
standard  of  stability.  It  is  quite  usual  to  set  aside  out  of  profits  sums 
to  meet  this  expenditure,  a  Classification  Reserve  Account  being 
created.  With  the  assistance  of  the  superintending  engineer,  who 
will  be  conversant  with  the  condition  of  the  vessel  or  vessels,  the 
amount  of  expenditure  on  forthcoming  surveys  can  be  estimated 
approximately  well  in  advance.  Generally,  classification  repairs  are 
not  dealt  with  in  the  Voyage  Accounts,  but  in  the  Profit  and  Loss 
Account  as  indicated. 

S up evintende fit's  Charges. — The  managers  or  managing  owners  of 
a  line  of  steamers  employ  their  own  marine  superintendent — or  ship's 
husband,  to  use  an  old  term — and  a  superintendent  engineer,  to  whom 
they  on  their  own  account  pay  fixed  salaries.  They  have  the  right 
to  charge  each  vessel  at  a  given  rate  per  annum  to  recoup  their  expendi- 
ture. In  other  cases  professional  consulting  engineers  are  employed, 
and  their  fees,  which  take  the  form  of  fixed  annual  sums,  are  charged 
to  the  voyages  on  the  basis  of  the  time  occupied  by  each  voyage,  an 
Intermediate  Account  for  superintendence  being  used  as  in  the  case 
of  insurance. 

Management  Remuneration  will  be  fixed  by  the  management  agree- 
ment and  generally  takes  the  form  of  a  commission,  certain  brokerages, 
and  a  fixed  salary  per  steamer.     On  the  formation  of  a  shipping 
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company  certain  individuals  interested  in  the  promotion  will  reserve  to 
themselves  the  management  rights,  which  are  embodied  in  a  manage- 
ment agreement.  Generally,  the  terms  are  2h  per  cent,  on  gross 
earnings  of  each  vessel,  or  5  per  cent.,  if  on  time  charter,  and  one-third 
of  5  per  cent,  brokerage. 

A  fixed  salar\^  of,  say,  £250  per  steamer  per  annum  will  also  be 
provided  for  to  cover  rent  of  offices  and  clerks'  salaries,  the  managers 
providing  office  accommodation  and  clerical  assistance.  The  agree- 
ment may  also  provide  for  the  payment  to  the  managers  of  the  insur- 
ance discounts.  In  the  event  of  the  purchase  or  sale  of  a  steamer 
I  per  cent,  commission  on  the  sum  involved  may  be  stipulated,  but 
this  is  not  a  general  provision.  The  treatment  of  this  remuneration 
in  the  books  is  fairly  obvious,  the  commission  and  brokerage  will  be 
charged  through  the  Working  Journal  against  the  voyage  to  which  it 
applies,  and  the  fixed  annual  charge  will  be  apportioned  according  to 
the  length  of  the  voyage.  If  the  insurance  discounts  are  taken,  the 
gross  premiums  will  then  fall  to  be  apportioned  or  charged  to  the 
voyages,  and,  as  regards  commission  on  purchase  or  sale  of  vessels, 
these  do  not  concern  the  Voyage  Accounts  at  all  but  increase  or  reduce 
the  amount  paid  or  realised  ;  as  before  indicated,  they  are  of  a  capital 
nature. 

I  think,  gentlemen,  that  I  have  now  fairly  covered  the  ground  of 
the  everyday  transactions  met  with  in  connection  with  Shipping 
Accounts.  As  I  indicated  at  the  outset,  it  is  impossible  to  deal  with 
the  whole  subject,  even  of  the  particular  class  of  business  transacted 
at  our  local  ports,  within  the  scope  of  a  single  paper ;  the  particular 
requirements  of  the  general  cargo  business  I  have  not  found  space 
more  than  to  touch  upon,  but  I  shall  hope  to  have  made  myself 
sufficiently  intelligible  to  arouse  something  of  the  interest  which  I, 
personally,  have  found  in  the  subject,  and  even  to  have  been  of  some 
little  use  to  those  who  may  be  complete  strangers  to  this  branch  of 
our  professional  work  by  indicating  what  they  may  expect  to  meet 
with  if  called  upon  to  undertake  it. 

There  is  with  every  Britisher  a  more  or  less  latent  interest  in  the 
sea,  and  although  there  may  be  nothing  particularly  romantic  about 
the  accounts,  still  something  of  the  romance  of  the  sea  is  to  be  found 
in  dealing  with  the  matters  that  lead  up  to  them.  If  nothing  else, 
there  will  be  gained  a  greater  appreciation  of  the  importance  of  our 
mercantile  marine  and  its  vital  necessity  to  us  as  a  nation,  and,  further, 
a  better  appreciation  of  the  work  and  the  lives  of  those  who  form  its 
personnel.    I  thank  you,  gentlemen,  for  your  attention. 


Printed  and  Published  by  Gee  &  Co.  (Publishers)  Ltd.,  14  Queen  Victoria  Street,  London,  E.C.4. 
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The   Grammar  of   Law.— II. 

By    Donald    Mackay,  B.L. 

In  the  following  article  Mr.  Mackay  shows  how  the  inter- 
pretation of  the  law  is  affected  by  various  influences,  such  as 
the  peculiar  circumstances  of  a  case,  the  customs  and  social 
habits  of  the  timCy  and  the  individual  rights  and  obligations 
of  the  parties. 

2 . — Development. 

The  expression  Law  implies  a  lawgiver,  some  supreme  political 
authorit)^  who  is  at  the  head  of  the  State,  city,  or  other  political  unit. 
In  fact,  one  school  of  jurists  defines  law  as  the  expression  of  the  will 
of  a  sovereign  authority,  but  this  has  to  be  understood  in  the  sense  that 
not  only  is  it  the  conscious  expression  of  such  will,  but  that  it  has 
recognised  and  adopted,  either  expressly  or  by  implication,  the  common 
law  and  the  customs  out  of  which  the  common  law  grew,  even  though 
such  customs  were  in  existence  before  the  creation  of  a  supreme  political 
authority.  Many  legal  conceptions  are  historically  older  than  the  inter- 
vention of  the  State.  It  is  thus  not  quite  accurate  to  regard 
law  merely  as  that  which  the  State  wills.  "  Law  is  enforced 
"  by  the  State  because  it  is  law,  it  is  not  law  merely  because  the  State 
"  enforces  it."  Nevertheless,  to  th':>  modern  mind  (be  law  practicall}" 
means  the  command  of  the  State. 

As  already  pointed  out,  the  two  chief  factors  in  the  growth  of  law- 
are  the  legislator  and  the  judge;  the  governing  autliority  amends  and 
alters  the  laws,  the  judge  interprets  them.  Interpretation  is  the  process 
of  fixing  the  application  of  legal  principles  in  concrete  cases. 

Generally  speaking,  in  interpreting  a  statute,  the  first  dut\-  of  the 
judge  is  to  ascertain  and  give  effect  to  the  plain  meaning  of  the  enact- 
ment, but  even  here  the  process  of  interpretation  may  operate  in  the 
wa\  of  making  new;  law,  for  it  is  always  open  to  the  judge,  in  cases 
wher(^  the  statute  is  susceptible  of  different  readings,  to  give  a  narrow- 
intcrnreration  or  a  liberal  interpretation  ;  whether  he  adopts  one  course  or 
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the  other,  depends  on  how  the  purpose  of  the  statute  appears  to  him  to 
fit  in  with  the  rommon  law,  prevailing  pubHc  sentiment,  and  his  own 
conceptions  of  justice  and  fair  play. 

It  is,  however,  in  interpreting  the  common  law  that  the  judge  appears 
more  frequently  as  the  maker  of  new  law.  Customs  change  from  time 
to  time  according  to  the  social  habits  of  the  people.  These  influence 
judicial  opinion  which  is  reflected  in  the  decisions  of  ihr  Courts,  also 
the  leaders  of  public  opinion  and  the  writers  of  text-books  on  law,  politi- 
cal economy  and  ethics  are  continually  pointing  out  defects  in  legal 
principles  and  administration.  These  criticisms  have,  from  etYcct  on 
the  Courts  and  in  course  of  time,  influenced  the  decisions  of  the 
judges. 

In  this  respect,  what  is  termed  Precedent  plays  an  important  part  in 
British  law.  The  decisions  of  superior  courts,  and  the  reasons  given 
for  them,  are  treated  as  authoritative  ;  are,  in  fact,  treated  as  in  them- 
selves laws.  Subsequent  cases  are  influenced  by  these  prior  judgments 
or  precedents,  which  being  to  a  certain  extent  applied  lo  a  new  variety 
of  facts,  create  fresh  precedents,  and  thus  the  original  rule  is  gradually 
more  and  more  affected.  This  is  not  a  matter  for  surprise,  for  no 
general  rule  can  anticipate  all  possible  questions. 

An  important  branch  of  law  is  procedure,  i.e.  the  rules  accord- 
ing to  which  cases  are  tried,  and  the  parties  given  an  opportunity  of 
placing  their  respective  sides  of  the  case  before  the  judge.  The  task 
of  framing  rules  of  procedure  is  naturally  left  to  the  judgf>.  and  they 
are  amended  from  time  to  time  as  experience  shows  what  improvements 
are  required.  Procedure  rules  are  not  mere  formalits  ,  the\  art'  valuable 
apart  from  the  general  law,  for,  as  we  have  pointed  out,  law  depends  on 
the  Courts  for  its  enforcement,  and  its  value  and  the  respect  which  it 
commands  depend  upon  the  facility  with  which  its  rules  and  principles 
may  be  made  effectual  in  a  Court  (jf  Justice.  The  rules  of  procedure 
guide  the  subject  on  seeking  the  aid  of  the  (Courts,  and  regulate  the 
powers  and  discretion  of  the  Court  itself. 

3. — Definition  of  Terms. 

Persons  and  Things. 

Two  main  objectives  of  law  are  persons  and  things.  The  person  may 
be  a  natural  person,  i.e.  an  individual  human  being,  or  an  artificial 
person  like  a  company,  municipality,  or  a  society.  Thus  a  legal  person 
may  be  defined  as  a  human  being,  or  an  aggregate  body  of  human 
beings,  looked  upon  as  a  subject  of  law.  Such  a  person  is  entitled  to  the 
rights,  and  liable  for  the  duties  of  the  system  of  law  under  which  he 
lives.  Law  is  only  concerned  with  persons  as  the  subject  of  rights  and 
duties.  Both  the  natural  and  the  artificial  person  may  be  incapacitated 
from  exercising  their  complete  1(  j^al  rights.  In  the  case  of  the  former, 
this  may  be  due  to  age,  mental  condition,  sex,  or  special  legal  restric- 
tion, e.g.  bankruptcy.  In  the  case  of  the  artificial  person,  its  actions 
may  be  limited  by  its  constitution,  or  the  terms  of  the  trust  which  it  is 
fulfilling,  or  by  special  statutoi-\  limitation. 

Like  persons,  things  mav  be  understood  in  the  natural  meaning  of  that 
word,  namelv,  phvsical  substances,  l)ut  there  is  a  legal  conception  of  the 
term  "  thing,"  wherebv  it  is  extended  to   non-physical  or  incorporeal 
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things.  Thus  a  share  in  an  inheritance,  or  a  partnership,  or  a  com- 
pany, has  no  physical  existence,  but  it  is  a  thing  which  is  capable  of  being 
assigned  and  transferred  from  one  party  to  another,  just  as  actual  goods 
are.  A  comprehensi\<>  definition  of  "  Thing  "  is  any  matter  in  regard 
to  which  legal  rights  and  duties  may  arise.  Things  in  any  sense  of  the 
term  have  no  place  in  law  except  in  relation  to  persons. 

Both  in  regard  to  person  and  thing,  a  point  to  be  noted  is  that 
their  legal  meaning  is  considerably  wider  than  the  popular  one. 

Rights  and  Obligations. 

Each  member  of  a  community  has  the  privilege  of  invoking  the  aid  of 
th€  supreme  authority  of  the  State  for  the  purpose  of  securing  and 
enforcing  his  legitimate  actions.  This  privilege  is  his  right  under  the 
law.  The  occasion  for  resorting  to -the  supreme  authority  may  arise  in 
various  ways.  First  :  In  regard  to  his  personal  liberty,  the  protection  of 
his  life.  Second :  As  regards  ownership  of  property  which  he  may 
acquire.  Third :  As  to  his  rights  under  contracts  which  he  may  make ; 
and  fourth,  as  to  redress  of  wrongs  done  to  him. 

These  rights  create  corresponding  obligations.  Thus,  as  regards 
liberty  of  the  person,  there  is  implied  a  corresponding  restraint  in 
others.  In  the  case  of  ownership  of  property,  the  corresponding  obli- 
gation is  to  abstain  from  interfering  with  what  belongs  to  recognised 
owners  ;  in  contracts,  what  the  one  party  is  entitled  to,  the  other  is 
obliged  to  give ;  and  as  regards  claims  of  redress  or  damages,  the  obliga- 
tion rests  on  the  party  against  whom  they  are  directed. 

It  is  clear  from  the  reciprocal  nature  of  rights  and  obligations  that  all 
rights  accorded  to  one  person  imply  a  restriction  upon  the  freedom  of 
others;  it  follows  that  as  one  man's  rights  are  extended,  another's  are 
necessarily  contracted.  Here  we  touch  on  the  great  problem  of  political 
science ;  what  amount  of  restriction  upon  the  liberty  of  each  tends  to 
secure  the  greatest  aggregate  amount  of  liberty  for  all. 

Acts  and  Events. 

These  are  two  great  categories  of  the  law  w^hich  require  consideration 
in  connection  with  rights  and  duties.  Things  are  brought  into  relation 
with  persons,  and  persons  with  each  other,  thereby  causing  rights  and 
obligations  to  arise,  by  events  and  acts.  The  distinction  between  them 
is  far-reaching,  and  one  which  should  be  constantly  borne  in  mind.  A 
legal  act  is  voluntary,  implying  will  power  and  the  consent  of  the  doer. 
If  the  will  and  consent  are  absent,  it  is  not  in  law  an  act,  but  an  event. 
Acts  are  the  result  of  human  volition ;  events  are  what  happen  inde- 
pendently of  the  will  of  the  party,  (a)  by  natural  action,  (b)  by  force  of 
law.  Thus  death  is  an  event,  intestacy  giving  rise  to  a  fixed  legal  order 
of  succession  is  an  event;  succession,  according  to  will,  is  an  act  result- 
ing from  the  intention  of  the  deceased. 

Acts  may  be  unilateral  as  in  the  case  of  a  will,  a  promise,  a  guarantee, 
a  gift;  or  bilateral,  as  in  the  case  of  a  contract,  in  which  case  a  joint 
consent  is  necessary. 

It  is  a  general  presumption  that  persons  consent  to  what  they  do,  and 
that  they  realise,  at  least  in  their  immediate  effects,  the  consequences  of 
their  actions.  In  certain  cases,  however,  law  permits  of  exceptions  to  the 
presumption.    The  chief  of  these  are  :  First,  in  respect  of  age,  a  person 

651 


The  Accountants*  Journal. 


in  the  early  years  of  infancy  is  deemed  incapable  of  forming  an  inten- 
tion. What  that  age  is  varies  according  to  the  laws  of  different  coun- 
tries. Second :  An  insane  person  is  deemed  incapable  of  having  an 
intention  of  giving  consent,  and  in  certain  circumstances  other  states 
of  mind,  such  as  that  implied  in  drunkenness  and  in  excessive  passion, 
have  been  held  to  repel  the  presumptions  of  voluntariness  and  intention. 
Third  :  Consent,  induced  by  error,  force  or  fraud  is  deemed  not  to  have 
been  voluntarily  given  ;  owing  to  the  deception  practised,  the  act  is  held 
not  to  be  intentional.  Fourth  :  Ignorance.  There  is  a  general  presump- 
tion that  everyone  knows  the  law,  but  that  is  a  general  rule  adapted  for 
the  practical  purpose  of  the  better  administration  of  the  law,  for  if 
ignorance  of  the  law  were  accepted  as  an  excuse,  there  would  be  no  end 
to  the  work  of  the  Courts.  Nevertheless,  the  law  recognises  that  the 
general  rule  may  operate  harshly,  and  it  is  a  well-known  part  of  judicial 
discretion  to  take  notice  of  the  circumstances  and  disadvantages  which 
might  excuse  ignorance  of  the  law,  and  to  modify  penalties  or  damages 
accordingly.  Fifth  :  Accident.  This  is  a  term  denoting  the  absence  of 
intention.  It  is  a  quite  stateable  defence  in  law,  when  a  person  is 
alleged  to  have  injured  another,  to  aver  that  there  was  an  entire 
absence  of  fault  on  the  part  of  the  defendant,  that  the  occurrence  was  a 
pure  accident. 

The  law  has  found  it  necessary  to  prescribe  certain  methods  of  ascer- 
taining intention.  In  old  times  acts  were  hedged  around  with  much 
formalitA-,  the  design  being  to  emphasise  their  importance.  The  modern 
tendencv  is  averse  to  formality,  and  seeks  to  arrive  at  the  actual  intention 
by  any  competent  means  for  ascertaining  it.  In  certain  cases  yet  consent 
must  be  evidenced  in  a  formal  prescribed  way. 

An  act  in  law  implies  its  legal  consequences,  whether  the  doer  intended 
these  or  not.  It  is  a  difificult  question  how  far  this  responsibility- 
extends,  but  the  general  rule  is  that  the  doer  of  an  act  is  liable  for  its 
natural  ami  ])nil);i'()'<'  mi  f;ir  as  ;i  rcrison.-ihle  man  in  his  place,  and 
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The  Fundamentals  of  Accountancy. — XI. 


By  Lawrence  R.  Dicksee,  M.Com.,  F.C.A. 

(Sir  Ernest  Cassel  Professor  of  Accountancy  and  Business  Methods  in 
the  University  of  London). 

The  function  of  auditors  is  to  examine  the  accounts 
placed  before  them  by  accounting  parties,  in  the  light  of  the 
evidence  available,  to  arrive  at  a  definite  conclusion  as  the 
result  of  such  inquiry,  and  to  report  the  result  of  that  con- 
clusion to  those  by  whom  they  are  appointed. In  these 
words  Professor  Dicksee  sums  up  the  general  functions  and 
duties  of  auditors,  which  are  discussed  in  the  following 
chapter . 

XLIX.— The  Principles  of  Auditing. 

In  early  days,  when  education  was  the  possession  of  the  few  rather 
than  the  many,  it  was  the  custom  for  slaves  who  had  been  engaged 
upon  their  master's  affairs  to  report  verbally  at  frequent  convenient 
intervals  to  "  clerks,"  or  "  scribes,"  w^ho  then  placed  their  transactions 
upon  record.  As  the  word  naturally  implies,  these  clerks  or  scribes  were 
in  fact  the  original  "  auditors."  Their  function  was  to  ascertain  by 
hearing  what  had  been  done  by  persons  liable  to  account,  and  to  report 
accordingly  to  those  by  whom  they  were  employed.  So  long  as  the 
**  clerks  "  (or  auditors)  vi^ere  an  entirely  separate  body  from  the 
accounting  parties,  the  system  doubtless  worked  well  enough,  more 
especialh'  when  we  bear  in  mind  that  they  doubtless  belonged  to  entirely 
different  classes,  so  that  collusion  between  the  workers  and  the  "  clerks  " 
was  practically  out  of  the  question.  But  with  the  advance  of  education 
and  the  decline  of  slavery,  the  tendency  would  naturally  be  for  this  very 
necessary  barrier  to  be  broken  down.  In  theory  at  least  {vide  Section 
IV)  the  Accountant  is  supposed»to  keep  himself  entirely  separate  from 
the  practical  or  operative  workers  ;  but  in  practice  all  duties  in  connection 
with  the  handling  of  Cash  seem  to  have  been  transferred  from  the  latter 
to  the  former,  with  the  result  that  there  was  no  re^'ision  of  the  trans- 
actions of  accounting  parties  just  at  that  point  where  they  were  most 
vulnerable.  With  the  recognition  of  this  fact  dawned  the  appreciation 
for  the  need  of  something  in  the  nature  of  a  super-auditor,  thus  giving 
rise  to  Auditors  in  the  modern  acceptation  of  the  term. 

L — -Auditors. 

An  audit,  in  the  modern  sense  of  the  term,  is  an  examination  of 
accounts  conducted  by  (or  on  behalf  of)  those  having  a  proprietary  interest 
in  the  undertaking.  Assuming  the  proprietors  to  be  possessed  of  the 
necessary  skill,  and  to  have  the  required  time  at  their  disposal,  there 
is,  of  course,  no  reason  whatever  why  they  should  not  undertake  the 
audit  for  themselves ;  but  although  many  business  and  professional  men 
still  profess  to  audit  their  own  accounts,  it  is  doubtful  whether  many  of 
them  possess  either  of  the  required  qualifications.  Again,  if  the  pro- 
prietors are  at  all  numerous,  a  joint  audit  undertaken  by  them  all  must 
necessarily  be  a  very  cumbersome  and  lengthy  affair,  involving  inci- 
dentally a  deplorable  waste  of  time.    Hence  we  find  that  practically  from 
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the  first  it  was  customary  for  the  proprietors  of  a  company  (the  share- 
holders) to  appoint  a  icw  of  their  number  as  a  sort  of  Audit  Committee, 
to  conduct  the  required  inquiry  on  behalf  of  all.  The  original  "  Table 
A  "  appended  to  the  Companies  Act,  1862  (Articles  83  to  94  inclusive), 
provided  for  such  an  audit,  and  empowered  the  Auditors,  at  the  expense 
of  the  company,  to  employ  accountants  or  other  persons  to  assist  them 
in  investigating  the  accounts.  Until  about  30  years  ago  it  was  custom- 
ary for  the  Private  Act  incorporating  a  parliamentary  company  to 
stipulate  that  its  Auditors  must  be  members  of  the  company,  but  this 
provision  is  rarely  to  be  found  in  Acts  of  Parliament  since  1890,  With 
the  growth  of  the  accountancy  profession  it  has  become  the  usual 
practice  to  employ  professional  accountants  as  Auditors  of  companies, 
although  there  is  still  nothing  whatever  to  prevent  persons  who  have 
no  professional  qualifications  from  being  so  employed. 

LI. — The  Functions  of  Auditors. 

Where  an  Auditor  is  employed  in  pursuance  of  a  statutory  provision, 
his  duties  are  defined  by  statute.  In  other  cases,  his  duties  are  deter- 
mined by  the  contract  of  his  appointment,  whatever  its  precise  terms 
may  be.  But  it  is,  to  say  the  least  of  it,  arguable  that  a  definite  mean- 
ing has  now  crystallised  around  the  words  "  Audit  "  and  "  Auditor,"  and 
that  accordingly  when  these  terms  are  employed  there  is  an  implied 
undertaking  upon  the  part  of  the  Auditor  to  do  all  such  things  as  are 
usual,  or  necessary,  in  the  circumstances  of  that  particular  case.  Accord- 
ingly, where  an  Auditor  is  employed  under  a  special  contract,  and  the 
arrangement  does  not  provide  for  what  may  be  termed  a  complete  audit, 
it  is  most  dt'sirablf  in  the  interests  of  all  parties  that  the  terms  of  the 
contract  should  Ix-  explicitly  defined.  This  aspect  of  the  matter  is 
further  discussed  in  Section  XII. 

The  function  of  Auditors  is  to  examine  the  accounts  placed  before  them 
by  accounting  parties  in  the  light  of  the  evidence  available,  to  arrive  at  a 
definite  conclusion  as  the  result  of  such  inquiry,  and  to  report  the  result 
of  that  conclusion  to  those  by  whom  tliey  are  appointed.  The  evidence 
may  be  documentary  or  oral,  and  in  almost  every  case  will  be  partly 
one  and  partlv  the  other.  An  audit  is  thus  essentially  a  matter  of  sift- 
ing evidence,  and  arriving  at  a  conclusion  as  a  result  of  the  evidence. 
The  functions  of  an  Auditor  are  accordingly  quasi-judicial.  The  Auditor's 
report,  v^-hich  should  be  wholly  in  writing  and  all  comprised  in  the  same 
document,  should  state  whether  or  not  he  has  obtained  all  the  informa- 
tion and  explanations  he  has  required,  and  whether  in  his  opinion  the 
Balance  Sheet  referred  to  in  his  report  is  properly  drawn  up  so  as  to 
exhibit  a  true  .-md  correct  view  of  the  state  of  the  company's  afl"airs 
according  to  the  best  of  his  information  and  the'  explanations  given  to 
him,  and  as  shew  n  by  the  books  of  the  company.  The  Auditor's  report 
must  be  honest,  i.e.  he  must  not  report  that  which  he  does  not  believe  to 
be  true.  In  the  discharge  of  his  duties  the  Auditor  is  bound  to  bring  to 
bear  such  reasonable  care  and  skill  as  a  reasonably  careful  and  skil- 
ful auditor  would  do.  In  the  event  of  the  result  of  his  examination  being 
such  that  he  is  unable  to  report  affirmatively,  or  favourably,  upon  the 
lines  indicated  above,  it  becomes  his  duty  to  state  in  what  respects  he 
has  to  report  negatively,  or  unfavourably.  It  is  not  sufficient  to  attempt 
to  put  interested  parties  on  their  guard  by  suggestion  or  innuendo.  It 
is  the  dutv  of  the  Auditor  to  arrive  at  an  honest  opinion  as  the  result  of 
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his  inquiry,  and  frankly  to  place  that  opinion  in  writing  before  those 
by  whom  he  is  employed. 

LII. — The  Audit  of  Transactions. 

Under  this  heading,  it  is  the  dut>  of  the  Auditor  to  ascertain  that  the 
transactions  recorded  in  the  accounts  are  truly  and  correctly  recorded. 
Obviously,  there  are  limits  to  the  possibility  of  an  Auditor  detecting 
omissions,  but  it  has  been  well  said  that  "  the  Auditor  is  bound  to  know 
*'  everything  that  the  books  tell  him,  to  have  all  the  suspicions  that  the 
*'  books  suggest."  Taking  the  record  as  it  stands,  the  Auditor  must 
satisfy  himself,  as  far  as  possible  by  evidence  outside  the  accounts  them- 
selves, that  the  transactions  there  recorded  did  take  place,  and  where 
these  transactions  were  conducted  by  agents,  that  such  agents  were  acting 
within  the  scope  of  their  authority.  In  the  audit  of  companies,  it  is 
important  to  bear  in  mind  that  no  company  has  unlimited  powers,  and 
that  accordingly  no  company  can  authorise  any  of  its  agents  to  conduct 
transactions  which  are  beyond  the  power  of  (iiltrci  vires)  the  company. 
Hence  the  powers  of  a  company,  as  defined  by  its  Memorandum  and 
Articles  of  Association,  or  Private  Act,  as  the  case  may  be,  are  an  all- 
important  part  of  the  evidence  the  Auditor  has  to  consider. 

LIII.— The  Audit  of  Results. 

Individual  transactions,  properly  recorded,  build  up  into  consequent 
balances  upon  appropriate  Ledger  Accounts.  These  balances  mean  the 
results  of  the  transactions.  The  Auditor  must  not  rest  content  with  an 
examination  of  transactions  as  isolated  units,  but  must  further  examine 
their  combined  result  as  shown  in  the  Ledger  balances  which  the  Trial 
Balance  summarises.  In  particular  he  must  satisfy  himself  that,  in  the 
closing  of  the  accounts,  and  the  preparation  of  the  usual  Balance  Sheet, 
Profit  and  Loss  Account,  &c.,  the  proper  distinction  has  been  made 
between  Capital  and  Revenue,  and  that  (where  necessary)  further 
adjusting  entries  have  been  made  to  give  effect  to  all  continuous  or 
*'  imperceptible  "  transactions.  The  proprietors  of  a  private  under- 
taking have,  of  course,  the  power  to  make  whatever  Reserves  they  may 
think  necessary  for  future  contingencies,  and  the  Auditor  is  only 
concerned  to  the  extent  that  he  must  satisfy  himself  that  the  Reserves 
that  they  have  made  are,  in  his  opinion,  sufficient.  In  the  case  of  a 
company,  almost  certainly  similar  powers  are  given  to  the  Directors  by 
its  constitution,  in  which  case  the  Directors  have  power  to  create 
*'  internal  "  or  *'  secret  "  Reserves  (vide  Paragraph  XLVTTI).  It  has 
been  held,  however,  that  it  is  ultrd  vires  for  a  company  by  its  regulations 
to  attempt  to  interfere  with  an  Auditor's  statutory  power  of  reporting  to 
the  members  of  the  company  as  fully  as  in  his  opinion  circumstances 
make  desirable.  If,  therefore,  in  the  opinion  of  the  Auditor,  it  is  against 
the  interests  of  the  company,  as  distinct  from  the  interests  of  the  Direc- 
tors or  of  individual  shareholders,  that  the  extent  or  nature  or  existence 
of  these  internal  Reserves  should  remain  secret,  it  , becomes  his  duty  to 
disclose  in  his  report  that  which  in  his  opinion  ought  to  be  disclosed.  This 
dictum  should  not  be  strained  too  far  ;^  but  it  clearly  applies  in  cases 
where  the  undisclosed  reserves  have  been  applied  by  the  Directors  in  an 
undesirable  or  improper  way,  for  in  the  nature  of  things,  undisclosed 
Reserves  having  been  removed  from  the  accounts,  it  follows  that  the 
accounts  will  not  show  their  subsequent  application  or  allocation,  unless 
of  course  those  responsible  for  the  preparation  of  the  accounts  expressly 
desire  that  they  should  do  so. 
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By  Andrew  Binnie,  F.C.A..  C.A. 

The  articles  relating  to  matters  common  to  all  audits  are 
completed  by  the  following  contribution.  The  remaining 
articles  of  the  series  will  be  devoted  to  a  consideration  of 
special  points  arising  under  different  classes  of  audits. 

Foreign  Exchange. — An  actual  realised  difference  in  exchange  can  onlv 
arise  where  a  completed  exchange  has  been  made  in  cash  or  goods,  but  in 
raising  a  Balance  Sheet  foreign  moneys  have  to  be  brought  in  at  swme 
agreed  rate,  and  so  a  difference  in  exchange  arises.  The  original  prac- 
tice was  to  adjust  the  accounts  at  the  rate  prevailing  at  the  close  of  the 
year.  Where  exchanges  were  unstable,  this  led  to  such  large  differences 
of  exchange  as  to  obscure  the  true  result  of  the  trading,  and  the  prac- 
tice was  adopted  of  converting  at  the  average  rate  of  the  trader's  own 
remittan(>es  throughout  the  year.  The  difference  arising  on  conversion 
may  be  attributable  partly  to  Capital  and  partly  to  Income,  and  should 
be  charged  proportionately,  but  this  is  a  refinement  which  is  not 
invariably  followed. 

Fixed  assets  are  retained  at  the  original  rate  at  which  converted.  Anv 
actual  gain  or  loss  could  only  arise  on  realisation,  and  would  be  a 
gain  or  loss  of  Capital.  The  floating  assets  should  be  converted  at  the 
average  rate. 

Minutes. — The  minutes  of  the  meetings  of  directors  should  be  read,  so 
as  to  see  that  all  matters  affecting  the  accounts  as  settled  by  a 
properly  constituted  quorum  of  the  directors  have  been  duly  dealt  with. 

NoTK. — One  cannot  constitute  a  quorum.  A  director  who  is  pre- 
cluded from  voting  by  reason  of  a  personal  interest  in  the  matters 
under  consideration  must  not  be  reckoned  as  present  for  the  purpose  of 
making  a  quorum. 

Share  Certificates  and  Transfers. — The  auditor  is  not  concerned  with 
the  rights  of  individual  shareholders,  but  he  is  frequently  employed  at  a 
special  remuneration  to  check  all  the  work  relating  to  transfers  and 
share  certificates  prior  to  each  board  mieeting.  In  any  case,  a  list  of  the 
shareholders  should  be  taken  out  and  agreed  with  the  share  capital  at 
the  date  of  the  Balance  Sheet,  but  in  important  matters  it  is  preferable 
that  the  work  be  checked  thoroughly  at  least  on(^  a  month  by  s])ecial 
arrangement. 

Private  Companies. — According  to  a  recent  decision  an  informality 
in  the  procedure  of  private  companies  does  not  necessarily  invalidate  the 
proceedings.  As  for  example,  business  which  should  have  been  carried 
out  at  a  meeting  being  carried  out  at  a  directors'  meeting,  the  directors 
being  the  only  shareholders,  and  all  being  present.  An  allotment  of 
shares  made  at  the  statutory  meeting  of  shareholders  instead  of  at  a 
board  meeting  would  presurnably  be  held  to  be  good,  the  directors  and 
shareholders  being  the  same  persons,  and  all  being  present. 

Objects  of  Company. — The  auditor  should  see  that  to  the  best  of  his 
judgment  the  transactions  generally  are  within  the  objects  of  the  com- 
pany as  defined  in  the  memorandum   of  association,   and  within  the 
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powers  of  the  directors  as  defined  by  the  articles  of  association.  If  in 
doubt,  legal  opinion  should  be  taken. 

The  Balance  SJieet. — The  suggestions  made  in  "  Audit  Programmes 
and  Procedure  "  having  been  carried  out,  and  the  component  parts  of 
the  Balance  Sheet  sufficiently  tested  and  sifted,  the  only  question  remain- 
ing is  the  marshalling  of  the  Balance  Sheet  items.  In  England,  contrary 
to  the  practice  in  Scotland  and  on  the  Continent,  the  custom  is  to  set 
out  the  Share  Capital  and  Liabilities  on  the  left-hand  or  Dr.  side  of  the 
Balance  Sheet,  and  the  Assets  on  the  right-hand  or  Cr.  side.  At  one 
time  the  practice  was  to  insert  the  words  "  Share  Capital  and  Liabilities  " 
as  a  heading  on  the  Dr.  side,  and  "  Assets  "  on  the  other.  To  those 
who  were  aware  of  the  time-honoured  bookkeeping  distinction  between 
real  and  nominal  assets  the  headings  presented  no  diflficult\\  As,  how- 
ever. Liabilities  include  what  are  only  nominal  liabilities,  such  as  the 
apportionment  of  expenses  paid  in  advance,  and  as  the  assets  may  include 
not  only  nominal  assets,  but  even  a  debit  to  Profit  and  Loss  Account,  the 
headings  are  seldom  inserted  nowadays.  The  Share  Capital  is  usually 
stated  first,  in  the  following  form  : — 

Authorised. 

1,000,000  Shares  of        each     ...       ...  p£J' 1,000,000 

Issued. 

500,000  Shares  of  £1  each  fully  paid  ;^5oo,ooo 

The  auditor  is  thus  able  to  see  at  a  glance  that  the  issued  Capital  does 
not  exceed  the  authorised.  (It  has  happened,  however,  that  a  Balance 
Sheet  in  this  form,  from  which  it  clearly  appeared  that  the  issued  Capital 
did  exceed  the  authorised  capital,  has  been  passed  without  comment  by 
the  Directors,  the  Auditor — an  amateur^ — and  the  shareholders.) 

The  liabilities  should  be  marshalled  in  som^definite  order,  for  example, 
the  order  in  which  they  rank  as  to  security.  On  the  "  Assets  "  or  Cr.  side, 
the  "  Assets  "  maybe  marshalled  in  the  order  in  which  they  are  considered 
to  be  realisable,  beginning  or  ending  with  "  Cash  in  hand."  By  a  con- 
vention, the  Profit  and  Loss  Account  balance  is  always  the  last  item  on 
whichever  side  of  the  Balance  Sheet  it  happens  to  be.  Where  sundry 
items  are  grouped  together  under  a  general  heading  in  the  Balance  Sheet, 
a  schedule  should  be  made  for  the  auditor's  use.  The  figures  in  the 
Balance  Sheet  and  accounts  should  be  compared  with  the  corresponding 
figures  of  the  previous  year  or  years,  and  if  there  be  any  striking  varia- 
tions, the  cause  should  be  ascertained. 

Note. — It  is  convenient  to  have  the  accounts  arranged  in  the  Private 

Ledger  in  the  order  in  which  they  appear  in  the  Balance  Sheet. 
Parliament  has  enacted  that  the  accounts  of  certain  undertakings,  includ- 
ing Railways  and  Tramways,  Gas  Companies,  Assurance  Companies, 
Electric  Lighting  Undertakings,  Building  and  Friendly  Societies,  shall 
be  presented  in  a  prescribed  form.  (See  articles  under  respective 
headings.) 

Auditors'  Report. — The  Companies  (Consolidation)  Act,  1908,  Section 
113,  provides  that — 

The  auditors  shall  make  a  report  to  the  shareholders  on  the  accounts 
examined  by  them,  and  on  every  Balance  Sheet  laid  before  the  company 
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in  general  meeting  during  their  tenure  of  office,  and  the  report  shall 
state- 
fa)  Whether  or  not  they  have  obtained  all  the  information  and  explana- 
tions they  have  required;  and 

(b)  Whether  in  their  opinion  the  Balance  Sheet  referred  to  in  the 
report  is  properly  drawn  up  so  as  to  exhibit  a  true  and  correct 
view  of  the  state  of  the  company's  affairs  according  to  the  best 
of  their  information  and  the  explanations  given  to  them,  and  as 
shown  by  the  books  of  the  t^ompanv. 

The  Balance  Sheet  shall  be  signed  on  behalf  of  the  Board  by  two  of 
the  directors  of  the  company,  or,  if  there  is  only  one  director,  by  that 
direcior,  and  the  auditors'  report  shall  be  attached  to  the  Balance  Sheet, 
or  there  shall  be  inserted  at  the  foot  of  the  Balance  Sheet  a  reference  tc 
the  report,  and  the  rej)ort  shall  be  read  before  the  company  in  general 
meeting,  and  shall  be  open  to  inspection  by  any  shareholder. 

Any  shareholder  shall  be  entitled  to  be  furnished  with  a  copy  of  the 
Balance  Sheet  and  Auditors'  Report  at  a  charge  not  exceeding  sixpence 
for  every  hundred  words. 

If  any  copv  of  a  Balance  Sheet  which  has  not  been  signed  as  required 
by  this  section  is  issued,  circulated  or  published,  or  if  any  copy  of  a 
Balance  Sheet  is  issued,  circulated  or  published  without  either  having  a 
copy  of  the  auditors'  report  attached  thereto  or  containing  such  refer- 
ence to  that  report  as  is  required  by  this  section,  the  company,  and  every 
director,  manager,  secretary,  or  other  officer  of  the  company  who  is 
knowingly  a  party  to  the  default,  shall  on  conviction  be  liable  to  a  fine 
not  exceeding  fifty  pounds. 

It  seems  almost  unnecessary  to  add  that  the  Balance  Sheet  and 
Accounts  issued  should  be  copies  of  those  to  which  the  auditors'  report 
has  actually  been  attached,  but  directors  have  been  known,  quite  in 
good  faith,  to  issue  a  summarised  form  of  Balance  Sheet  bearing  the 
auditors'  report,  although  the  report  itself  was  actually  attached  to  a 
detailed  Balance  Sheet. 

Note. — It  is  usual  to  mention  in  the  report  that  the  stock  on  hand  is  as 
taken  and  valued  by  the  company's  ofiicials. 

Quorum  a!  SJiareholders'  Meetings. — One  cannot  constitute  a  quorum. 
A  representative  shareholder  appointed  under  Section  68  of  the  Com- 
panies (Consolidation)  Act,  1908,  may  be  taken  into  account  in  forming 
a  quorum.    Re  Kelantan  Cocoanut  Estate,  Ltd.       Reduced  (64  S.J.  700). 

The  articles  relating  to  matters  common  to  all  audits  having  now  been 
completed,  the  remainder  of  the  series  will  be  restricted  to  a  considera- 
tion of  points  arising  in  various  classes  of  audits,  leaving  it  to  the  student 
to  compile  for  himself  a  complete  notebook  applicable  to  the  individual 
case.    (See  "  The  Note  Book  "  in  December  1920  issue.) 
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By  J.  H.  McCall.  F.S.A.A. 

//  has  been  shown  that  capital  expenditure  will  involve  a 
Corporation  in  certain  financial  difficulties  connected  with 
the  raising  of  necessary  moneys.  The  following  article  deals 
with  some  of  the  further  financial  problems  consequent  upon 
tlie  liability  of  the  Corporation  to  redeem  the  debt  created. 

The  Redemption  of  Debt. 

It  must  be  remembered  that  all  loans  must  be  redeemed  at  some 
definite  time.  There  are  various  ways  in  which  the  provision  for  redemp- 
tion may  be  made,  and  these  can  be  considered  from  the  standpoint  of 
their  relative  economic  merits.  In  all  cases  the  period  in  which  each 
loan  must  be  redeemed  or  during  which  its  redemption  must  be  provided 
for  is  given  in  the  sanction  authorising  the  loan.  Consequently,  as  each 
loan  is  raised,  a  liability  is  placed  upon  the  Corporation  which  must 
either  fall  upon  the  Revenue  Account  of  the  trading  undertakings  con- 
cerned, or  the  Rating  Funds. 

Sanction  Periods. 

Upon  application  of  the  Corporation,  the  proper  Government  Depart- 
ment concerned,  after  due  consideration,  will  sanction  the  amount  of 
money  which  may  be  raised  by  way  of  loan,  and  it  inserts,  as  a  condi- 
tion of  the  sanction,  the  period  in  which  the  loan  must  be  repaid  or  ade- 
quate provision  made  for  its  redemption.  This  period  may  be  a  long, 
one,  say  80  years,  or  a  short  one,  say  five  years,  and  generally  is  supposed 
to  have  some  relationship  to  the  probable  life  of  the  asset  or  works.  It  is 
assumed,  for  instance,  that  a  constructional  work  on  a  highway  may 
last  about  ten  years,  and  therefore  it  is  reasonable  to  make  the  actual 
ratepayers  for  the  next  ten  years  pay  one-tenth  of  such  cost.  When  we 
consider  what  is  involved  in  the  repayment  of  loans,  we  shall  be  able  to 
judge  how  far  this  argument  is  sound.  It  does  seem,  however,  that 
posterity  is  bound  to  pay  its  fair  share,  and  something  in  addition, 
which  is  varied  according  to  the  measure  of  financial  intelligence  of  the 
advisers  of  that  particular  Corporation.  If  this  is  true,  then  it  is  as  v^'ell 
to  consider  the  whole  question  of  loan  repayments  according  to  the 
different  methods — whether  we  are  financing  for  this  generation  or  the 
next. 

Stock  Redemption. 

The  issue  of  stock  is  a  method  of  borrowing  money  through  the 
medium  of  the  Money  Market  for  the  purposes  of  various  sanctions. 
The  money  is  amalgamated  and  carried  to  the  credit  of  a  Stock  Fund, 
which  can  be  applied  to  the  purposes  of  the  sanctions.  The  lenders  who 
contribute  to  the  stock  are  called  stock-holders.  The  stock  generally 
is  redeemable  after  a  certain  date,  and  must  be  redeemed  at  some  fixed 
future  date.  It  is  important  to  remember  that  this  date  of  redemption 
has  nothing  whatever  to  do  with  the  loan  sanction  periods  for  the  capital 
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works  to  which  the  proceeds  of  the  stock  issue  is  appHed.  The  Cor- 
poration borrows  from  stock-iiolders,  and  must  prepared  to  repay 
them  at  a  certain  date,  and  for  that  purpose  may  borrow,  if  it  has  the 
requisite  borrowing  power.  The  proceeds  of  the  stock  issue  are  carried 
to  a  Loans  Fund,  which  allocates  to  the  tradins^  undertakings  or  Rating 
Funds  moneys  which  may  be  borrow^ed  under  sanction.  The  undertaking 
or  fund  which  so  borrows  from  the  Loans  Fund  must  repay  such  amount 
borrowed  to  the  Loans  Fund  within  the  period  of  the  sanction.  For 
instance,  if  rhe  Corporation  raised  ;£j"5oo,ooo  stock  redeemable  in  20 
years,  and  applied  the  whole  of  such  issue  to  the  electricity  undertaking, 
for  purposes  which  were  sanctioned  with  a  25  years  period,  the  Elec- 
tricity Fund  would  repay,  by  the  Sinking  Fund  method,  an  annual  sum 
which  would,  with  its  accumulations  from  investments  at  a  certain  rate, 
be  sufficient  to  repay  such  sum  borrowed  at  the  end  of  25  years.  It  will 
be  seen  then  that  in  20  years  the  redemption  of  the  stock  would  have  to 
be  partly  met  out  of  fresh  borrowings.  It  is  not  intended  here  to  do 
more  than  point  out  tb.at  periods  for  repayments  of  loans  for  certain 
sanctions  have  nothing  w  hatever  to  do  with  the  date  of  redemption  stipu- 
lated for  stock  issues.  From  the  standpoint  of  loan  repayments,  the 
Stock  Loans  Fund  should  be  considered  as  a  lender  to  the  Corporation. 

Long  versus  Short  Terms. 

The  period  of  repayment  is  decided  by  the  Government  Department 
concerned;  but  it  is  usual  for  the  borrowing  Corporation  to  ask  the 
Ministry  concerned  to  allow  them  the  longest  period  possible.  This 
request  is  so  general  that  it  would  cause  considerable  surprise  to  many 
if  it  were  ever  questioned.  It  is  our  duty,  however,  to  question  it,  and 
ask  why  it  is  that  Corporations  ask  for  the  longest  terms.  I  think  we 
may  be  safe  in  assuming  that  long  terms  are  asked  for  mainly  because  the 
immediate  effect  upon  the  rates  is  lighter,  and  it  looks  cheaper.  It  will 
be  found  on  examination  that  the  longer  the  term  the  more  the  actual 
cash  that  is  extracted  from  the  ratepayers,  for  two  reasons  : — 

First,  the  lengthened  period  involves  larger  >ums  on  account  of  inter- 
est; and  secondh  ,  the  argument  has  a  pt-rniciuus  influence  inasmuch  as 
schemes  are  often  adopted  which,  if  present'd  in  their  true  colours,  would 
be  abandoned  as  financially  unsound. 

Apart  from  these  considerations,  the  long  term  and  the  short  term  are 
finam  ial  facioi'^  wliich  nni-i  !-<■  taken  into  i-onsideration  when  reviewing 
the  n  lati\»'  merits  of  the  methods  of  repayment. 

The  Methods  of  Repayment. 

(1)  The  InstalnK  iH  S\<tem,  by  equal  yearly  or  half->early  instalments 

of  prinripal,  with  interest  on  the  amouni  of  the  loan  outstanding 
from  tini<-  lo  lini*'. 

(2)  The  Annuity  System,  1)\  equal  yearly  or  half-yearly  sums  of  prin- 

cipal and  intert/st  (-omhined  throughout  the  loan  period. 

(3)  The  Sinking  I'und  System,  by  setting  a>ide  annually    a  sum  of 

money  to  accumulate  at  a  fixed  rate  of  compound  interest  to 
redeem  the  debt  within  the  period  prescribed  for  the  repayment 
of  such  debt. 

The  first  two  methods  are  adopted  in  relation  to  loans  borrowed  on 
mortgage,  and  the  third  one  is  the  method  adopted  for  the  redernption  of 
loans  applied  out  of  stock  issued  ;  but  there  is  no  reason  why  it  should 
not  as  a  method  be  adopted  for  the  redemption  of  mortgages,  although 
this  is  not  usual. 
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In  urdfi-  to  illustrate  tlu'  iinancial  ri'sulls  of  each  method  the  foilovs- 
iiig  statement  is  f^iven,  showing  the  repavment  of  a  loan  of  a  thousand 
pounds  borrowed  at  six  per  cent,  by  tht,'  various  metliods  and  for  variou> 
sanction  periods  : — 

Repayvteni  of  a  Loan  of  ^,'1,000  horroi^'i-J  al  '<  per  cent,  ar^d  '  Repaid 
zvithin  the  periods  slwivn .    Siiikiug  FiDid  acannnlating  at  3^  per  cent, 

Anxim.  .\N[)  'J'otai.  Cost. 


Sanction 
Period 

Instiilment  Method 
(annual  instalmenrs  and 
annual  interest' 

Aruinity  Method 
lyearly  pdyuients 
principal  and  interest) 

Sinking  Fund  Method 

(year  ly  rests.  S.  Fd. 
contributions  and  int. 
on  loan) 

Annudl 
cost 

Total 

COSl 

Annual 
cost 

Tosal 
cost 

Anriual 
cost 

Total 
cost 

£  £ 

£ 

£ 

r 

/ 

5  years  .. 

260  varying  to  112 

1,180 

237 

i,iS7 

246J 

1,232 

10  , 

160         „  106 

1.330 

136 

1.359 

145 

1,452 

20      „     . . 

no         „  53 

1,630 

87 

1,7+4 

95 

40      «     • . 

85         «  26^ 

2,230 

2,658 

72 

2,873 

It  will  be  seen  that  the  shorter  the  loan  period  the  heavier  the  annual 
charges,  but  when  it  is  considered  in  the  light  of  total  cost,  it  would 
seem  to  be  a  sounder  proposition  to  pay  slightly  more  each  year  for  the 
shorter  period.  It  will  be  noticed  that  the  cost  to  the  ratepayers  of 
works,  the  repayment  of  which  is  spread  over  40  years,  is  double  the 
burden  which  will  be  placed  upon  them  if  10  years  were  given.  The 
various  methods  are  shown  in  contrast.  The  fixed  instalment  method  is 
the  cheapest,  but  the  annual  charge  is  heavier  in  the  first  years,  and 
there  are  good  reasons  why  this  should  be  so  in  the  trading  undertaking. 

The  Annuity  System  is  the  one  generally  adopted  by  smaller  Corpora- 
tions on  accoimt  of  its  simplicity' ;  loans  are  taken  up  on  mortgage  to  be 
repaid  on  the  Annuity  System  during  the  exact  period  of  the  sanction. 

The  Sinking  Fund  System  is  more  complex ;  a  considerable  amount  of 
bookkeeping  is  entailed,  and  it  involves  the  investing  from  time  to  time 
of  the  accumulated  funds.  There  is  one  great  advantage  in  connection 
with  it  which  most  authorities  would  be  glad  to  avail  themselves  of  at 
the  present  time — that  of  providing  available  funds,  which,  instead  of 
being  invested  in  trustee  securities,  may  be  applied  to  fresh  capital 
purposes. 

The  w^ise  man  counts  the  cost  before  building  the  tower ;  municipalities 
build  first  without  regard  to  cost.  It  must  be  pointed  out,  however,  that 
without  recourse  to  borrowings  it  would  be  impossible  for  Corporations 
to  make  improvements  on  any  large  scale.  It  does  not  appear  tp  be 
sound  finance  to  borrow  for  every  conceivable  object  simply  because  it  is 
possible  to  obtain  a  sanction.  The  amounts  borrowed  are  frequently 
less  than  the  product  of  a  farthing  rate.  The  very  word  "  sanction  " 
seems  to  imply  to  some  minds  encouragement  and  permission  to  spend 
the  money.  It  would  seem  that  economy  must  follow  the  lines  of  first 
considering  the  cost,  the  relative  merits  of  each  purpose,  the  amount  of 
loan  required,  the  time  for  repayment,  and  the  method  to  be  adopted. 
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The  question  of  capital  does  not  relevantly  affect  Income 
Tax  except  in  regard  to  what  constitutes  a  charge  against 
capital  instead  of  revenue,  or  to  what  is  a  capital  profit  or  a 
trading  profit.  These  points  have  been  dealt  with.  For 
E.P,D.y  however y  the  matter  is  of  much  greater  importance, 
as  the  amount  of  the  liability  is  directly  affected  by  variations 
of  capital,  so  that  it  is  necessary  to  consider  capital  in  detail. 

Capital  and  E.P.D. 

In  the  first  place,  the  general  principle  is  that : — 

(a)  The  pre-war  standard  may  be  taken  as  a  percentage  on  the  capital 
in  lieu  of  the  profits  pre-war  standard  if  it  gives  a  larger  standard. 

(6)  Increase  of  capital  gives  a  reduction  of  assessable  profits  and 
decrease  an  increase. 

The  bases  of  the  above  are  : — 

(1)  The  average  capital  of  the  two  \ears  forming  the  pre-war  profits 
standard,  when  such  a  standard  is  adopted,  is  taken  as  the  pre-war 
standard  of  capital,  and  the  increases  or  decreases  in  the  Accounting 
Periods  calculated  on  that  pre-war  basis. 

(2)  When  a  percentage  standard  is  taken,  the  basis  is  such  percentage 
standard,  which  latter  is  based  on  the  capital  at  the  end  of  the  last  pre- 
war trading  year,  or  rather  as  at  the  commencement  of  the  first  Account- 
ing Period. 

Now,  in  the  case  of  a  business  which  was  not  in  existence  in  pr<'-vvar 
times  or  which  had  not  a  full  year's  pre-war  trading,  a  profits  standard 
does  not  apply,  and  a  percentage  standard  had  to  be  adoj)ted. 

The  191 5  Act  provided  that  the  percentage  standard  should  be  calcu- 
lated at  6  per  cent,  for  companies,  and  7  per  cent,  for  other  businesses. 
For  Accounting  Periods  ending  after  31st  December  1916,  the  latter 
became  8  per  (^ent.  It  should,  however,  be  noted  that,  where  there  is  no 
power  to  take  a  profits  standard  owing  to  lack  of  the  requisite  pre-war 
trading,  the  percentage  standard  is  calculated  at  the  rates  for  increased 
capital  given  below. 

For  Accounting  Periods  ending  after  31st  December  1916,  the  rates 
for  increased  capital  are  9  per  cent,  and  11  per  cent,  respectively,  and  for 
periods  ending  after  31st  December  1919  11  per  cent,  and  13  per  cent. 
For  the  latter  periods,  private  limited  companies  have  the  larger  rate. 
The  decreased  capital  rates  are  unaltered. 

Up  to  31st  December  i()i()  the  percentage  standard  for  a  business  with 
a  vear's  pre-war  e-.. ist<-n>  e  is  calculated  on  the  average  capital  during  each 
Accounting  Period  without  any  separate  allowances  for  increased  capital, 
but  with  periods  endin^!  nfter  that  dat<'  the  standard  is,  by  the  1920  Act, 
the  capital  of  the  first  trading  \ear,  and  the   allowance  for  increased 
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capital  inaclc.  Tlu'  c'lf<;cl  of  this  is  thai  (he  allowaiK <'  under  Scrii^  n 
26  (4)  of  liu'  Act  whoro  jjrofits  did  not  exceed  ^.'2,(j()o  is  iucrcasf-d. 

For  till  jx-riods  ending"  after  31st  l)<'cember  hjK)  ih*-  ^'2,(M)o  is  incrcas«-d 
to  ^,'4,000,  and  {hv  pre-\\"ar  standard  limit  from  ^'500  to  ^'j/kkj. 
Assume  that  th<-  profits  of  the  year  to  31st  Decemlx-r  i()2o  are  ^^3,^00, 
and  tile  percentage  standard  ^,780  with  capital  figures  as  follow  s  :  — 

I  St   Accounting    Period — 1915 —  ^f(),(JOo. 

,,    — 1920 — 15,000. 

Now,  the  profits  under  Section  2O  (4)  are  ajter  adjustment  for  variation 
of  capital,  so  that  the  allowance  in  the  above  example  would  be  ;£r274, 
arrived  at  as  follows  : — 

i 

Profits— 1920    3,800 

Less  Increased  capital  £9,000  at  13%    1,170 

2,630 

£• 

Less  P.W.S.  £6,000  at  13%   780 

Allowance   200 

Section  26  (4)— J  (4.000  -  2,630)  274 

  1,254 

60%)  1,376 

£825 


Under  the  procedure  for  periods  prior  to  1920  the  allowance  W'OuId  be 
calculated  by  taking  the  profits  before  allowing  for  increased  capital. 

The  calculation  of  caj^ital  is  covered  bv  the  folk)wing  provisions  :  — 

(1)  Assets  acquired  by  purchase  are  to  be  taken  at  cost  as  written  duw  n 
for  proper  wear  and  tear. 

(2)  Debtors  at  the  nominal  figures,  less  only  any  reduction  which  has 
actually  been  allowed  for  income-tax. 

(3)  Assets  not  acquired  by  purchase  are  to  be  taken  at  their  value  when 
they  become  assets. 

(4)  Where  shares  have  been  allotted  in  payment,  the  value  of  the 
shares  (i.e.  also  of  the  assets)  at  the  time  of  acquirement  by  the  company 
is  adopted,  except  that  no  part  of  such  shares  shall  be  treated  as  capital, 
in  so  far  as  it  relates  to  goodwill,  if  such  shares  are  allotted  to  the  late 
proprietor,  and  he  is  practically  the  sole  shareholder. 

(5)  Debts,  loans,  debentures,  and  other  liabilities  are  to  be  deducted. 

(6)  Investments  are  not  Excess  Profits  Duty  capital,  except  where  the 
company's  business  is  mainly  that  of  making  investments. 

Succession. 

A  limited  company  is  a  distinct  legal  entity,  so  that,  where  a  company  is 
liquidated  and  the  assets  acquired  by  another  company,  the  latter  com- 
pany can  base  its  capital  on  the  values  of  the  assets  w4ien  they  were 
acquired  from  the  old  company,  but  only  if  the  new  companv  adopts  a 
percentage  standard,  and  does  not  claim  the  old  company's  profits 
standard  as  being  a  succession.  Paragraph  5  of  Part  2  of  the  Fourth 
Schedule  to  the  19 15  Act  allows  a  successor  to  adopt  the  predecessor's 
profits  standard,  but  only  if  the  business  is  treated     as  if  the  trade  or 
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business  had  not  changed  ownership,"  in  which  case  the  new  company 
would  have  to  treat  its  capital  figures  as  they  would  have  been  treated 
for  Excess  Profits  Duty  if  the  old  company  had  continued. 

Assume  that  A.  Ltd.  was  taken  over  by  B.  Ltd.  at  ist  January  1920, 
and  that  the  capital  figures  were  as  follows  : — 

£ 

A.  Ltd.  at  ist  January  1920    ..       ..  25,000 

B.  Ltd.      „         „         H      ■  ■  60,000 

The  difference  is  due  to  improved  values.  A.  Ltd's.  pre-war  profits  and 
capital  are  as  follows  : — 

£  £ 

Profits  191 1    2,800  Capital,  January  191 1  20,000 

1912  3i6oo  1912  22,000 

1913  2,600  1913  16,000 

The  profits  standard  would  be  : — 

£ 

191 1  . .  . .  2,800 

1912    3,600 

2  )  6,400 

£3.200 

The  capital  standard  as  a  basis  for  increased  capital  would  be  : — 

£ 

1911    20,000 

1912    22,000 

2 )  42,000 
£2 1 ,000 

Now  it  would  be  open  to  the  new  company  to  be  treated  as  a  succession, 
arKi  the  allowances  would  be  as  follows  for  1920  : — 

£ 

Profits  standard   3,200 

Increased  capital,  £4,000  at  11  per  cent.  440 

£3.640 

Treated  as  a  new  company,  the  allowances  would  be  : — 
Percentage  standard,  £60,000  at  11%  =  £6,600 

Where  the  profits  standard  of  the  old  company  was  a  good  one,  it  is 
generally  better  to  be  treated  as  a  succession,  but  this  is  purely  a  matter 
of  figures,  and  each  case  should  be  tested  by  both  methods. 
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Non-Disclosure  of  Material  Risks. 

riie  two  cases  on  which  we  are  about  to  comment  illustrate  the  well- 
known  principle  in  the  insurance  law  that  all  material  circumstances 
affecting  the  risk  should  be  disclosed.  The  principle  is  not  peculiar  to 
insurance  law,  but  is  applicable  to  contracts  generally,  though  possibly 
in  insurance,  particularly  marine  insurance,  relief  may  be  more  readily 
granted  to  the  party  who  proves  non-disclosure.  The  first  case  we  pro- 
pose to  notice  is  that  of  Thomas  Cheshire  Co.  v.  Vaughan  Bros. 
Co.  (149  L.T.J.  386).  The  plaintiffs  were  in  the  habit  of  insuring  profits 
which  they  expected  to  make  by  warehousing  cargoes  coming  from  South 
American  ports.  In  December  1917  they  instructed  defendants  to  insure 
a  cargo  which  they  expected  to  arrive  from  Iquique  against  all  risks, 
including  diversion.  Defendants  obtained  a  P.P.I,  (policy  proof  of 
interest)  policy.  The  cargo  was  diverted  to  an  allied  port,  and  never 
reached  the  plaintiffs,  and  the  underwriters  refused  to  pay  the  loss  on  the 
ground  that  the  risk  of  diversion  had  not  been  disclosed  to  them.  The 
plaintiffs  then  sued  the  present  defendants  for  damages  in  respect  of 
their  negligence  in  not  disclosing  such  risk  as  instructed.  It  was  held 
that  the  plaintiffs  were  guilty  of  negligence,  but  as  the  policy  was  a  gam- 
ing contract,  void  under  the  Marine  Insurance  Act  of  1906,  it  was  one 
under  which  plaintiffs  could  not,  in  any  event,  have  recovered  from  the 
underwriters,  even  though,  full  disclosure  had  been  made,  and,  therefore, 
they  had  in  law  sustained  no  damage  by  the  negligence  of  defendants. 
The  provision  of  the  Marine  Insurance  Act,  1906,  referred  to  in  the 
case  is  in  the  following  terms  : — - 

"  A  contract  of  marine  insurance  is  deemed  to  be  a  gaming  or  wager- 
ing contract  (a)  where  the  assured  has  not  an  insurable  interest  as 
defined  by  this  Act,  and  the  contract  is  entered  into  with  no  expecta- 
tion of  acquiring  such  an  interest,  or  (b)  where  the  policy  is  made 
'  interest  or  no  interest,'  or  '  without  further  proof  of  interest  than 
the  policy  itself,'  or  '  without  benefit  of  salvage  to  the  insurer,'  or 
subject  to  any  other  like  term." 

It  is  well-known  that  underwriters  as  a  matter  of  honour  pay  on  P.P.I. 

policies,  and  had  the  risk  in  this  case  been   disclosed,  they   would  no 

doubt  have  done  so.    The  decision  given  does  not  even  indirectly  give 

legal  sanction  to  such  a  practice. 

The  second  case  we  wish  to  note  relates  to  a  reinsurance  contract, 
London  General  Insurance  Co.  Ltd.  v.  General  Marine  Underivriters 
Association,  Ltd.  (149  L.T.J.  387).  On  24th  September  1918,  plaintiffs 
insured  the  cargo  of  a  steamer  then  on  a  voyage  from  Italy  to  the  United 
Kingdom.  They  reinsured  with  defendants,  the  reinsurance  being  on 
a  lost  or  not  lost  policy.  On  the  evening  of  24th  September  the  ship  had 
to  put  in  at  a  port  en  route  with  her  cargo  on  fire,  and  this  fire  was 
posted  on  the  casualty  board  at  Lloyd's  by  10  o'clock  on  the  morning  of 
the  25th.  A  casualtv  slip,  containing  the  same  information,  was  sent  by 
Lloyd's  to  plaintifl^s  at  the  same  time.  At  about  10  o'clock  on  the  morn- 
ing of  the  25th  plaintiffs'  brokers  were  instructed  to  effect  the  reinsur- 
ance policv  at  Lloyd's,  and  did  so  with  defendants  at  about  four  o'clock 
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in  the  afternoon.  The  plaintiffs  did  not  read  the  casualty-  slip  sent  to 
them  by  Lloyd's,  and  did  not,  in  fact,  know  of  the  casualty  till  about  ' 
two  days  later,  and  the  defendants,  when  they  underwrote  the  risk,  were 
also  unaware  of  the  casualty.  On  being  sued  for  a  loss  under  the 
policy,  defendants  contended  that  the  plaintiffs  ought  to  have  known  of 
the  casualty,  and  have  disclosed  it  to  defendants  before  the  contract  of  re- 
insurance was  made.  The  Court  held  that  the  fire  was  a  circumstance 
which  the  plaintiffs  ought  to  have  disclosed  had  they  known  it,  and  if  the 
slip  had  been  duly  attended  to,  as  it  ought  to  have  been,  the  plaintiffs 
would  have  known.  Therefore,  they  must  be  deemed  to  have  known 
of  the  fire,  and  that  in  time  to  have  communicated  with  defendants,  before 
the  latter  underwrote  the  risk.  The  action  was  dismissed.  We  cannot 
see  that  this  case  was  other  than  rightly  decided.  It  is  a  good  illustra- 
tion of  the  principle  of  constiuctive  notice,  whereby,  in  regard  to  facts 
and  circumstances  which  a  party  should  know  and  act  upon,  he  is  deemed 
to  have  known  and  acted  on  them  ;  in  subsequent  relations  with  him,  the 
resulting  effects  are  taken  on  that  footing. 


Prize  Essay  Competition, 

Only  five  students  entered  for  the  Intermediate  Competition  for  January, 
the  subject  for  which  was  "  The  Best  Diagram  Illustrating  the  Chronological 
Order  of  Events  in  Voluntary  Winding-up."  Although  a  fairly  intelligent 
understanding  of  the  idea  wa>t.  evinced  by  competitors,  yet  in  no  ca.se  was  the 
chart  sufficiently  elaborate  to  be  of  much  real  service,  and  the  Editor  regrets 
he  is  therefore  unable  to  award  a  prize.  He  suggests,  however,  that  the 
same  subject  should  stand  again  for  April,  in  the  hopt-  that  those  who  com- 
p>eted  without  success  will  give  the  matter  further  consideration,  and  elaborate 
their  original  ideas  much  more  fuUy,  and  that  others  who  have  not  yet  made 
the  attempt  will  enter  for  this  really  useful  and  instructive  competition. 
There  were  no  entries  in  the  P^inal  Division.  Competitors  are  reminded 
again  to  read  the  rules  before  posting  their  essays.  We  have  been  obliged 
on  more  than  one  occasion  to  disqualify  competitors  for  failing  to  enclose 
their  name  and  address  in  a  sealed  envelope.  IThe  judge  does  not  wish  to 
know  the  name  of  the  student  whose  papers  he  is  adjudicating.  The  subjects 
for  March  are  : — Final,  the  best  essay  on  "  Why  I  wish  to  Become  an  Account- 
ant." Intermediate,  "  My  Opinion  of  the  Value  of  The  Accountants"  Journal.''* 
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In  this  coliwm  Income-tax  recent  alterations  of  law  and  practice  are 
discussed  and  explained  and  readers'  queries  are  answered.  Arrange- 
ments have  been  made  to  reply  to  these  queries  by  post,  the  replies  being 
published  subsequently  in  the  "  journal  "  under  noms  de  plume.  A 
stamped  addressed  envelope  should  be  enclosed  with  the  queries  and  the 
service  is  limited  to  subscribers  to  the  "  Journal." 

Removal  of  E.P.D. 

Much  interest  has  been  created  by  the  Ministerial  announcement  that  the 
Excess  Profits  Duty  is  being  abolished.  The  exact  terms  of  the  cessation  axe 
not  yet  known,  but  the  general  principle  is  that :  — 

[a)  The  maximum  length  of  Accounting  Periods  is  to  be  seven  years,  that  is, 
with  a  trading  year  ending  on  30th  September,  the  last  Accounting  Period 
would  be  that  ending  at  30th  September  1920,  and,  with  a  trading  year  to 
31st  March,  the  last  period  would  be  to  31st  March  1921. 

[b)  With  a  business  which  commenced  after  4th  August  1914,  31st 
December  1920  is  to  be  the  end  of  the  last  Accounting  Period. 

The  latter  provision  will  no  doubt  be  in  terms  that  only  relate  to  the  busi- 
ness, not  to  the  owner,  otherwise  a  business  which  had  been  converted  to 
limited  liability  during  the  war  would  obtain  an  unfair  advantage  when  the 
previous  proprietors  had  become  almost  the  sole  shareholders.  Clearly,  a 
person  who  had  purchased  an  existing  business  should  be  brought  within  {b), 
but  not  if  he  had  claimed  treatment  as  a  succession,  and  adopted  the  pre- 
decessor's pre-war  standard. 

Schedule  E. 

In  Great  Western  Railway  v.  Bater^  the  Court  of  appeal  has  laid  down  that 
a  clerk  is  assessable  under  Schedule  E,  and  not  on  the  three  years'  average. 

Professions. 

A  person  who  specialised  in  income-tax,  and  conducted  a  repayment  agency, 
was  held  by  the  Court  of  Appeal  in  Currie  v.  Inland  Revenue  (overruling  the 
Divisional  Court),  to  be  liable  to  Excess  Profits  Duty,  as  he  was  not  exempt 
as  carrying  on  a  profession. 

Residence  Abroad. 

A  British  subject  having  various  English  securities  and  scrip  moves  to 
America  to  join  relatives.  The  English  income  from  these  securities  does  not 
leave  England,  but  is  utilised  to  maintain  two  invalid  sisters  resident  in 
England.  It  is  asked  by  "  Subscriber  "  what  tax  will  be  payable  on  such 
income  in  England,  and  if  the  charge  would  be  different  were  the  English 
income  received  in  America? 

The  income  is  fully  liable  to  income-tax,  except  War  Stocks,  which  carry 
exemption  in  the  case  of  non-resident  holders.  The  charge  is  not  affected  by 
non-remittance. 

New  Businesses. 

A  correspondent  "  Nat  "  asks  what  would  be  the  assessments,  and  the 
corrections  necessary  to  same,  on  the  claim  of  the  taxpayer  %o  be  assessed  on 
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the  actual  profits  of  each  of  the  first  three  years  of  a  new  business  in  respect 
of  which  the  figures  are  as  follows  : — 

Year  iQu  ..  ..  Adjusted  Profits    £41479 

,    1912  . .  . .            .       Loss    7.058 

„     1913  •  ••            "        Profits    3,766 

„     1914                              „            ,  ..       .,       ..  5,826 

Depreciation  claims  as  allowed:  — 

1911-  12    £2,007 

1912-  13    1,000 

1913-  14    1,842 

1914-  15    2,015 

The  new  business  referred  to  commenced  on  the  ist  January  191 1  ,  and  the  tax- 
payer's trading  year  ends  with  the  31st  December. 

In  some  cases,  the  profits  are  split  for  adjustment  so  as  to  coincide  with 
the  fiscal  year,  and,  on  that  basis,  the  figures  would  be  as  follows  :  — 

Assessments. 

igio-ii        J  of  £4.479  =  £1.120  -  depreciation,  say 
I  of  £2,000  =  £620 

1911-  12  191 1  £4,479  —  depreciation  £2,007 

1912-  13  191 1  4i479  —  II  1,000 

1913-  14  191 1  £4.479 

1912        7,058  loss 

Average  loss 

1914-  15  191 1  £4.479 

1912  7,058  loss 

1913  3,766 

3)1.187 

396  -  depreciation  £396 

Depreciation  to  carry  forward  £1,842  —  396  =  £1,446 
The  adjustments  for  a  new  business  would  be  as  follows:  — 

1911-  12  ;|  of  £4,479  -  i  of  £7.058  =  £1,595  -  depreciation  £1,595 

1912-  13  I  of  £7,058  -  i  of  £3,766  =  nil. 

There  would  then  be  the  following  depreciation  to  carry  forward:  — 

1911-  12  £2,007  -  1.595  =  £412 

1912-  13  £1.000 

£1,412  +  subsequent  years. 


Professions. 

A  limited  company  consists  of  five  shareholders  trading  as  opticians  and 
spectacle  makers.  Each  shareholder  is  a  qualified  optician,  and  manages  one 
of  the  five  separate  branches  owned  by  the  company.  The  company  went  into 
liquidation,  though  quite  solvent,  and  in  the  statement  rendered  to  a  client  of 
"  Confucius  "  (one  of  the  shareholders),  a  sum  of  ;^i,29o  has  been  reserved 
representing  liability  for  Excess  Profits  Duty.  It  is  agreed  that  there  is 
liability  for  Excess  Profits  Duty  as  regards  the  spectacle  manufacturing  sec- 
tion of  the  business,  but  it  is  asked  if  the  side  of  the  business  dealing  with 
sight  testing,  &c;,  can  be  regarded  in  the  nature  of  a  profession,  and  as  such 
exempt  from  Excess  Profits  Duty.  Separate  records  of  professional  charges 
and  of  trading  receipts  are  available. 

There  should  be  no  lialiility  o;:  the  professional  fees.  Section  39  absolutely 
exempts  "  professions,"  ami  il  v.  as  laid  down  in  Inla>id  Revenue  v.  Ranso?>ie 
that,  where  a  limited  company  carries  on  one  business,  which  involves  manu- 
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facturing  articles  for  which  the  raw  material  (herbs)  is  grown  by  the  com- 
pany, that  portion  of  the  profits  deriveB  from  husbandry  must  be  eliminated. 
It  was  also  held  in  Inland  Revenue  v.  Korean  Syndicate  that  no  liability 
attaches  to  a  limited  company  where  no  liability  would  attach  if  the  business 
were  carried  on  by  an  individual. 

Cottage  Property. 

A  person  whose  chief  source  of  income  is  cottage  property  states  that  his 
actual  income  is  considerably  less  than  the  assessment  of  it  under  Schedule  A. 
He  wished  to  claim  a  repayment  of  tax.  "  Quill  "  asks  what  expenditure  he 
would  be  allowed  to  charge  against  the  annual  rent  of  his  property.  Schedule 
A. 

A  person  is  desirous  of  having  the  assessment  of  his  income  under  Schedule 
A  based  upon  the  actual  cost  of  replacement,  maintenance,  insurance,  manage- 
ment, &c.    To  what  extent  is  this  possible. 

A  claim  may  be  made  for  allowance  of  the  actual  expenditure  on  repairs, 
maintenance,  insurance,  &c.,  on  an  average  of  the  five  preceding  years.  Lost 
rents  are  allowed. 

Treasury  Bills. 

(a)  Can  interest  on  Treasury  Bills  be  construed  as  "  capital  appreciation  "? 

{b)  Is  it  provided  in  the  Finance  Act  that  such  interest  must  be  returned 
for  the  purpose  of  taxation?    If  so,  can  you  give  the  particular  reference? 

{c^  Will  you  state  your  opinion,  and  whether  there  has  been  any  decision, 
legal  or  otherwise,  on  the  point? 

{a)  No.  They  are  assessable  under  Case  3  of  Schedule  D,  as  specifically 
laid  down  in  the  Courts. 

[b)  Yes.    Case  3. 

{c)  The  case  of  Mutual  Provident  v.  Brown  decided  that  there  was  liability 
under  Case  3. 

Residence  Abroad. 

A.  doctor,  whose  domicile  of  origin  is  English,  has  spent  two  years  or  so  in 
Serbia,  having  charge  of  various  hospitals,  but  working  under  and  receiving 
a  salary  from  some  British  Relief  Fund.  Last  year  he  gave  it  up,  returned 
to  England,  where  he  spent  about  two  months,  and  now  has  accepted  an 
appointment  under  the  Society  of  Friends,  who  have  sent  him  to  Poland  to 
control  hospitals  there.  The  society  pay  his  salary  into  his  banking  account 
in  England,  and  his  banker  makes  him  such  remittances  as  he  asks  for.  The 
doctor  has  no  home  here,  but  visited  his  parents  on  his  visit  last  year  ;  he 
has  a  small  taxed  income  from  investments  in  British  companies.  It  is  asked 
by  "  North"  if: — (i)  The  doctor  is  bound  to  render  a  return  of  untaxed 
income  and  be  taxed  thereon?  (2)  II  so,  is  he  entitled  to  claim  his  abate- 
ments and  reliefs  as  if  he  was  resident  in  United  Kingdom  ? 

The  doctor  is  not  resident  here  within  the  meaning  of  the  Income  Tax  Acts 
so  that  he  is  not  liable  on  his  salary.  In  Pickles  v.  Foster  it  was  laid  down 
that  there  was  no  liability  on  the  salary  of  an  employee  of  an  English  com- 
pany, which  employee  was  employed  abroad,  even  though  he  had  a  resi- 
dence in  England,  where  his  wife  resided  and  where  he  occasionally  visited. 
There  was  liability  on  such  parts  of  the  salary  as  were  remitted  to  England  or 
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received  here  by  him  when  on  holiday.  The  doctor  is  liable  on  the  dividends 
in  English  companies,  and,  being  a  British  subject,  he  can  claim  relief,  but 
this  will  depend  on  his  total  income  from  all  sources,  although  the  salary  itself 
cannot  be  charged. 

Married  Women. 

In  a  case  referred  to  by  "  Ken,"  a  lady  with  a  separate  income  was 
deserted  by  her  husband,  who  paid  no  maintenance.  The  desertion  took 
place  during  the  year  of  assessment,  and  repayment  has  been  refused  to  her 
on  the  ground  that  the  claim  should  be  made  by  her  husband. 

The  practice  is  not  to  separate  the  incomes  unless  there  is  a  judicial  separa- 
tion, or  the  separation  has  been  for  a  year  or  two.  If  there  is  a  judicial 
separation  the  husband  will  be  liable,  and  must  claim  for  his  income  of  the 
year  to  5th  April  1921,  plus  his  wife's  income  from  6th  April  1920  to  October 
1920,  and  the  wife  could  treat  her  total  income  for  the  year  to  5th  April  1921 
as  being  her  income  from  October  1920  to  5th  April  1921.  If  there  is  no 
judicial  separation,  and  the  allowance  is  still  refused,  it  should  be  intimated  to 
the  Revenue  that  the  claim  will  be  produced  again  at  a  later  date  on  proof 
being  available  that  the  separation  has  been  continuous  for  the  required 
period.    A  request  should  be  made  to  be  informed  of  the  length  of  that  period. 


Government  Loan  Prices, 

The  announcement  made  by  the  Chancellor  of  the  Exchequer  regarding 
Excess  Profits  Duty  is  regarded  as  a  bear  point  for  several  of  the  Government 
loans,  and  a  financial  contemporary  has  compiled  the  follo^ang  table,  show- 
ing the  individual  stocks  affected.  


Death 

Excess 

Latest 

AVAILABLE  FOR  PAYMENT  OF 

Duties 

Profits 

Price 

Yes 

No 

99 

War  Loan  5  per  cent.  1929-47  

At  95  p.  c. 

No 

85x^6 

War  Loan  4  per  cent.  1929-42  

Yes 

No 

Exchequer  5  per  cent.  1922   

Yes 

Yes 

98; 

National  War  5  per  cent.  1922  (ist  Ser.)   

Yes 

Yes 

National  War  5  per  cent.  1924  (ist  Ser.)   

Yes 

Yes 

97 

National  War  5  per  cent.  1927  (ist  Ser.)   

Yes 

Yes 

g&k 

National  War  4  per  cent.  1927  (ist  Ser  )   

Yes 

Yes 

95 

Exchequer  3  per  cent.  1930   

No 

No 

78 

National  War  5  per  cent.  1923  (2nd  Ser.)   

Yes 

Yes 

97* 

National  War  5  per  cent.  1925  (2nd  Ser  )   

Yes 

Ves 

97 

Yes 

Yes 

9H 

Yes 

Yes 

95 

National  War  5  per  cent.  1923  (3rd  Ser.)   

Yes 

Yes 

97 

National  War  5  per  cent.  1925  {3rd  Ser.)   

Yes 

Yes 

97 

Yes 

Yes 

95i 

National  War  4  per  cent.  1928  (3rd  Ser.)   

Yes 

Yes 

95 

National  War  5  per  cent.  1924  (4th  Ser.)   

Yes 

Yes, 

97 

National  War  5  per  cent.  1929  (4th  Ser.)   

Yes 

Yes 

95 

National  War  4  per  cent.  1929  {4th  Ser.)   

Yes 

Yes 

95 

At  80  p.  c. 

No 

69i 

Victory  Bonds  4  per  cent.   

Yes 

No 

7& 

Exchequer  5^  per  cent.  1925   

No 

No 

99 

No 

No 

99J 

1 
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Creditors*  Accounts. 

{To  the  Editor  of  The  Accountants''  Journal.) 

Sir, — I  read  with  interest  the  article  by  Mr.  Stone  under  the  above  head- 
ing in  the  December  issue  of  the  Journal,  and  believing  that  it  might  be  of 
further  interest  to  the  general  reader,  and  profit  to  some  who  would  adopt 
the  system  outlined,  I  venture  to  write  further  on  the  subject. 

Similar  systems  are,  I  believe,  in  force  in  many  businesses,  especially 
where  the  number  of  transactions  per  creditor  per  year  are  few,  and  such  as 
not  to  warrant  separate  Ledger  Accounts. 

As  a  slight  amendment  to  Mr.  Stone's  system,  I  would  suggest  that,  in 
the  Accounts  Payable  Book,  columns  be  provided  for  details  of  payment, 
thus  :  — 


No.  of 
a/c. 

Name  of 
Creditor 

Details 

Amount 
due 

1           Payment  Made 

Analysis  Columns 

Date 

Cheque 
No 

Amount 

£   s  d 

£   s  d 

By  this  method,  the  necessity  for  entering  the  creditor's  name  in  the  Cash 
Book  when  payment  is  made  is  avoided.  The  Cash  Book  would,  of  course, 
contain  a  figure  representing  the  total  payments. 

As  all  invoices  would  be  passed  before  being  entered  in  Accounts  Pay- 
able Book,  there  should  be  little  trouble  with  accounts  entered  but  not  paid. 
Should  such  arise,  the  amounts  would  be  inserted  in  the  "  Paid  "  column  in 
violet  ink,  and  totalled  as  "  Carried  forward  "  below  the  total  payments, 
thus  :  — 

Total  payments  for  month       ...       ...       £     :  : 

Carried  forward    ...       ...       ...       ...       £     :  : 


Agrees    with    total  due 


The  following  month,  these  items  would  appear  first  among  the  accounts, 
preferably  in  a  separate  "  Brought  forward  "  column,  to  avoid  confusion  with 
the  current  month's  figures. 

Where,  through  returns  or  allowances,  an  amendment  to  an  amount  due 
becomes  necessary  after  entry,  this  could  best  be  provided  for  by  insertion 
of  a  red  ink  figure  in  paid  column,  and  a  journal  entry  : 

Total  Creditors'  Account  Dr.    £     :  : 

To  Returns  and  Allowances  Account  £    :  : 

With  regard  to  the  points  raised  by  "  Interested,"  their  treatment  would 
be :  — 

(i)  Accounts  containing  items  due  on  different  dates. 

Get  separate  invoices  for  the  later  items,  and  make  arrangements  for 

raising  at  proper  time. 
Cross  reference  all  invoices. 
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(2)  Contra  against  sales. 

Insert  in  paid  column  :  "  Sales  Led.  fo.    £     ■     :     "  and  total  the 

items  separately  at  foot. 
Journal  entry  : 

Total  Creditors'  Account.  Dr.    £     :  : 

Sales  Ledger.  A.  B.  &  Co.  £     :  : 

(3)  Allowance  by  creditor  after  faynient. 

Where  no  further  account  arises  from  which  this  could  be  deducted, 
the  only  course  seems  to  be  to  open  a  Ledger  Account  for  this  particu- 
lar case. 

(4)  1  ntermediate  Cash  Pay?nents. 

These  could  be  entered  in  the  Accounts  Payable  Book  as  and  when 
paid.    They  would  appear  in  the  grand  total  in  Cash  Book. 

Yours  truly, 

Kilmarnock,  Sth  February  1Q21.       ROBERT  ROWANl),  F.F.T.Com. 


Queries  and  Replies. 

{Correspondents  zvJio  ivisli  to  >uake  use  of  this  coluitin  are  requested  to 
write  their  queries  on  one  side  of  the  paper  only  and  to  he  as  brief  as 
possible.  There  is  no  need  to  enclose  a  covering  letter  if  the  communica- 
tion is  headed  "  Accountants'  Journal,  Queries  and  Replies  column," 
and  signed  at  the  end  ivitJi  the  name  and  address  of  the  sender,  wJiich 
will  not  be  published  if  the  query  is  signed  with  a  notn  de  plume.) 

Division  between  Partners. 

,4  man  and  Jiis  wife  are  in  partnership.  In  1917  lliey  piirtliascd  War  Savings 
Certificates.  They  now  wish  to  withdraw  same.  In  what  propuriitm  shall  they 
shared  i.  In  proportion  to  which  they  share  profits,  which  by  the  way  is  equal, 
or  2.  In  proportion  to  the  amount  of  capital  they  have  each,  in  the  business? 
— Nonplussed. 

As  the  War  Savini^s  Certificates  must  have  been  purchased  out  of  undis- 
tributed profits  (i.e.  if  they  had  not  been  purchased,  obviously  the  profits 
of  the  firm  would  have  been  greater,  or  the  losses  h  ss),  we  think  there  is  no  doubt 
that  the  proceeds  should  be  shared  equally,  as  they  shaic  profits  and  losses  equally. 


The  Income  Tax, 

Mr.  Austen  Chamberlain,  replying  to  a  deputation  from  the  Federation  of 
British  Industries  recently,  said  :— It  was  not  possible  to  make  a  general  revi- 
sion of  income-tax  in  the  forthcoming  Budget.  He  had  gone  as  far  as  he 
possibly  could  this  year  in  making  an  end  of  the  l^xcess  Profits  Duty.  With 
a  Budget  of  ^1^950,000, 000  it  was  impossible  to  reduce  the  income-tax.  Next 
financial  year  he  had  to  provide  for  interest  on  the  American  debt,  which  had 
not  borne  interest  since  May  1919.  In  the  coming  year  income-tax  assess- 
ment would  be  on  the  three  years'  average.  He  hoped  to  get  a  Revenue  Bill 
through  this  Session,  under  which  the  tax  would  be  assessed  on  the  preceding 
year,  but  it  could  scarcely  be  brought  into  operation  this  year.  He  thought 
the  Federation's  figure  of  300  millions  arrears  of  Excess  Profits  Duty 
slightly  too  large,  in  view  of  the  very  heavy  reclamations. 
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By  Albert  Crew,  Barrister-at-Law. 

An  up-to-date  knowledge  of  recent  decisions  in  the  Courts 
is  of  the  greatest  value  to  accountants  and  business  men 
and  to  students  reading  for  their  examinations.  In  this 
column  are  noted  the  salient  features  of  the  leading  cases 
decided  during  the  preceding  month. 

Bailment. 

Fraudulent  Pledge  of  Goods  by  Bailee. 

The  plaintiff  handed  her  jewellery  to  M.,  so  that  he  might  have  it  valued  and  decide 
whether  to  offer  her  a  loan.  M.,  who  was  not  a  mercantile  agent,  fraudulently 
pawned  the  jewellery  with  the  defendant,  who  acted  in  good  faith.  Afterwards  M. 
lent  the  plaintiff  ^500  on  a  promissory  note,  it  being  agreed  that  M.  should  retain 
possession  of  the  jewellery  as  colkiteral  security.  In  an  action  by  the  plaintiff 
against  the  pawnbroker  to  recover  the  jewellery,  the  defendant  pleaded  that  the 
plaintiff,  by  agreeing  to  M.'s  retention  of  possession  of  the  jewellery  as  collateral 
security,  had  pledged  the  jewellery  with  M.,  and  that  M.  had  pledged  it  with  the 
defendant,  and  thereby  given  the  defendant  a  title  to  it.  It  was  held,  that  as  M. 
acquired  by  the  original  bailment  no  right  to  hold  the  goods  against  the  plaintiff,  and 
as  the  subsequent  transaction  between  the  plaintiff  and  M.  was.  not  a  valid  pledge 
because  the  goods  were  not  at  the  time,  and  had  never  since  been  in  the  actual  or 
constructive  possession  of  the  alleged  pledgor  or  pledgee,  the  defendant  never 
acquired  any  right  to  hold  the  goods  against  the  plaintiff,  and  accordingly  judgment 
was  given  for  the  plaintifif  for  the  return  of  her  jewellery.  Bhindell-Leigh  v. 
Attenborotigh  (1921,  37  T.L.R.  210). 

Carriage  of  Goods. 

Claim  Against  Shipoivner  for  Sliort  Delivery. 

In  an  action  against  a  shipowner  for  short  delivery  of  cargo  the  owner  of  the 
cargo  must  succeed  if  he  proves  the  delivery  of  a  less  number,  weight  or  measure  of 
goods  than  that  admitted  on  the  bill  of  lading,  unless  the  shipowner  can  establish 
that  the  number,  weight,  or  measure  admitted  on  the  bill  of  lading  is  wrong.  'Ihe 
shipowner  can  discharge  the  onus  which  is  upon  him  either  by  direct  evidence,  show- 
ing that  a  mistake  has  been  made  in  the  tallies  from  which  the  bill  of  lading  is 
made  out,  or  by  indirect  evidence  showing  beyond  reasonable  doubt  that  none  of  the 
goods  was  lost  or  stolen  after  receipt  by  him,  and  that  he  has  delivered  all  received. 
Sunday  v.  Sfrath  Steamship  Co.  (192 1,  37  T.L.R.  211). 

Bill  of  Lading — Received  for  Shipment. 

A  shipping  instrument,  known  in  the  commercial  world  as  a  bill  of  lading,  is  not 
prevented  from  being  a  bill  of  lading  within  the  Admiralty  Court  Act,  1861 
(which  provides  that  the  High  Court  of  Admiralty  shall  have  jurisdiction  over  any 
claim  by  the  owner  or  consignee  or  assignee  of  any  bill  of  lading  of  any  goods 
carried  into  any  port  in  England  or  Wales  in  any  ship  for  damage  to  the  goods),  by 
the  fact  that  such  bill  of  lading  is  framed  in  the  form  "  received  for  shipment  "  instead 
of  "  shipped  on  board,"  or  by  the  fact  that  the  obligation  is  not  merelv  to  carry  bv 
the  named  ship,  but  to  carry 'by  the  named  ship  or  by  some  other  vessel.  The  Ship 
Marlborough  Hill  v.  Alexander  Cowan  &^  Sons  (1921,  37  T.L.R.  igo). 

Master's  Maritime  Lien  for  Wages. 

The  maritime  lien  of  a  shipmaster  for  wages  takes  priority  over  the  claim  of  a 
judgment  creditor  who  is  in  possession  of  the  res  by  reason  of  execution  levied  by 
the  sheriff  under  a  writ  of  fi.fa.    The  James  W.  Elwell  {ig2i,  37  T.L.R.  178). 
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False  Accouiil  of  Weight  with  Intent  to  Avoid  Payment  of  Tolls. 

The  Railway  Clauses  Consolidation  Act,  1845,  Section  99,  provides  that  if  a  person, 
being  the  owner  or  having  the  care  of  any  carriage  or  goods  passing  or  being 
upon  a  railway,  give  to  the  collector  of  tolls  or  other  officer  or  servant  of  the  company 
a  false  account  with  intetit  to  avoid  the  payment  of  any  tolls  payable  in  respect 
thereof,  he  shall,  for  such  offence,  forfeit  to  the  company  a  certain  sum  of  money. 
It  was  held  that  an  offence  under  that  section  was  committed  by  a  consignor  who 
made  to  the  railway  company  any  false  statement  with  regard  to  the  goods  to  be 
carried,  including  a  false  account  as  to  the  weight  of  the  goods  in  order  to  avoid 
the  payment  of  any  tolls  payable  in  respect  thereof.  London  and  North-Western 
Railway  Co.  v.  Rickerby  (1921,  i  K.B.  231). 

Companies. 

Payment  of  Remuneration  of  Director.^. 

Articles  provided  that  the  remuneration  of  the  directors  shall  be  at  the  rate  of 
;;£^i5o  per  annum,  and  such  further  sum  (if  any)  as  shall  be  voted  to  them  by  the 
company  in  general  meeting,  and  such  remuneration  shall  be  divided  amongst  the 
directors  as  they  sliall  determine,  or  failing  agreement  equally.  -Sections  2,  3,  and  5 
of  the  Apportionment  Act  provide  thai  all  annuities,  periodical  payments,  &c.,  in 
the  nature  of  income  shall  be  considered  as  accruing  from  day  to  day,  and  shall  be 
ap[X)rtionable  in  respect  of  time  accordingly,  that  the  apportioned  part  of  any  such 
annuity  or  other  payment  shall  be  payable  or  recoverable  in  the  case  of  a  continuing 
annuity  or  other  such  payment  when  the  entire  portion  of  which  such  apportioned 
part  shall  form  part  shall  become  due  and  payable,  and  not  before,  and  that  in  the 
construction  of  the  Act  the  word  "  annuities  "  shall  include  salaries  and  pensions. 
It  was  held  that  where  a  contract  is  made  by  a  person  with  a  company,  that  he  shall 
be  a  director  of  the  company,  and  receive  a  fixed  sum  per  annum,  this  sum  is 
salary  within  the  meaning  of  Section  5  of  the  Apportionment  Act,  1870,  and  he  is 
entitled  to  an  apportionment  thereof  for  any  less  period  than  a  year  during  which 
he  is  on  the  board  as  a  director.  Salton  v.  New  Beeston  Cycle  Co.  (1899,  '  Ch.  775), 
In  re  Central  De  Kaap  Gold  Mines  (69  L.T.,  Ch.  18),  and  In  re  London  Northern 
Bank  {McConneU's  case),  (17  T.L.R.  188),  reviewed,  and  not  followed.  Moriarty  v. 
Regent's  Garage  e~  Engineering  Co.  (1921,  37  T.L.R.  180I. 

Disclaimer  by  Trustee  in  Bankruptcy  af  Shareliolder.    Right  to  Vote  in  Respect  of 
the  Sliares. 

The  registered  holder  of  shares  in  a  limited  company,  w  ho  had  mortgaged  them,  and 
had  also  executed  a  blank  transfer  in  favour  of  the  mortgagees,  was  adjudicated 
bankrupt.  His  trustee  in  bankruptcy  disclaimed  all  his  interest  in  the  shares.  The 
bankrupt's  name  was  left  on  the  register  as  the  holder  of  the  shares.  It  was  held 
that  a  trustee  in  bankruptcy  may  disclaim  the  bankrupt's  interest  in  unsaleable  or 
noh-readily  saleable  encumbered  shares,  especially  if  there  is  difficulty  or  expense 
in  ascertaining  the  value  of  the  bankrupt's  interest  in  them,  and  that  although  the 
bankrupt's  beneficial  interest  in  the  shares  ceased  on  disclaimer,  yet  as  he  remained 
on  the  register  he  had  the  right  to  vote  in  resf)ct  of  them,  the  right  being  exercisable 
at  the  dictation  of  'those  beneficially  iwterested  in  the  shares,  such  right  of  the  bank- 
rupt not  being  destroyed  by  the  mere  fact  of  his  being  adjudicated  bankrupt.  Wise  v. 
Lansdell  (1921,  37  T.L.R.  167). 

Vesting  Order  in  Custodian  and  Company  Shares. 

When  the  custodian  of  enemy  projjerty  has  in  pursuance  of  a  vesting  order,  giving 
him  the  right  to  receive  all  dividends  due  and  to  accrue  due,  been  registered  as  the 
owner  of  shares  held  in  a  company  by  enemy  shareholders,  a  condition  that  divi- 
dends due  to  enemy  shareholders  should  be  {)aid  out  of  the  assets  in  an  enemy  coun- 
try is  not  binding  on  the  custodian  with  resjx'ct  to  dividends  directed  to  be  paid 
after  the  date  of  the  vesting  order,,  and  the  ct)nii)any  is  liable  to  pay  to  him  all 
dividends  declared  on  such  shares  since  that  date,  lender  Section  2  of  the  Trading 
with  the  Enemy  Amendment  Act,  1914,  the  same  rule  applies  to  dividends  declared 
on  such  shares  between  the  dates  of  the  passing  of  that  Act  and  the  date  of  the 
vesting  order.    In  re  Aramayo  Francke  Mines  (1921,  37  T.L.R.  340). 
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Contract. 

Agreement  for  Partial  Sale  of  Copyriglit  and  to  Offer  to    Publishers  the  Next  Three 
Books. 

An  agreement  by  a  novelist  to  offer  her  next  three  books  to  her  then  publishers  is 
not  a  contract  of  personal  service,  but  is  similar  in  principle  to  a  contract  to  sell  the 
products  of  labour  or  industry.  A  partial  assignment  of  copyright  is  not  a  mere 
personal  contract,  but  confers  certain  rights  of  property  capable  of  being  protected  by 
injunction.  An  option  to  become  entitled  to  an  interest  in  copyright  is  an  interest  in 
copyright  in  the  same  way  that  an  option  to  purchase  land  or  acquire  shares  is  an 
interest  in  the  land  or  shares.  The  part  owner  of  a  copyright  has  a  right  to  protect 
it  against  another,  who  alleges  that  he  has  purchased  it  from  a  common  vendor. 
Erskine  MacdonaM  v.  Eyles  (192 1,  65  S.J.  275). 

Extent  of  Contractual  Obligation  of  Restaurant  Keeper. 

The  contract  between  a  restaurant  keeper  and  his  customers  contains  an  implied 
warranty  by  the  restaurant  keeper  that  the  premises  shall  be  as  safe  as  reasonable 
care  and  skill  can  make  them,  but  he  is  not  liable  for  defects  which  could  not  have 
been  discovered  by  the  exercise  of  reasonable  care  and  skill  on  the  part  of  anyone 
concerned.  While  the  plaintiff  was  eating  a  meal  of  stewed  eels,  a  portion  of  the 
ceiling  fell  and  injured  her,  and  she  was  held  entitled  to  damages  therefor.  Brannigen 
V.  Harrington  (192 1,    37  T.L.R.  349). 

Landlord  and  Tenant. 

Increase  of  Rent  (Restrictions)  Act,  1920,  and  Reasonable  Accommodation. 

Reasonable  accommodation  in  Section  5  of  the  Act  of  1920  (supra),  means  sufficient 
for  those  who  live  with  the  tenant,  and  may  include  lodgers ;  and  the  amount  of 
furniture  that  the  tenant  may  need  is  for  the  discretion  of  the  judge  in  the  circum- 
stances. On  a  claim  in  the  County  Court  for  recover\-  of  possession,  a  claim  was 
added  for  mesne  profits  accruing  after  the  expiration  of  notice  to  quit;  judg- 
ment was  given  for  the  defendant  on  the  claim  for  possession.  Chivcrton  v.  Ede 
(1921,  37  T.L.R.  242). 

Former  Tenant  ivlio  has  Served  in  the  Forces. 

Where  a  tenant  of  a  dwelling-house  has  given  up  occupation  in  consequence  of  his 
service  with  the  Forces  during  the  war,  and  the  landlord  has  himself  entered  into 
occupation.  Section  5  of  the  Increase  of  Rent,  &c.  Act,  1920,  does  not  entitle  such 
former  tenant  to  recover  possession  of  the  dwelling-house  from  the  landlord. 
Goodwin  v.  Rhodes  (1921,  37  T.L.R.  315). 

Scheme  of  Reconstruction  in  the  Public  Interest. 

A  proposal  by  the  landlord  of  a  stable  and  warehouse  to  convert  them  into  a 
training  school  for  girls  to  be  employed  in  his  factory,  is  not  "a  scheme  of  recon- 
struction or  improvement  desirable  in  the  public  interest  "  within  the  meaning 
of  that  expression  in  Section  13  of  the  Increase  of  Rent,  &c.,  Act,  1920.  Mitchell  v. 
Toiimend  (192 1,  37  T.L.R.  298). 

Order  for  Possession  for  Business  Premises. 

Where  the  occupying  tenant  of  a  dwelling-house  carries  on  the  business  of  letting 
lodgings  therein,  the  premises  are  business  premises  within  Section  12  of  the 
Increase  of  Rent,  &c.  Act,  1920,  and  therefore  proof  by  the  landlord  under  Section  5 
that  he  requires  the  premises  as  a  residence  for  himself,  and  that  alternative 
accommodation  is  available  for  the  tenant,  will  not  entitle  the  landlord  on  the 
expiration  of  the  tenancv  to  an  order  for  possession.  Tompkins  v.  Rogers  (192 1, 
37  T.L.R.  299). 

Restrictions  on  Premiums. 

An  assignment  of  the  residue  of  the  term  of  a  lease  is  not  a  grant  of  a  tenancy 
within  Section  8  (i)  of  the  Increase  of  Rent,  &c.,  Act,  1920,  which  prohibits  the  require- 
ment of  payment  as  a  condition  of  the  grant  of  a  tenancy  of  a  dwelling-house  to 
which  the  Act  applies.    Mason,  ^-c.  v.  Harris  {1921,  37  T.L.R.  334). 
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Recovery  of  Possession  and  Meaning  oj  "  Rateable  Value." 

vVhen  a  house  is  let  at  a  rent  less  than  two-thirds  of  the  rateable  value,  the 
Increase  of  Rent,  &c.  Act,  1920,  does  not  apply  to  that  tenancy  at  all  (Section  12 
(7)  of  the  Act),  but  if  the  tenant  should  sublet  the  house  at  a  diiferent  rent,  the  Act 
would  applv  to  that  sub-tenancy.  The  words  "  rateable  value  "  mean  the  net 
annual  value,  and  not  the  gross  estimated  rental  of  the  premises.  When  in  an 
action  to  recover  possession  of  premises  alleged  to  be  within  the  protection  of  the 
Act,  a  breach  of  covenant  or  of  an  obligation  under  the  tenancy  agreement  is  proved 
against  the  tenant,  the  only  question  which  is  relevant  to  be  considered  is  whether 
the  circumstances  :ire  such  as  to  make  it  reasonable  to  make  an  order  for  posses- 
sion, and  it  is  irrelevant  to  consider  the  question  of  alternative  accommodation. 
Waller   v.  Thomas  (1921,  37  T.L.R.  325). 

Notice  to  Quit  given  hy  Immediate  Tenant,  and  Position  oj  Sub-Tenant. 

A  tenant  in  July  1919  gave  a  valid  notice  to  quit  the  premises  on  25th  March  1920. 
On  2nd  August  19 19  the  tenant  sub-let  the  premises  for  the  residue  of  his  tenancy 
up  to  25th  March  1920.  On  this  latter  date  the  sub-tenant  refused  to  give  up  the 
premises  on  the  ground  tliiit  the  term  "  tenant  "  in  Section  5  of  the  Increase  of 
Rent,  &c.  Act,  1920  (Section  5  provides  protection  for  a  tenant  from  ejectment  from 
a  dwelling-house  except,  inter  alia,  when  the  tenant  has  given  notice  to  quit), 
included  sub-tenant,  and  that  as  he  (the  sub-tenant)  had  not  given  notice,  the  land- 
lord could  not  claim  possession  of  the  premises  under  Section  5  of  the  above  Act  as 
against  him.  It  was  held  that  the  term  "  tenant  "  in  Section  5  of  the  Act  of  1920 
(supra),  meant  the  immediate  tenant,  and  not  a  sub-tenant;  and  that  as  notice  had 
been  given  bv  the  immediate  tenant,  the  landlord  was  entitled  to  possession.  Hylton 
V.  Heal  (192 1,  65  S.J.  311). 

Poii'er  of    I'nderlessor  to  Deterniine  Underlease. 

The  motive  which  prompts  an  underlessor  to  exercise  a  contractual  right  to  deter- 
mine the  tenancv,  cannot  be  taken  into  account,  and  its  exercise  will  not  bo  restrained 
simplv  because  it  works  a  hardship  on  the  underlessees.  Baity  v.  Vincent  and  City 
of  London  Real  Property  C<i.  (i()2i.  (35  S.J.  311). 

Moneylenders. 

Proof  of  Registration. 

In  an  action  in  the  County  ("ourl  .n  a  money-lending  transaction,  the  defendant 
did  not  give  iv)tice  of  his  intention  to  rely  on  the  defence  that  the  plaintiff  was  ;iot 
regi-icrcci  .i>  ,1  im mcN -Inulcr.  '.\t  the  trial,  the  defendant  asked  no  question  on  this 
poini.  The  Judgi-.  h()\\c\t  r,  asked  a  witness,  an  agent  of  the  plaintiff,  whether  the 
plaintiff  was  registered,  and  he  s.n,]  he  was,  and  produced  a  copy  of  the  particulars 
alleged  to  have  been  furnished  by  ilic  plaintiff  on  registration,  .uid  which  had  been 
ol)i. lined  from  the  registration  authoritit  s  in  London.  In  reply  to  a  question  by  the 
piainiit'f's  solicitor,  the  witness  said  he  knew  that  tlic  plaintiff  was  registered.  The 
judge  held  that  the  registration  was  not  proved,  and  entered  judgment  for  the 
defendants.  It  w  a>  held,  on  apprnl.  th.it  the  jii(ii^c  v\  as  not  justified  in  raising  the 
point,  as  the  contract  show.-d  n.)  illcg.nii)  c.v  /i/i /c,  and  the  plaintiff  had  not 
admitted  that  the  defendant  alleged  non-registration.  iApton  v.  Powell  (1921,  65 
S.J.  275). 

Wills  and  Executors. 

Informal  Revocation  of  .Soldier's  Will. 

The  will,  whether  formal  or  informal,  of  a  soldier  or  sailor  on  active  service  can 
be  revoked  by  any  expression  of  his  intention  to  revoke  it,  however  informal,  and 
without  the  making  of  any  new  will  or  codicil.  T  his  was  the  rule  at  common  law 
before  the  Wills  Act,  1837,  and  this  i  .\i  iuption  from  the  ordinary  law  of  execution 
contained  in  Section  11  applies  equally  to  revocation.  Section  11  provides  that  any 
soldier,  &c.,  may  dispose  of  his  j)ersonal  estate  as  he  might  have  done  before  the 
making  of  the  Act  of  1K37.  As  no  formalities  are  required  for  the  execution  of  a 
soldier's  will,  none  is  required  for  its  revocation.    In  re  (iossage  (1921,  65  .S.J.  274). 
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Will  of  a    Domiciled  Scolsivo)uan  proved  in  England. 

An  English  Court  can  authorise  trustees  of  the  will  of  a  domiciled  Scotswoman 
proved  in  England  to  apply  to  the  Court  of  Session  (Scotland)  for  leave  to  sell,  the 
English  Court  having  construed  the  will  as  giving  the  trustees  an  implied  power  of 
sale,  and  being  of  opinion  that  a  sale  would  be  beneficial  and  in  the  interests  of 
infants.    In  re  Georges  {1921,  65  S.J.  311). 

Devise  of  Real  Estate  and  Bequest  of  Personalty. 

A  testator,  whose  will  was  made  in  1893,  ■''"'^  ^''l"'"  ''^  1897,  gave  all  his 

personal  property  in  one  direction,  and  all  his  real  estate  and  property  in  another 
direction.  He  had  no  real  estate,  strictly  so-called,  at  the  date  of  his  will,  or  at  the 
time  of  his  death,  but  he  had  two  farms',  each  of  which  he  held  for  the  residue  of  a 
long  term  of  years — one  being  created  in  the  17th  century,  and  the  other  in  the  19th 
century.  The  question  for  determination  was  whether  the  leaseholds  passed  under 
the  devise  of  real  estate  or  passed  as  personal  property.  It  was  held  that  Section  26 
of  the  Wills  Act,  1837,  did  not  apply  (which  provides  that  a  devise  of  the  land  of  the 
testator,  and  any  other  general  devise  which  would  describe  a  customary  or  lease- 
hold estate  if  the  testator  had  no  freehold  estate  which  could  be  described  by  it,  shall 
be  construed  to  include'  the  customary  and  leasehold  estates  of  the  testator).  The 
general  principles  of  Rose  v.  Bartlett  (1631,  C.V.  Cas.  292)  (where  a  man  had  lands 
in  fee  simple,  and  also  lands  held  for  a  term  of  years,  and  devised  by  his  will 
ail  his  lands  and  tenements,  the  fee  simple  lands  only  passed  by  the  will,  and 
not  the  leaseholds;  but  if  he  had  leasehold  lands,  and  none  held  in  fee  simple,  the 
leaseholds  would  then  pass,  for  otherwise  the  w'lW  would  be  merely  void.  By  early 
law,  freeholdings  were  the  only  true  property  in  land,  and  when  a  man  spoke  of 
his  lands,  tenements,  or  hereditaments,  it  was  intended,  prima  facie,  that  he 
referred  to  his  freeholds  only),  were  applied  and  the  law  laid  down  in  Rose  v.  Bartlett 
was  not,  so  far  as  related  to  the  present  case,  altered  by  Section  26,  and  accordingly 
the  leaseholds  passed  under  the  general  devise  of  real  estate.  In  re  Holt  (192 1,  W.N. 
41). 

Bequest  of  Farming  Stock  for  Life,  and  keeping  it  up  at  Equal  Value. 

A  testator,  being  yearly  tenant  of  a  farm,  gave  all  his  farming  stock  to  his  wife 
for  life,  "  in  order  that  she  may,  if  she  so  desires,  carry  on  my  farming  business,  she 
"  maintaining  and  keeping  such  stock  at  equal  value,  or  as  near  thereto  as  circum- 
"  stances  will  permit,"  and  after  her  death  to  a  nephew  absolutely.  At  testator's 
death  in  1894  the  stock  was  valued  at  £.\oy  12s.  6d.  And  at  the  death  of  the 
widow  in  1919  the  stock  on  the  farm  realised  ;^i,349  is.  iid.  It  was  held  that  in  a 
bequest  for  life  of  farming  stock  there  is  an  obligation  of,  but  limited  to,  keeping  it 
up  for  the  benefit  of  the  remainderman,  and  that  the  £1,3^9  is.  iid.,  less  expenses 
and  cost  of  summons  to  determine  rights,  was  divisible  between  the  estates  of  the 
widow  and  the  nephew  (who  had  died)  in  the  proportion  of  ;^94i  9s.  5d.  to 
;^47o  I2S.  6d.    In  re  Powell  (192 1,  i  Ch.  178). 

Duly  Executed  Will  Subsequently  Destroyed. 

A.  duly  made  his  will  in  February  1913,  and  died  in  September  1919.  After  his 
death  it  could  not  be  found,  but  amongst  his  papers  was  found  an  envelope  marked 
"  My  last  will,  made  26th  January  1918,"  and  also  "  one  made  February  1913 
destroyed."  In  the  envelope  was  a  testamentary  writing  dated  26th  January  1918, 
apparently  based  in  form  on  the  will  of  February  1913,  and.  signed  by  A.,  but  not 
witnessed.  A  draft  of  the  will  of  February  was  produced  by  the  testator's  solicitors, 
and  put  in  evidence  as  proving  the  contents  of  the  destroyed  will.  In  an  action  by 
the  executrix  of  the  will  of  February  1913,  claiming  probate  in  solemn  form  of  the 
contents  thereof  as  proved  by  the  said  draft,  it  was  held  that  the  destruction  of  the 
will  of  February  1913  was  conditional  on  the  testator's  belief  that  the  testamentary 
writing  of  26th  January  1918  would  be  efTective  as  a  will,  that  the  testamentary  writ- 
ing was  not  effective  as  a  will,  and  that  therefore  the  doctrine  of  dependent  relative 
revocation  applied,  and  that  the  contents  of  the  will  of  February  1913,  as  proved 
by  the  said  draft  thereof,  should  be  admitted  to  probate  in  solemn  form.  West  v. 
West  (1921,  2  I.R.  34), 
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March  2nd,  ll  tti/jt'ida)'.— Glasgow  Ciiartkkud  Accountants  Students'  Socikty. — 
Lecture,  "  Insurance  Companies'  Accxjunts  and  Audit,"  by  Professor  T.  P.  Laird, 
C.A.,  7.30  p.m.,  at  218  St.  Vincent  Street,  Glasgow. 

Industrial  League  and  Council. — Lecture,  "  Scientific  Management  as  a 
Factor  in  Production,"  by  Mr.  Robert  Stellintj,  7.30  p.m.,  at  Caxton  Hall, 
Westminster. 

Sheffield  Chartered  Accountants  Students'  Society. — Lecture  by  Mr.  C.  S. 
Dickie. 

March  yd.  Thursday. — Leeds  and  District  Chartered  Accountants  Students' 
Association. — Joint  Debate  with  Leeds  Law  .Students'  Society,  5.30  p.m.,  at  7 
Bond  Place,  Leeds. 

Liverpool  Chartered  Accountants  Sti'dents'  .Society. — Lecture,  '*  Ix)cal 
Finance,  Accounts  and  Audit,"  by  Mr.  J.  J.  Clarke,  M.A.,  5.30  p.m.,  at  13  Cnion 
Court,  Liverpool. 

March  ^Ih,  Friday. — Birmingham  Chartered  Accountant  Students'  Sochtv.— 
Lecture,  "  Branch  Accounts,"  by  Mr.  W.  H.  Castle,  0.30  p.m.,  .it  <S  Nf  whall 
Street,  Birmini^ham. 

March  "jih,  Monday. — Birmingham  and  .Midland  Society  of  Incorporated  Account- 
ants and  Students'  Society. — Lecture,  *'  Kconomics,"  by  Mr.  A.  P.  BardcH,  at 
The  Library,  County  Chambers,  Corporation  Street,  Birmintjham. 

London  Chartered  Accountant  .Students  Society. — Lecture,  "  Bankin:4  and 
Foreij^n  Lxchanj^e,"  by  Mr.  T.  E.  Gregory,  B.Sc,  0  p.m.,  at  Institute  of  I  bar- 
tered Accountants, 

March  nth,  Tuesday. — Kingston-upon-Hill  Chartered  Accountants  Studknts' 
Society. — Lecture,  "  Auditing,"  by  Mr.  P.  H,  Lambert,  A.C.A.,  h.30  p.m..  in 
Jncor|K)rated  Law  Society's  Hall,  Bowlalley  Lane,  Hull. 

London  Chartered  .Secretaries  Students'  Society. — Joint  debate  with  l,;iw 
.Students'  Debating  .Society. 

March  qth,  Wednesday. — Glasgow  Chartered  .\ccountants  Students'  Socu  rv. — 
Lecture,  "  Voting  in  .Sequestration,"  by  Mr.  Hugh  R.  Buchanan,  LL.I^.,  7.30 
p.m.,  at  218  St.  Vincent  Street,  Glasgow. 

Industrial  League  and  Council. — Lecture,  "  The  Ex-Si  rvice  Man  and  Hi- 
Reinstatement  in  Indusirv,"  by  .Mr.  C.  Latham,  .A.L.A.A.,  7.30  p.m.,  at  Caxton 
Hall,  Westminster. 

London  Chartered  Accountant  Students  .Socieiv. — "  Ten-minute  Papers," 
0.30  p.m.,  at  Institute  of  Chartered  Accountants. 

Nottingham  Cilvrtered  .Accountants  Students'  Societ\  . — Lecture,  "  Receivers 
and  Managers,"  by  xMr.  W.  Marshall  Freeman. 

Sheffield  Chartered  Accountants  Students'  Society. — Lecture,  "  Some 
Notes  on  the  Voluntary  Liquidation  of  Insolvent  C'ompanies,"  by  Mr.  11.  Edgar 
Jenkinson,  F.C.A. 

YoRKSiURE  District  Society  of  Incorporated  Accountants.— Lecture,  "  C^st 
.\ccounts,"  by  Mr.  E.  Miles  Taylor,  at  Leeds. 

March  loth,  Thursday. — Industrial  League  and  Council  (Deptford  Branch),—  Lec- 
ture, "  Health  in  Industry,"  by  Dr,  E.  Halford  Ross,  7.30  p.m. 

March  11th,  Friday. — Birmingham  Chartered  Accountant  .Students'  Society. --- 
Members  debate,  b.30  p.m.,  at  8  Newhall  Street,  Birmingham. 

Manchester  District  .Society  of  Incorporated  .\cch>i  ntants. — Mock  Share- 
holders' Meeting,"  7  p.m.,  at  St,  Marv's  Parsonage,  Deansgate,  Manchester. 

.South  of  England  District  .Society'of  Incorf'Orated  Ac(X)Untants. — I^ecture, 
"  Executorship  Law,"  by  Mr.  C.  A.  Sales,  LL.B.,  A.S.A.A. 

South  Wales  and  Monmouthshire  Chartered  .Accountants  Students' 
Society. — Lecture,  "  An  Elementary  Lecture  on  lh(-  Value  of  Economics  to  the 
.Accountant,"  by  Mr.  Percival  E.  Robathan,  C..\.,  7.30  p.m.,  at  5  High  .Street, 
Cardiff. 

March  12th,  Saturday. — A'orkshirk  Students'  .Society  of  Institute  of  Municipal 
Tkkasureks  and  Accountants. — Lecture,  "  Accounting  in  C<jnnection  with  Short 
"i  t  rm  Mortgages,"  by  Mr.  R.  D.  Lambert,  F.S.A.A.,  3,30  p,m.,  at  Manchester. 

March  ij^th,  Monday. — Birmingham  and  Midland  Society  of  Incorporated  Account- 
ants and  Students'  .Society.- — Lecture,  "  Income  Tax  and  .Super  Tax,"  by  Mr. 
.A.  C,  Ridgway,  F.C.A. ,  at  the  Library,  County  Chambers,  Corporation  Street, 
Birmingham, 
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London  (."haktkkkd  Accoi'ntant  Studknts  Society.  Lecture,  "  lianking  and 
Foreign  l^Nchange,"  by  Mr.  T.  V..  (iregory,  H.Sr.,  (>  p.m.,  at  liT-titute  of  ChaV- 
tered  Accountants. 

Manciik.stek  Chaktkked  Ac("oi;\TANTs  Studknts'  Society. — Students'  Debate. 

West  of  Engl.\nd  District  Socikty  or-  iNcoRroKATKi)  Accoiintants. — Lecture, 
"  Klements  of  Statistics,"  i)y  Mr.  Hubert  f'hilli|)>,  I>.A.,  5.30  i).m.,  at  Royal 
Hotel,  College  Green,  Bristol. 

March  15//^,  Tuesday. — London  C'haktkred  Secretaries  Stcdents'  Society. — Joint 
Debate  with  Incorporated  Accountants  Students'  Society,  6.30  p.m.,  at  Win- 
chester House,  London,  E.C.  2. 

March  ibth,  Wednesday. —  Industrial  Lkaoue  and  Council. — Lecture,  "  Some  Obliga- 
tions of  Industry  to  Labour,"  by  Mr.  T.  W.  Casey,  M.P.,  7.30  p.m.,  at  Caxton 
Hall,  Westminster. 

London  Chartered  .Accountant  Students  Society. — Lecture,  "  Bills  of 
Exchange,"  by  Mr.  J.  Wylie,  C.B.E.,  b  p.m.,  at  Institute  of  Chartered 
Accountants. 

Sheffield  Chartered  Accountants  Students'  Society. — Lecture,  "  Banking 
and  the  Public,''  by  Mr.  L.  A.  Fogg. 

March  lyth,  Thursday  .—Glasgow  Chartered  Accountants  Students'  Society'.^ — 
Joint  meeting  with  Edinburgh  Chartered  Accountants  Students'  Society,  7.30 
p.m.,  at  218  St.  Vincent  Street,  Glasgow. 

KiNGSTON-UPON-HiLL    CHARTERED    ACCOUNTANTS    StUDENTS'    SOCIETY. — LectufC, 

"  Introduction  to  the  .Study  of  Economics,"  bv  Mr.  Mr.  G.  S.  Cooke,  B.A,,  6.30 
p.m.,  at  Incorporated  Law  Society's  Hall,  I^owlalley  Lane,  Hull. 

Lkeds  AND  District  Chartered  Acc<juntants  Students'  Association. — Lec- 
ture, "  The  Duties  and  Responsibilities  of  a  Company  .Secretary,"  by  Mr.  H. 
Edgar  Jenkinson,  F.C.A. 

Liverpool  Chartered  Accountants  Students'  .Society. — Joint  debate  with  the 
Liverpool  Law  Students'  Association. 

March  iSth,  fr/day.— Birmingham  Chartered  Accountant  Students'  .Society.— 
Lecture,  "  Examination  Hints  on  Law  and  Accounts,"  by  Mr.  W.  H.  Grainger, 
A.S.A.A.,  6.30  p.m.,  at  8  Newhall  Street,  Birmingham. 

March  21st  Monday. — Birmingham  and  Midland  Society  of  Incorporated  Account- 
ants AND  Students'  Society. — Lecture,  "  Excess  Profits  Duty  and  Corporation 
Piofits  Tax,"  by  Mr.  .'\.  C.  Ridgway,  at  The  Libraiy,  County  Chambers,  Cor- 
poration Street,  Birmingham. 

London  Chartered  .Accountant  Students  Society. — Lecture,  "  Banking 
and  Foreign  Exchange,"  by  Mr.  T.  E.  Gregory,  B.Sc,  6  p.m.,  at  Institute  of 
Chartered  xAccountants. 

March  2^rd,  Wednesday. — Industrial  League  and  Council. — Lecture,  "  Works  Com- 
mittees and  their  Functions,"  by  Mr.  R.  A'oung,  M.P.,  7.30  p.m.,  at  Caxton 
Hall,  W^estminster. 

London  Chartered  Acwuntant  Students  .Society. — Lecture,  "  Ad^'erse 
Foreign  Exchanges,"  by  Sir  George  Paish,  b  p.m.,  at  Institute  of  Chartered 
Accountants. 

Sheffield  Chartered  .Accountants  Students'  Society.— Lecture,  "  .Some 
Problems  on  Costing,"  by  Mr.  G.  .S.  Hattersley,  A.S.A.A. 

March  2^th,  Thursday. — Nottingham  Chartered  Accountants  .Students'  .Society.— 
Joint  debate  with  Birmingham  Chartered  Accountant  Students'  Soeierv. 

March  2Sth,  Monday. — West  of  England  District  Society  of  Incorporated 
Accountants.-— Lecture,  "  Notes  on  the  Chief  Classes  of  Statistical  Publications," 
by  Mr.  Hubert  Phillips,  B.A,,  5.30  p.m.,  at  Royal  Hotel,  College  Green,  Bristol. 

March  2gth,  Tuesday. — Kingston-upon-Hull  Chartered  Accountants  Students' 
Society. — Lecture,  "  The  Law  of  Contracts,"  by  Mr.  G.  T.  Mainprize. 

March  TjOth,  Wednesday. — Industrial  League  and  Council. — Lecture,  "  Industry 
and  Its  Relation  to  Finance,"  by  Mr.  H.  G.  Williams,  M.Sc,  7.30  p.m.,  at 
Caxton  Hall,  Westminster. 

Leeds  and  District  Chartered  Accountants  Students'  Association. — Lec- 
ture, "  Inflation  of  Currency,"  by  Professor  J.  Harrys  Jones,  M.A.,  6.30  p.m., 
at  7  Bond  Place,  Leeds. 
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The  Chartered  Accountant  Students  Society  of  London. 

The  Spring  Session  programme  opened  on  9th  February  with  a  discussion  on  Ques- 
tions set  at  the  recent  Institute  Examinations.  Mr.  J.  K.  Carpenter,  A.C.A.,  opened 
the  discussion  on  the  Final  Questions,  and  Mr.  L.  W.  Wheal  the  Intermediate,  'i'he 
questions  selected  included  two  on  "  Costing  "'  from  the  Intermediate  and  Final 
-Accounts  papers,  and  others  from  the  Auditing  papers.  Mr.  .\.  F.  Cutforth,  F.C.A., 
presided  at  the  meeting. 

A  lecture,  "  Paper  Money  Exchanges  and  the  Gold  Standard  "  was  delivered  on 
Wednesday,  i6th  February,  by  Mr.  F.  W.  Hirst  (Editor  of  Common  Sense).  Sir 
W^ilHam  Plender,  G.B.E.,  F.C.A.,  took  the  chair,  and  presided  over  a  meetim;  of 
about  210  members. 

The  meetings  for  March  are  as  follows  : — 

March  9th. — Ten  Minute  Papers.  "  Sterling  .\ccounts  of  l'\)reign  Brantiu-s,"  hy  Mr. 
R.  C.  Sheen,  A.C.A  ;  "  Notes  on  the  Installation  of  a  Costing  SysU  ni  in  a  Small 
Business,"  bv  Mr.  E.  J.  Stone;  "  A  Few  Hints  on  Studv  for  the  Young  Student," 
by  Mr.  A.       Sweet,  A.C.A.    Chairman,  Mr.  W.  C.  Northcott,  F.C.A. 

March  i6th. — Lecture,  "  Bills  of  Exchange,"  by  Mr.  J.  Wylie,  C.B.E.,  Barrister-at- 
Law.    Chairman,  Rt.  Hon.  Sir  John  Simon,  K.C.V.C).,  K.C. 

March  23rd. — Lecture,  "  Adverse  Foreign  Exchanges  :  their  Effect  and  their  Correc- 
tion," by  Sir  George  Paish.    Chairman,  Sir  A.  W.  Wyon,  K.B.E^,  F.C.A. 

Students  attending  the  Free  and  Advanced  Accounts  and  Auditing  Classes  are 
informed  that  no  class  will  be  held  on  i  hursday,  3rd  March. 


Leicester  Chartered  Accountants  Students'  Society. 

On  January  26lh  a  Mock  Shareholders'  Meeting  was  held,  at  which  the  accounts 
of  The  Tank  Manufacturing  Co.  Limited,  were  submitted  to  very  close  criticism — a 
rather  heated  debate  following. 

Mr.  R.  V.  Rodwell,  A.C.A.,  lectured  on  "  Excess  Profits  Duty  "  at  the  next  meeting 
held  on  February  2nd,  whilst  on  February  9th  Mr.  W.  H.  Yates,  A.C.A.,  delivered 
a  very  interesting  and  instructive  address  entitled  "  Hints  to  Articled  Clerks." 

At  the  recent  Final  Examination  the  following  members  of  the  Society  were 
successful  :  — 

Intermediate. — Messrs.  J.  K.  Burton,  P.  E.  Collier,  and  W.  G.  Forman. 
/<7naL— Messrs.  R.  H.  Butler  and  R.  Dunn. 

On  February  23rd  Messrs.  R.  \'.  Rodv.cll  (Chairman  of  the  Committee)  and  P. 
k  i-^scll  will  represent  the  S(>(i(iv  at  llic  joint  nu'Cling  of  tbe  I Jitmingham,  Liver- 
])u<)\,  Manchester,  and  Eeice>:(r  Socirt ics,  lo  i)e  held  at  Birmingham. 

Sheffield  Chartered  Accountants  Students'  Society. 

We  have  very  little  to  report  on  this  occasion  ovi^ing  to  the  postponement  f)f  our 
Joint  Debate  with  Nottingham,  and  the  cancellation  of  our  evening  of  "  Ten  Minute 
Papers  "  owing  to  the  extreme  pressure  of  work  experienced  by  the  majority  of 
our  members. 

February  2nd,  Mr.  Picton  Davies,  who  deputised  for  Alderman  S.  Osborn,  J. P.., 
gave  a  most  interesting  lantern  lerlure  on  "  Welfare  Work  in  Commercial  Firms." 
This  lecture  was  held  at  the  Church  House,  which  w:i^  obtained  for  us  by  the  courtesy 
and  generosity  of  our  President,  Mr.  C.  J.  Collier,  F.C.A.  We  are  obliged  to  state, 
with  no  inconsiderable  pain,  that  both  subject  and  meeting  place,  particularly  the 
latter,  were  foreign  soil  as  far  as  most  of  our  students  were  concerned. 

We  have  an  excellent  March  programme,  and  we  hope  all  our  members  will  make 
every  effort  to  attend  all  our  meetings. 
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South  Wales  and  Monmouthshire  Chartered  Accountant  Students' 

Society. 

Our  heartiest  conj,«ratulations  to  iMessrs.  Grey,  Reddie,  T.  I).  Evans,  and  Bond  on 
their  successes  in  the  November  Examinations,  and  our  sincere  sympathies  with — 
w  ell.  see  the  May  pass-lists  ! 

We  have  been  favoured  with  some  excellent  lectures  since  the  New  Year.  On  the 
5th  January,  Mr.  A.  H.  Williams,  A.C.A.,  read  a  paper  on  "  Brewers'  Accounts  " 
before  a  good  attendance  of  members  at  the  Royal  Hotel,  following  tea  at  the  kind 
invitation  of  one  of  our  Vice-Presidents,  Mr.  H.  S.  Metcalf,  F.C.A.  Mr.  Williams 
drew  on  a  considerable  experience  of  this  class  of  accounts,  and  dealt  with  the  subject 
in  a  most  interesting  manner.  Our  old  friend  (?)  "  Negotiable  Instruments,"  was 
the  subject  of  another  splendid  lecture  given  by  Mr.  Barnett  Janner,  B.A.,  .Solicitor, 
on  the  26th  January,  at  the  Society's  I.ibrary.  To  make  this  an  interesting  lecture 
requires  skill,  but"  Mr.  Janner  succeeded.  On  4th  February,  the  students  were 
invited  to  attend  a  lecture  given  before  the  Senior  Society  on  *'  Farm  Costs  and 
Accounts,"  by  Mr.  H.  G.  Howell,  F.C.A.,  late  of  Cardiff,  and  now  Director  of  Costs 
in  the  Ministry  of  Agriculture.  If  only  farmers  would  do  as.  he  so  ably  advised! 
And  he  assured  us  that  many  were  going  in  for  thorough  systems  of  costing. 

We  are  looking  forward  with  very  great  interest  to  the  visit  of  our  friends  of  the 
Bristol  Chartered  Accountants  Students'  Society,  and  the  game  of  Rugger  which  has 
been  arranged  to  take  place  at  Cardiff  on  the  2nd  inst.  In  order  to  give  our  members 
a  chance  to  find  their  football  legs,  we  obtained  a  fixture  with  Penarth  2nd  XV  on 
12th  February,  and  were  defeated  by  six  tries  to  nil^ — not  too  bad  for  a  scratch  lot 
of  pen-pushers  !  Anyhow,  we  are  hoping  to  retrieve  the  name  of  Welsh  Rugby  on 
the  occasion  of  the  visit  of  the  Bristolians.  The  suggested  programme  is  as  follows  : 
12.56  p.m.  Visitors  arrive  at  Cardiff.  2  p.m.  Teams  and  their  supporters  meet  at 
Cardiff  Castle  gate  (opposite  end  of  High  Street).  2.45  p.m.  Kick-off.  The  match 
will  be  held  at  Syr  Dafydd  Field  (by  kind  permission  of  the  University  College  Sports 
Committee).  Bristol  play  in  colours;  Cardiff  in  whites.  5  p.m.  High  tea  at  the 
Dorothy  Caf^,  High  Street  (at  the  invitation  of  the  South  Wales  .Society).  6.45  and 
10.55  P-ni-  Return  trains  to  Bristol.  We  offer  the  Bristol  students  a  very  warm 
welcome,  and  trust  that  our  members  will  make  a  point  of  being  present  at  the  match 
and  tea  to  assist  in  their  entertainment. 

Chartered  Accountants  Students'  Society  of  Kingston-upon-HuU. 

The  following  is  the  syllabus  for  the  Spring  Session,  192 1  : — 

Feb.  8th  (Tuesday). — Lecture,  '*  The  First  Principles  of  Cost  Accounting,"  l)v  Mr. 
J.  B.  Bardsley,  A.S.A.A.,  F.C.I.S. 

Feb.  22  (Tuesday). — Lecture,  "  The  Historv  and  Usage  of  Bills  of  Exchange,"  bv 
Mr.  G.  B.  Outhwaite,  Cert.  A. LB. 

Mar.  8th  (Tuesday). — Lecture,  "  Auditing,"  by  Messrs.  P.  H.  Lambert,  A.C.A.,  and 
F.  S.  Mowforth. 

Mar.  17th  (Thursday). — Lecture,  "  Introduction  to  the  Study  of  Economics,"  bv  Mr 
J.  S.  Cooke,  B.A.' 

Mar.  29th  (Tuesday). — Lecture,  "  The  Law  of  Contracts,"  by  Mr.  Geo.  'f.  Mainpri/e. 
Solicitor. 


Training  Ex-Service  Men, 

At  the  Final  Examination  of  the  Institute  of  Chartered  Accountants  of 
England  and  Wales,  of  the  223  candidates  who  were  successful  in  passing  the 
examination,  103  were  trained  under  the  Training  Grants  Scheme  of  the 
Ministry  of  Labour.  In  connection  with  the  vSociety  of  Incorporated  Account- 
ants and  Auditors,  thirty-three  candidates  who  had  received  training  under 
the  Ministry's  scheme  were  successful  out  of  104,  and  at  the  examination  of 
the  Law  Society,  of  the  183  candidates  who  were  successful  in  passing  the 
examination,  seventy-si:c  were  trained  under  the  Training  Grants  Scheme. 
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By  the  General  Secretary. 

The  National  Guild  of  Accountants'  Clerks  has  recently  undergone,  in  its  constitu- 
tion, changes  which  it  is  hoped  will  see  the  organisation  launched  upon  a  sphere  of 
usefulness  which  it  could  never  have  hoped  to  attain  as  hitherto  constituted. 

Inaugurated,  as  it  was,  purely  as  a  pioneer  movement  to  find  a  remedy  for  certain 
social  and  economic  inequalities  which  existed  among  the  various  grades  in  the 
accountancy  profession,  it  has  grown  and  outlived  its  fledgling  stage  as  to  now  merit 
a  thorough  review  of  the  scope  of  its  ambitions.  F"urther,  a  great  deal  of  dissatis- 
faction had  grown  up  at  the  somewhat  slow  progress  and  limited  scope  of  thes^ 
dissatisfaction  which  was  increased  rather  than  diminished  when  it  was  seen  how 
the  manual  worker  was  able,  by  efficient  organisation,  to  effect  an  improvement  in 
the  general  conditions  of  his  employment  while  the  average  accountant's  clerk  was 
receiving  nothing  whatever  commensurate  with  changed  conditions.  Reader-,  may 
not  be  uninterested  to  learn  the  scope  of  the  changes  which  are  designed  not  only  to 
consolidate  the  position  of  the  Guild  itself,  but  to  facilitate  its  activities  in  every  part 
of  the  Kingdom,  and  to  increase  the  benefits  accruing  to  members  individual!) . 

The  changes  effected  are  briefly  indicated  in  the  following  summaries  :  — 

/.  The  Constitution 

1.  The  general  management  is  vested  in  an   Executive  Council,  elected  by  the 

branches  triennially  (one-third  retiring  each  year). 

2.  A  President,  Vice-President,  and  Treasurer  elected  annually  at  the  Annual 

General  Delegate  Conference, 

3.  Internal  control  by  .Sub-Committees,  including  one  on  I'inance. 

4.  (a)  Division  of  country  into  districts  with,  as  far  as  possible,  equality  of  vote. 

(b)  Each  district  controlled  by  a  committee  elected  by  the  branches,  with  a 
Secretary  (paid  by  capitation). 

(c)  Each  district  to  be  responsible  for  the  branches  in  its  area,  propaganda, 
meetings,  Sec,  and  all  matters  prescribed  by  the  rules  or  as  delegated  to  it 
by  the  Executive  Council. 

5.  (a)  Branches  to  be  formed  wherever  possible,  but  with  a  minimum  membership 

of  25. 

(b)  Controlled  by  a  Branch  Committee  with  a  local  Secretary  or  "  Corresponding 
Member." 

6.  All  members  shall  belong  to  a  branch,  and  shall  be  attached  to  the  one  nearest 

to  their  place  of  employment. 

7.  An  Annual  Delegate  Conference  to  be  held  each  year  before  which  all  matters 

relating  to  changes  in  rules  or  of  general  importance  to  the  Guild  shall  be 
dealt  with. 

II.  Aims  and  Objects. 

1.  To  provide  an    organisation  for  accountants'    clerks  in  all  branches  of  the 

profession. 

2.  To  improve  their  status  both  economically  and  socially. 

3.  To  secure  adequate  remuneration  and  satisfactory  conditions  of  employment. 

4.  To  secure  the  right  to  promotion  based  upon  ability,  efficiency  and  seniority. 

5.  To  watch  over,  promote  and  protect  the  common  interests  of  its  members,  and 

to  adopt  such  procedure  may  be  deemed  necessary  or  desirable  for  regulat- 
ing the  relations  between  members  and  their  employers. 

6.  To  act  as  a  protective  organisation  on  behalf  of  its  members. 

7.  To  secure  recognition  as  the  official  organisation  to  represent  its  members  in 

regulating  the  relations  between  employers  and  the  Guild. 

8.  To  provide  funds  for  : — 

fa)  The  financial  relief  of  members  who  ma}',  by  rea.-5on  of  sickness  or  other 

sufficient  cause  beyond  their  control,  be  in  need  of  ^ame. 
(6)  To  assist  the  widows  and    children  or  any  other    dependent  kindred  of 

deceased  members. 
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(c)  To  render  legal  assistance. 

(d)  To  indemnify  a  member  should  he  be  victimised  by  reason  dI         aciion  he 
may  rightly  take  in  c(«inection  with  the  affairs  of  the  duiid. 

g.  To  provide  opportunities  between  members  for  intercourse,  co-operation,  expres- 
sion and  exchange  of  opinion  on  all  matters  affecting  the  interests  of  the 
Guild;  to  give  facilities  for  the  reading  of  papers,  the  delivery  of  lectures,  and 
to  arrange  for  the  acquisition  and  dissemination  by  publication  or  other  means 
of  useful  information  connected  with  the  profession. 

TO.  To  establish  a  pension  scheme. 

II.  To  establish  an  employment  bureau. 

Several  of  the  districts  are  now  in  full  working  order,  and  wherever  this  is  so  the 
increased  activity  is  beginning  to  be  felt.  It  now  remains  for  all  accountants'  clerks 
to  carefully  consider  the  objects  of  the  Guild,  and  to  join  at  once  in  order  to  make 
their  accomplishment  possible  without  doubt.  All  those  interested  are  invited  to 
apply  to  the  General  Secretary,  at  22  Walbrook,  E.C.  4,  for  further  particulars,  but 
no  time  should  be  lost  in  joining  the  National  Guild,  which  is  the  only  organisation 
tJiat  has  for  its  principal  object  the  furtherance  of  the  interests  of  the  accountant's 
clerk. 


Books  of  the  Month. 

THE  EXCESS  PROFITS  DUTY,  the  Excess  Mineral  Rights  Duty,  and  the  Cor- 
poration  Profits  Tax.  By  A.  M.  Langdon,  K.C.  8|  x  5|,  viii-j-167  pp.  Fourth 
edition.  los.  n.  Post  free  los.  6d.  [A  valuable  treatise.  The  new  edition 
includes  the  modifications  in  the  Excess  Profits  Duty  made  by  the  Acts  of  1918, 
1919,  and  1920,  and  also  the  Corporation  Profits  Tax.] 

FACTORY  ADMINISTRATION  AND  COST  ACCOUNTS.  By  E.  T.  Ecboorne 
9^x6^,  XX 4-81 1  pp.  45s.  n.  Post  free  46s.  [A  very  complete  reference  book  of 
the  principles  and  practice  of  industrial  administration  and  costing  for  pfwent- 
day  requirements.] 

COSTING  AT  NATIONAL  FACTORIES.  By  M.  Webstbr-Jenkinson,  C.B.E., 
F.C.A.    io|  x8,  48  pp.    Second  Reprint.    Price  2s.  6d.    Post  free  2s.  8d. 

ERRORS  IN  BALANCING.  8^  x  5^,  32  pp.  Fourth  edition.  2s.  6d.  n.  Post  free 
2s.  8d.  [A  concise  handbook  dealing  with  the  more  usual  causes  of  differences  in 
Trial  Balances  and  the  method  of  their  detection.] 

COMPANY  LAW  FOR  COMMERCIAL  STUDENTS  AND  BUSINESS  MEN.  By 
Albert  Crew.  8^x5^,  xxix-j-282  pp.  7s.  6d.  n.  Post  free  8s.  3d.  [The  second 
edition  of  this  work  has  been  thoroughly  revised  and  considerably  enlarged.  It 
will  be  found  very  useful  by  students  preparing  for  Accountancy  and  Secretarial 
Examinations.  A  representative  selection  of  recent  previous  examination  questions 
is  included  in  the  appendix.] 

THE  ACCOUNTANTS'  MANUAL.  Being  the  Questions  set  at  the  Examinations  of 
the  Institute  of  Chartered  Accountants,  with  answers  thereto.  Intermediate  and 
Final,  November-December  1920.    Vol.    xviii.    Part  I.    9|  x  74,  76   pp.  Price 

2S.  6d.    Post  free  2s.  qd. 

THE  INCORPORATED  STUDENTS'  TELEPHONE,  No.  22,  December  1920. 
Questions  and  Answers  to  the  Intermediate  and  Final  Examinations  of  the  Society 
of  Incorporated  Accountants.  Answers  by  D.  F.  de  I'Hoste  Ranking,  M.A.', 
LL.D.,  and  Spicer  and  Pegler,  Chartered  Accountants.  10x8,  79  pp.  Price 
2s.  6d.    Post  free  2s.  8d. 

THE  INCORPORATED  ACCOUNT.\NTS'  YEAR  BOOK,i92i.  7  x  4|,  xix-j-568 pp. 
3s.  Post  free  3s.  6d.  [Contains  the  names  of  3,140  members,  and  the  full 
Regulations  of  the  Society.] 
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By  M.  R:  Emanuel,  Barrister-at-Law. 

In  the  following  paper  Mr.  Emanuel  deals  with  sonte 
of  the  most  common  difficulties  which  puzzle  students  of 
the  law.  It  should  be  read  carefully  by  all  who  are  working 
for  the  examinations. 

My  first  impression  on  being  asked  to  lecture  to  students  on  their 
legal  difficulties  in  mercantile  law,  was  that  your  school  was  putting 
the  cart  before  the  horse ;  but  on  consideration  it  occurred  to  me  that  when 
one  visits  a  doctor  he  often  puts  his  finger  on  a  spot  and  says:  "  You  have 
a  pain  there."  It  is  no  use  to  deny  it,  for  if  a  doctor  says  you  have  a  pain 
you  must  have  a  pain,  and  if  I  say  you  have  a  difficulty  here  or  there  yon 
must  have  one,  and  I  will  try  to  explain  it  away.  I  imagine  if  I  was  a  legal 
student  wanting  to  know  something  about  law  for  the  purpose  of 
accountancy  or  general  knowledge,  the  first  thing  I  should  do  would 
be  to  go  to  a  friend  and  ask  him  to  recommend  me  a  text-book.  There 
are  a  great  many  text-books  on  Contracts,  varying  from  a  few- 
hundreds  of  pages  to  nearly  two  thousand  pages,  but  there  are  not  many — 
including  my  own — which,  without  help,  would  not  leave  you  in  a  more 
confused  state  of  mind  than  when  you  started.  The  books  are  full  of  technical 
terms,  which  although  familiar  to  the  author,  are  puzzling  to  the  student, 
who  is  also  confronted  with  Latin  and  Norman-French  terms.  It  is  strange 
that  while  these  terms  and  words  have  been  abandoned  in  every  sphere 
of  life,  they  should  stiU  crop  up  in  our  Courts.  The  Courts  are  open  to  any 
person  to  conduct  his  own  case  in  his  mother  tongue,  and  it  is  monstrous 
that  an  unaided  litigant  should  have  to  listen,  from  judge  and  counsel,  to 
words  in  a  foreign  language.  I  hope  the  time  will  come  when  it  will  be  con- 
sidered as  pedantic  to  use  these  terms  in  the  Courts,  as  it  has  become  during 
the  last  generation  to  quote  Latin  in  Parliament.  It  is  quite  unnecessary  to 
use  these  words.  Why  say  res  ipsa  loquitur  when  you  only  mean  **  the  thing 
speaks  for  itself  "  ;  ultra  vires  when  you  only  mean  "  things  beyond  one's 
powers  "  ;  market  overt,  when  you  mean  "  open  market."  There  used  to  be 
a  riddle  people  asked  :  "  What  is  it  that  has  two  legs  and  wings,  and  barks 
like  a  dog?"  When  you  give  it  up,  you  are  told  the  answer  is  '*  a  chicken." 
You  remark  that  a  chicken  does  not  bark  like  a  dog,  and  are  told:  "  I  put 
that  in  so  as  not  to  make  it  too  easy."  Perhaps  these  foreign  words 
are  retained  not  to  make  the  law  too  easy.  A  cynic  might  say :  "  If 
it  was  not  for  these  unnatural  difficulties,  there  would  be  no  use  for 
a  lecturer."  You  certainly  want  a  lecturer  at  your  elbow  all  the  time  you 
are  studying  these  subjects,  if  only  to  translate  the  words  for  you. 

There  are  other  irritating  things  you  will  come  across  before  you  have 
gone  far.  You  will  want  to  know  why  a  man  may  do  something,  or  not  do 
something,  according  to  English  law.  May  he  transfer  a  right  to  someone 
else?  If  he  has  a  right  to  receive  money,  may  he  transfer  that  right  to 
someone  else,  so  that  that  person  can  sue  upon  it?  If  you  look  in  the  text 
books  for  an  answer,  you  will  find  that  he  may  do  certain  things  by  common 


*  A  lecture  delivered  before  the  London  Branch  of  the  School  of  Acconntancy  Students 
Association  at  Essex  Hall,  Essex  Street,  London,  W.C.,  on  Tuesday.  November  30. 
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law,  others  in  equity,  and  others  by  statute.  The  bewildered  student  find? 
three  kinds  of  law  which  seem  all  to  prevail  at  once,  and  all  to  contradict 
each  other.  Yet  a  few  words  of  explanation  clear  away  the  difficulty. 
Common  law  is  the*  old  unwritten  law  which  grew  out  of  primitive 
customs.  As  time  went  on,  and  commerce  increased,  it  was  found 
that  this  old  Common  T.aw  was  not  sufficient  to  meet  the  demands  of 
civilisation.  First  it  was  deficient;  matters  arose  which  were  not  provided 
for.  Then  it  was  found  very  harsh  in  particular  cases.  The  custom  then 
arose  of  going  to  the  Lord  Chancellor,  who  sat  to  administer  equity,  and 
where  the  case  involved  hardship  the  Lord  ChancelloT  would  intervene,  and 
dispense  with  the  strict  letter  of  the  Common  Law.  So  came  about 
the  system  kn(wn  as  Equity.    The  law  of  mortgage  is  a  good  example. 

.  In  the  old  days,  the  person  mortgaging  his  property  often  lost  it  because 
sufficient  time  was  not  allowed  to  him  to  repay  the  debt.  The  Lord  Chan- 
celkir  intervened,  and  said  that  the  man  who  had  borrowed  the  money  should 
haA-e  a.  reasonable  time  for  payment  before  he  lost  the  estate,  which  was  only 
a  security  for  the  debt.  The  Common  Law  Courts  were  very  jealous  of  their 
rights,  and  complaints  were  sometimes  made  by  the  Common  Law  Judges 
against  the  Lord  Chancellor's  interference.  We  find  the  quaint  complaint 
that  wherever  the  measure  of  law  was  certain,  the  measure  of  equity  was  as 
uncertain  as  the  measure  of  the  Lord  Chancellor's  foot.  In  the  course  of 
time  it  was  settled  that  where  law  and  equity  were  in  conflict,  equity  was 
to  prevail. 

Statute  Law  is  simply  an  Act  of  Parliament,  and  overrides  both  law  and 
equity.  Take  the  case  of  the  Moneylenders'  Act ;  by  Common  Law,  if  you 
borrow  money  at  interest,  you  have  to  pay  the  full  amount  of  interest.  If 
the  moneylender  charges  you  loo  per  cent,  you  have  to  pay  it.  Then  came  in 
Equity.  The  rules  of  equity  did  not  make  moneylending  illegal,  but  gave 
relief  against  the  letter  of  the  law  in  certain  cases,  i.e.  when  advantage  was 
taken  of  an  expectant  heir.  Then  came  the  Moneylenders  Act,  which  said 
that  any  harsh  and  unconscionable  transaction  could  be  reopened.  That 
illustrates  the  meaning  of  Common  Law,  Equity,  and  Statute  Law. 

Another  complaint  you  get  is  that  the  Law  is  dull.  That  statement,  like 
the  report  of  Mark  Twain's  death,  is  grossly  exaggerated.  To  the  student  of 
precise  mind  the  clear  reasoning  and  logic  of  the  law  are  attractive  ;  the  setting 
of  given  facts  into  their  legal  settings  is  the  most  fascinating  of  jig-saw 
puzzles  :  while  to  the  student  of  a  romantic  temperament  each  case  is  a  little 
novel.  What  tragedy  he  may  find  in  the  revoked  bequest  of  the  best  silver 
tea  service;  what  comedy  in  the  negligent  opening  of  a  cellar  door. 

To  return  to  the  question  of  Contracts.  The  first  thing  you  look  for  in 
n  matter  of  this  kind  is  a  definition,  and  you  will  find  a  definition  of  contract 
in  every  book.  They  all  agree  in  telling  you  that  a  contract  is  an  agreement 
enforceable  by  law.  That  sounds  very  fine,  but  it  does  not  tell  you  much. 
You  ask,  "  What  is  an  agreement,  and  when  is  it  enforceable  by  law?"  You  will 
often  hear  a  man  asked  in  Court  if  he  had  an  agreement  say  "  No,"  because  his 
idea  of  an  agreement  is  something  that  is  written  out.  It  is  not  necessarv 
in  all  cases  that  agreements  should  be  in  writing  ;  you  may  have  a  verbal 
agreement,  and  you  may  have  an  agreement  without  any  words  at  all. 
Suppose  I  go  to  a  shop  to  buy  cigars  or  a  hat,  there  may  be  an  agreement 
to  sell  and  to  buy  from  the  mere  fact  of  my  asking  the  goods  to  be  sent. 
You  may  go  into  a  bus  or  take  a  cab  without  saying  a  word,  and  by  the 
mere  fact  of  your  being  in  it  you  have  undertaken  to  pay  according  to  the 
recognised  charges.  Of  if  you  employ  a  man  to  do  work,  you  may  say 
nothing  about  price,  but  it  will  be  taken  that  you  have  agreed  to  pay  him 
a  reasonable  price  for  the  work  done.  What  is  a  reasonable  price  will  have 
to  be  decided.  So  you  may  have  an  agreement  without  anything  in  writing 
or  anything  in  words.  The  essential  thing  is  proposal  and  accept- 
ai>ce.    T  make  a  proposal,  and  you  accept  it ;  it  must  be  in  the  same  terms. 
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Suppose  I  go  into  a  shop  to  buy  my  wife  a  hat.  Being  a  mere  man,  though 
I  want  a  picture  hat,  I  may  think  the  proper  word  is  a  toque. 
They  send  the  toque  home,  but  they  cannot  make  me  pay  for  it,  there  being 
no  contract.  We  used  the  same  language,  but  we  did  riot  mean  the  same 
thing. 

The  next  question  is,  "  when  is  a  contract  enforceable?"  To  answer  that  you 
will  have  to  read  through  the  whole  book.  The  standard  book  used  in  your 
school  is  by  Stevens.  There  are  a  number  of  agreements  which  are  not  enforce- 
able at  law.  I  may  make  a  social  engagement  with  you,  and  may  not  keep  it. 
I  may  keep  you  waiting  in  the  rain  without  turning  up  and  you  may  suffer 
certain  damage,  but  that  is  not  a  contract  for  which  you  can  claim  any 
damages.  Betting  agreements  are  not  enforceable,  and  there  are  a  number 
of  agreements  which  must  be  in  writing. 

Then  there  must  be  what  is  caUed  "  cousideration."'  When  I  started  to 
study  law  I  imagined  that  consideration  meant  that  you  must  consider  the 
matter  weU  before  you  came  to  a  decision,  and  that  if  you  entered  into  a 
contract  without  duly  considering  it,  it  could  not  be  enforced ;  but  it 
means  nothing  of  the  kind.  There  must  be  some  value,  or  you  mu.st 
forego  some  right.  If  I  promise  to  give  you  ^^50,  it  is  only  a  moral  obliga- 
tion ;  you  cannot  enforce  it  by  law  because  there  is  no  consideration,  no 
^uid  fro  quo.  English  law  is  exceptional  in  that  respect ;  the  need  for  con- 
sideration does  not  exist  even  in  Scotland.  In  the  15th  century 
our  judges  decided  that  a  mere  promise  could  not  be  enforced  as 
a  promise  unless  there  was  something  in  return  for  it.  If  you 
agree  to  exchange  a  house  in  town  for  a  house  in  the  country, 
the  house  in  the  country  is  the  consideration  for  the  house  in 
town ;  some  benefit  is  received.  Supposing  I  said  I  would  give  you  a  house 
in  London  if  you  would  live  in  it,  there  there  would  be  a  consideration; 
you  give  up  the  right  to  live  where  you  choose.  Once  prove  any  sort  of 
consideration,  and  the  contract  can  be  enforced,  but  there  must  be  some 
consideration.  The  value  may  seem  inadequate,  but  there  may  be  some 
reason  for  that — questions  of  sentiment,  questions  of  value  at  the  particular 
time.  Therefore  the  Courts  lay  down  the  rvile  that  if  you  have  any  value, 
or  consideration,  the  contract  can  be  enforced  unless  it  is  void  for  any 
other  recLSon.  Supposing  you  say  you  will  stand  on  your  head  for  an  hour 
for  £,tfi  and  then  the  other  party  will  not  pay  it.  It  might  be  argued  that 
this  was  a  bet.  But  if  there  was  a  serious  agreement,  it  would  be  a  perfectly 
valid  contract. 

Then  you  come  to  the  question,  Who  may  enter  into  a  contract?  " 
There  are  a  number  of  people  who  cannot  enter  into  any  contract  at  all — 
e.g.  infants,  corporations,  and  lunatics.  I  see  no  infants  or  corporations 
present,  but  I  see  some  ladies — possibly  married — so  let  us  refer  to  them. 
Married  women  have  only  limited  rights.  It  is  a  big  subject,  and  I  cannot 
attempt  to  deal  with  it  to-night.  Before  1882,  with  very  few  exceptions  in 
the  City  of  London  and  other  places,  a  married  woman  could  not  make 
a  contract  at  aU.  Then  women's  rights  became  more  advanced,  and  the 
Legislature  allowed  them  to  make  contracts  with  regard  to  their 
separate  estate.  Then  the  Courts  put  this  construction  on  it,  that 
they  could  only  contract  with  regard  to  property  which  they  had 
at  the  time,  and  not  with  regard  to  property  which  might  come  into  their 
possession  immediately  after  making  the  contract.  In  1893  an  amending 
Act  was  passed  that  a  woman  might  make  a  contract  with  regard  to  prop>ertY 
she  had  at  the  moment  or  acquired  subsequently.  Then  there  came  a 
curious  difficulty  of  construction  put  upon  that  by  the  Court ;  the  Court 
said  she  was  not  personally  liable  but  only  to  the  extent  of  her  property. 
A  student  may  ask  what  that  means ;  it  seems  nonsense,  but  there  is  a 
meaning  to  it,  a  very  technical  one,  which  I  cannot  attempt  to  explain  in  a 
few  words,  but  one  effect  of  it  was  that  you  could  not  get  a  bankruptcy  order 
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against  a  married  woman  unless  trading  separately  from  her  husband.  Only 
her  property  was  liable  and  not  she  personally — so  the  Court  said.  You 
could  not  make  her  a  bankrupt  until  the  Act  of  1913  cajne  into  operation, 
which  specially  provided  that  married  women  might  be  made  bankrupt. 

The  Statute  of  Frauds  passed  in  the  reign  of  Charles  II  pro- 
vided that  a  number  of  contracts  should  not  be  enforceable  unless 
in  writing.  They  were  four  or  five  in  number.  The  case  of  an 
executor  who  agreed  to  be  personally  responsible  out  of  his  own  pocket  was 
one.  It  often  happens  that  when  a  man  dies  the  executor  will  say,  "  Never 
mind,  I  will  see  you  paid  out  of  my  own  pocket."  That  was  not  to  be 
enforced  unless  in  w^riting.  Another  was  where  a  guarantee  was  given. 
Everyone  knows  that  a  guarantee  must  be  in  writing.  If  you  go  to  a 
shop  and  say  you  will  guarantee  the  payment  for  goods  ordered  by  someone 
else,  it  must  be  in  writing.  Another  was  an  agreement  made  in  considera- 
tion of  marriage.  That  does  not  mean  a  mutual  promise  to  marry,  but  "  I 
promise  that  if  someone  marries  my  daughter  I  will  give  him  some  money." 
That  has  to  be  in  writing.  Then  agreements  which  are  incapable  of  per- 
formance within  a  year  have  to  be  in  writing,  certain  contracts  relating  to 
land,  and,  lastly,  contracts  for  the  sale  of  goods  to  the  value  of  ;^io  and 
upwards  have  to  be  in  "writing,  or  there  must  be  acceptance  of  the  goods. 

Then  we  have  the  Statute  of  Limitations.  You  know  you  cannot  enforce 
an  action  after  a  certain  number  of  years — six  years  in  the  case  of  an 
ordinary  contract,  twelve  years  in  cases  of  the  recovery  of  land,  and  twenty 
years  in  the  case  of  a  deed.  A  deed  is  a  contract  under  seal — "  Signed, 
sealed  and  delivered."  A  deed  is  a  more  solemn  form  of  contract,  and  no 
consideration  is  necessary  in  the  case  of  a  deed. 

Another  difficulty  for  students  connected  with  the  Statute  of  Limitations  is 
that  it  is  said  to  bar  the  remedy  but  not  the  right.  The  remedy  is  your 
power  to  sue  for  the  sum  in  Court.  Suppose  I  have  owed  you  a  debt  for  six 
years,  that  is  barred ;  you  cannot  go  to  the  Court,  but  the  right  exists 
though  the  remedy  is  gone,  and  if  I  were  to  acknowledge  the  debt  in  writ- 
ing, or  make  a  part  payment,  making  it  clear  it  is  on  account  of  the  debt, 
then  the  remedy  revives,  and  you  would  be  allowed  to  go  to  Court  to  enforce 
it  for  another  six  years.  The  Statute  of  Limitations  bars  the  remedy  but 
not  the  right. 

Supposing  it  is  impossible  to  carry  out  a  contract ;  the  general  rule  is 
that  impossibility  is  no  excuse.  If  you  cannot  carry  out  the  contract,  you 
have  to  pay  damages.  Suppose  I  agree  to  carry  out  an  undertaking  and 
am  prevented  by  a  strike.  Nevertheless  I  have  agreed  to  do  it  and  must 
do  it,  and  if  not,  I  must  pay  damages.  It  is  for  that  reason  that  provision 
is  made  in  agreements  against  strikes,  &c. 

Like  everything  else,  there  are  certain  exceptions.  Supposing  this  haU 
was  let  for  a  lecture  and  before  the  date  was  burned  down  by  fire.  The 
contract  would  be  gone,  too,  and  no  one  would  be  liable.  This  principle  was 
carried  further  a  few  years  ago.  You  will  remember  that  the  Coronation  of 
King  Edward  VII  was  put  off  because  of  his  illness.  A  great  many  people  had 
hired  rooms  to  view  the  procession,  and  then  declined  to  pay  as  the  pro- 
cession was  abandoned.  One  case  went  to  the  Court  of  Appeal  and  the 
Court  held  that  the  man  w^ho  had  let  the  room  could  not  recover  the  rent.  The 
man  who  had  agreed  to  hire  the  room  was  not  bound  to  pay ;  it  was  said  to  be 
similar  to  the  case  where  the  foundation  of  the  contract  was  gone,  but, 
curiously  enough,  in  the  case  where  the  money  had  actually  been  paid, 
the  person  who  had  paid  it  could  not  get  his  money  back.  One  man  who  paid 
lost  his  money  while  the  other  man  escaped.  There  are  certain  other 
exceptions. 

Supposing  a  contract  has  been  half  performed,  can  you  claim  for  what  you 
have  done?    That  depends  on  whether  what  3'^ou  have  done  is  of  use.  There 
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is  occasionally  some  common  sense  in  the  law.  Supposing  a  house  is  half 
built,  the  man  who  ordered  the  house  is  entitled  to  refuse  to  pay  for  half  a 
house,  but,  on  the  other  hand,  if  you  have  a  contract  to  deliver  coal  for  three 
years,  and  you  have  delivered  for  two  years,  you  are  entitled  to  be  paid  for 
what  you  have  delivered.  Then  there  is  the  case  of  misrepresentation.  This 
may  be  innocent  or  fraudulent.  The  general  rule  is  that  if  it  is  innocent  the 
party  injured  can  refuse  to  carry  out  the  contract.  l)ut  cannot  claim  damages. 
If  it  is  fraudulent  he  can  not  only  set  it  aside,  but  clauu  damages  as  well. 
There  are,  of  course,  exceptions,  e.g.  people  issue  prospectuses  in  which 
they  have  made  statements  which  it  is  impossible  to  bring  home  to  them 
as  frauds ;  special  provisions  have  been  made  to  meet  such  cases. 

When  you  claim  damages,  how  much  damages  do  you  get?  That  is  a 
question  which  is  asked  many  times.  The  answer  is  that  you  get  such 
damages  as  naturally  arise  from  the  breach  of  contract  or  as  may  reasonably 
be  supposed  to  have  been  in  the  contemplation  of  the  parties  as  the  result  of  the 
breach.  Take  the  case  of  a  plumber  agreeing  to  patch  your  roof.  It  was 
specially  agreed  that  he  should  do  it  to-day  ;  he  failed,  and  the  rain  came 
through  the  roof  and  spoiled  the  carpet.  That  would  be  the  natural,  probable 
result,  and  you  would  get  damages  for  the  carpet.  Suppose  you  slept  in  the 
room  and  you  got  pneumonia  and  had  to  pay  a  doctor's  bill,  that  would  be  a 
more  difficult  case.  Is  it  a  natural,  probable  result?  I  think  not.  The  plumber 
had  no  reason  to  suppose  you  would  have  to  sleep  in  the  room,  or  that, 
if  you  did,  the  natural  consequence  would  be  that  you  would  get  a  serious 
illness.  To  take  it  further,  suppose  a  meteor  falls  through  the  roof,  that  is 
too  remote,  you  could  not  have  expected  that.  It  is  not  a  natural,  probable 
consequence,  but  an  extraordinary  thing  which  no  one  could  foresee,  and 
you  cannot  claim  damages.  Damages  must  not  be  too  remote ;  they  must 
be  the  natural,  probable  consequence  of  the  act. 

I  now  come  to  the  sale  of  goods,  partnership,  and  companies.  With  regard 
to  the  sales  of  the  goods,  the  contract  is  the  same  as  any  other.  The  principal 
question  is  when  the  property  passes.  Students  may  think  the  property  is 
the  thing  itself,  but  that  is  wrong.  The  property  may  pass  before  the  goods 
are  delivered ;  it  is  the  property  in  the  thing  and  not  the  physical  thing. 
Generally,  when  a  specified  thing  is  sold  in  a  deliverable  state, 
the  property  passes  at  the  time  of  the  sale,  though  the  goods 
are  not  yet  delivered  and  payment  not  made.  Suppose  a  fire  breaks  out 
and  the  goods  are  destroyed.  The  true  owner  of  the  goods  is  the  man 
who  has  bought  them,  though  he  has  not  taken  them  away.  This  question 
has  arisen  very  much  latel}-  with  regard  to  the  treaty  with  (iermany.  There 
were  roanx  (  a>c  s  jM--t  before  the  war  when  gocHls  were  sold  to  other  countries 
— Rj.-.-ia.  J\-)iiiiiaii ia .  <>]•  IJelf^rimii.  When  ilie  war  broke  (nit  these  goods  were 
seized  on  their  \va\  tiir(i!i<:ii  ( ".■^■nnau \ .  The  Treaty  says  the  dermans  are 
to  pay  damages  for  all  injury  caused  by  special  war  measures  to  British 
property,  but  in  these  cases,  as  the  goods  had  been  sold  to  other  countries, 
the  property  in  them  had  passed  to  those  other  countries,  and  the  English 
vendor  cannot  recover.  This  has  given  rise  to  a  great  deal  of  hardship  where 
the  sale  of  goods  has  been  to  Russia,  because  it  is  the  person  in  Russia  who 
has  the  claim  against  Germany  and  not  the  English  vendor. 

Another  point  in  connection  with  the  sale  of  goods  is  the  distinction  between 
a  condition  and  a  warranty.  When  you  sell  goods,  and  do  not  give  exactly 
what  is  wanted,  the  question  is  w^hether  you  have  broken  the  condition  of 
the  sale  or  only  the  warranty.  If  you  have  broken  the  condition  of  the  sale, 
the  purchaser  can  refuse  to  take  them,  and  if  the  warranty  has  been  broken, 
the  purchaser  can  get  damages,  but  must  keep  the  goods. 

Now  as  to  partnership.  A  partnership  is  described  as  the  relation  existing 
between  persons  carrying  on  business  in  common  with  a  view  to  profit. 
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But  as  soon  as  you  get  a  definition  you  find  a  great  many  relationships 
which  are  not  partnerships  at  all,  though  they  fall  within  the  definition. 
Shareholders  in  companies  are  clearly  not  partners,  yet  they  come  withm 
that  definitKJU.  The  Partnership  Act  of  i8qo  expressly  excluded  companies. 
Again  you  have  these  cases,  "  Receipt  of  a  share  of  the  profits  by  the  widow 
of  the  deceased  partner,"  or,  "  In  return  for  a  loan."  You  may  have  no 
intention  of  becoming  a  partner,  and  do  not  want  to  be  liable  as  a  partner, 
but  only  to  get  a  certain  portion  of  the  profits.  But  according  to  that 
definition  you  would  find  yourself  a  partner.  If  a  man  interferes  at  all  with 
the  business,  by  dismissing  servants  or  appointing  agents,  he  would  make 
himself  a  partner.  If  you  assume  the  rights  of  a  partner,  you  are  subject 
to  the  liabilities  of  a  partner.  Partnership,  unlike  limited  companies,  involves 
an  unlimited  liability ;  you  are  liable  to  the  last  penny  you  have  got  to  pay 
creditors.  The  Limited  Partnership  Act  did  not  alter  things  very  much, 
because  a  limited  partner,  if  he  interferes  with  the  business,  becomes 
liable  as  a  general  partner. 

Can  a  partner  always  involve  a  firm?  No.  All  partners  are  agents  for  one 
anotJier,  but  one  partner  cannot  make  his  co-partners  liable  for  anything 
outside  the  ordinary  scope  of  the  business.  Take  a  greengrocer's  business.  A 
partner  who  buys  apples  involves  his  co-partners  in  the  liability  to  pay  for 
thera,  but  if  he  buys  something  outside  the  ordinary  run  of  his  business  his 
partners  are  not  liable.  Then  there  are  the  joint  and  several  liabilities. 
Partners  are  jointly  liable  for  the  deeds  of  another,  but  there  is  only  one 
liability,  and  if  judgment  is  obtained  a^jgainst  two  partners  by  name  it  cannot 
afterwards  be  enforced  against  a  newly  discovered  sleeping  partner.  There- 
fore it  should  be  obtained  in  the  firm  name,  to  cover  all  partners. 

I  have  not  left  myself  much  time  to  deal  with  the  case  of  companies. 
The  history  of  company  law  is  a  long  struggle  between  the  I/Cgislature  and 
the  fraudulent  promoter,  and  resembles  the  struggle  between  increasingly 
powerful  armour  belting  for  ships  and  armour  piercing  shells. 
As  fast  as  one  scheme  is  stopped  by  the  law  the  company  promoter  will 
try  to  find  another.  One  fraud  very  common  just  now  is  where  the  husband 
and  wife  form  a  private  company  and  the  husband  issues  debentures  to  him- 
self as  a  private  person  and  so  gets  an  advantage  over  the  ordinary  creditor. 

It  is  as  impossible  for  the  student  to  remember  all  the  rules  of  law  without 
understanding  the    principles    which    underlie    them,  as  it    would  be  to 

remember  a  book  of  Euclid  in  parrot  fashion. 

Having  told  you  some  of  the  difficulties  of  a  student,  let  me  conclude  by 
teUing  you  some  of  those  of  the  lecturer.  The  types  of  student  he  particu- 
larly fears  are  the  shy  student  and  the  garrulous  student.  The  shy  student 
would  rather  sink  through  the  floor  than  ask  a  question  which  the  lecturer  is 
anxious  to  explain,  while  the  garrulous  one  leads  him  into  bypaths  alto- 
gether remote  from  the  subject.  Thus  I  once  found  myself  discussing 
whether  an  executor  might  extract  the  gold  fillings  from  the  testator's  teeth 
in  order  to  pay  his  creditors.  I  have  even  suspected  the  student  of  trying 
to  pull  the  lecturer's  leg.  Moreover,  "assume  an  interest  if  you  have  it  not." 
Nothing  is  more  disconcerting  to  the  lecturer  who  is  explaining  a  legal 
intricacy  than  a  half-suppressed  yawn.  The  four  corner  stones  then  are; 
"Don't  be  shy,"  "Don't  be  garrulous,"  "Don't  pull  the  lecturer's  leg,"  and 
"  Don't  yawn,"  and  before  you  can  do  any  of  these  things  to  night  I  will 
conclude  my  lecture. 
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Efficient  Administration:  A  Prime  Essential 
to  Britain's  Economic  Recovery.* 

By  Prof.  Lawrence  R.  Dicksee,  M.Com.,  F.C.A. 

To  get  the  best  results  from  any  commercial  undertaking 
the  first  essential  is  efficient  administration ,  and  in  ^^the 
following  paper  Professor  Dicksee  shozvs  that  yhis  \truth 
applies  equally  to  the  affairs  of  a  nation. 

The  choice  of  the  subject  of  my  lecture  to  you  this  evening  has 
been  that  of  your  Chairman,  and  I  am  particularly  glad  it  has  been 
so,  because  it  struck  me  as  one  of  the  most  useful  subjects  for  a 
single  lecture,  where  the  aim  is  necessarily  not  so  much  to  convey  exact 
information  as  to  inspire  interest  in  a  course  of  study.  Our  present  subject 
— the  vital  importance  at  the  present  time  of  efficient  administration — is 
a  particularly  happy  choice  for  those  studying  accounts,  because  there  is 
rather  a  tendency  on  the  part  of  thl)se  in  charge  of  the  accounts  of  an 
undertaking  to  adopt  the  attitude  of  the  disinterested  spectator.  This 
attitude  is  quite  a  proper  one  for  accountants  from  one  point  of  view,  but 
the  tendency  is  rather  for  the  accountant  to  regard  himself  as  someone 
cut  off  from  the  actual  business,  instead  of  being  a  co  worker.  The  place 
where  the  accountant  does  his  work  is  called  the  office.  The  place  where 
the  outside  people  do  their  work  is  called  the  warehouse,  the  works,  or  the 
factory.  In  South  America,  the  name  given  to  the  works  or  factory  is 
"  oflficina."  The  words  "  office  "  and  "  factory  "  really  mean  the  same 
thing — the  place  where  the  work  is  done  ;  but  the  fact  that  we  use  the  words 
"  office  "  and  "  factory  "  as  implying  two  quite  different  things,  shows, 
I  think,  that  we  have  got  in  our  minds  a  sort  of  close  partition  between  the 
accountant's  work  and  the  work  of  the  practical  business  man.  Few  people 
realise  that  "  office  "  is  really  the  same  as  "  factory."  It  is,  therefore, 
worth  our  while  now  and  again  to  try  to  get  more  closely  into  touch,  in 
mind  and  in  spirit,  with  the  workers. 

Efficient  administration,  as  suggested  by  the  title  of  my  lecture,  is  a  prime 
necessity  for  Britain's  economic  recovery.  The  use  of  the  word  "  recovery  " 
suggests  that  one  has  to  recover  from  something  ;  that  there  has  been  ground 
lost,  and  that  we  have  got  to  win  it  back.  We  all  know  that  that  is  so, 
as  compared  with  i()i4.  There  has  been  great  wastage  of  property,  many 
persons  have  been  diverted  from  prf)ducti(m,  stocks  of  essential  commodities 
have  been  brought  low,  credit  and  exchange  disorganised,  transport  facilities 
rendered  inadequate,  and,  worst  of  all,  the  morale  to-day  can  only  be 
described  as  deplorable.  Tt  may  seem  out  of  place,  now  that  the  war  is 
over,  to  hark  back  to  it,  and  call  up  painful  memories  by  the  use  of 
similes  suggestive  of  war.  I  will  come  to  that  point  later,  but  at  the  moment 
I  may  say  I  am  doing  it  deliberately,  because  I  think  it  the  only  useful 
way  to  approach  our  subject. 


*A  lecture  delivered  before  the  London  Branch  of  the  School  of  Accountancy  Students' 
Association,  at  Essex  Hall,  Essex  Street,  Strand,  London,  Mr.  J.  I).  C.  Mackay  in  the 
chair. 
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When  the  Armistice  came,  the  idea,  as  put  forward  in  the  newspapers, 
was  that  the  men  should  come  back  and  get  to  work,  and  achieve  the 
economic  recovery  that  we  all  felt  was  necessary.  They  came  back — all 
but  the  best  of  them^ — but  they  have  not  done  much  else.  The  appeal  made 
to  them  to  get  to  work  and  repair  the  wastage  of  w;ir  was  not  so  ver}^ 
absurd  when  we  bear  in  mind  the  glaim  put  forward  for  some  years  before 
on  behalf  of  organised  labour,  as  being  the  sole  producer  of  all  the  wealth 
in  the  world ;  but  we  have  to  take  things  as  they  are.  Whatever  our 
precise  shade  of  political  views  may  be,  we  must  admit  that  efficient 
direction  is  not  now  conspicuous  among  the  workers.  If  labour  was  now 
trying  to  do  its  best  towards  economic  recovery,  it  might  be  reasonable 
to  admit  the  claim  that  labour  is  the  source  of  all  wealth.  But  what  at  the 
present  time  is  organised  labour  doing?  To  a  very  large  extent  we  must 
all  agree  that  it  is  using  its  organisation  to  withhold  production,  with  the 
result  (whether  it  is  intended  or  not)  of  creating  further  shortage.  The 
appeal  to  labour  to  repair  the  wastage  of  war  has  so  far  had  no  good 
effect.  My  suggestion  to  5^ou  this  evening  is  that  to  a  large  extent  the 
failure  is  due  to  the  appeal  having  been  made,  I  will  not  say  to  the  wrong 
parties,  but  in  the  wrong  way — direct  to  labour,  instead  of  being  made 
through  administration.  Labour  can  do  great  things,  but  little  or  nothing 
without  guidance.  That  guidance  it  is  the  function  of  administration  to 
provide. 

If  we  pause  to  consider  for  a  moment  what  the  word  "  administration  " 
means,  we  find  that  it  still  further  reinforces  that  idea.  To  administer  is 
to  render  aid  or  service.  Such  administration  will  be  efficient  when  it 
achieves  a  desirable  result,  and  it  w411,  in  the  main,  consist  of  doing  the 
right  thing,  in  the  right  way,  at  the  right  time. 

It  seems  to  me  that  efficient  administration  has  two  aspects,  material  and 
spiritual.  In  each  of  these  aspects  it  should  be  educative  rather  than 
directional.  It  suffers  very  often  from  the  wrong  assumption  that  authority 
of  itself  gives  knowledge.  If  we  take  the  view  that  administration  repre- 
sents the  leading  force  in  connection  with  all  useful  work,  we  shall  see  that 
it  cannot  be  effective  if  it  always  operates  from  the  rear.  One  can  drive 
from  behind,  but  one  cannot  lead  from  behind  ;  and,  in  so  far  as  leadership 
is  necessary,  the  rank  and  file,  no  matter  how  able  they  are,  can  do  very 
little  without  leaders.  Here  you  see  I  come  across  the  military  simile  again. 
It  is  difficult  to  speak  on  the  subject  in  any  other  way.  Perhaps  some  of 
you  may  wonder  why  I  use  terms  recalling  these  unpleasant  things.  It  is 
because  I  think  it  is  essential  to  Britain's  economic  recovery  for  us  to 
remember  that  we  are  still  at  war,  and  that  we  shaU  always  be  at  war 
so  long  as  the  world  lasts.  If  we  are  not  warring  against  one  thing  we 
are  against  another.  Just  now  we  are  at  war  against  ignorance  and  sloth, 
and  without  that  kind  of  war  there  can  be  no  progress. 

If  administration  represents  enlightened  leadership,  it  may  give  very 
good  value  to  the  rank  and  file  by  enabling  them  to  concentrate  upon  their 
own  particular  job.  We  all  know  that  there  are  men  in  a  small  way  of 
business  who  are  never  free  from  worry,  who  never  make  good  ;  men  who 
v/ould  be  far  better  off  as  employees,  simply  because  they  have  no  adminis- 
trative ability. _  If  we  were  to  abolish  adrninistration,  all  employees  would 
be  in  that  position,  save  the  few  that  had  administrative  ability. 

One  of  the  functions  of  administration  is  to  find  a  job  suitable  for  each 
member  of  the  rank  and  file.  By  that  I  do  not  mean  to  find  a  job  in  the 
sense  of  creating  positions  that  are  paid  for  whether  there  is  any  use  for 
them  or  not.    I  mean,  considering  the  w^ork  that  has  to  be  done,  resolving 
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it  into  its  constituent  parts,  finding  out  the  qualities  required  for  the 
performance  of  each  separate  part  of  the  work  and  distributing  that  work 
among  the  workers  in  the  best  possible  way — staff  selection  it  is  sometimes 
called.  And  hand-in-hand  with  staff  selection  goes,  or  should  go,  staff 
training. 

The  old-fashioned  method  of  managing  a  business,  I  need  hardly  remind 
you,  was — and  to  a  large  extent  it  still  is — to  call  out  for  qualified  work- 
men, and  then  to  grumble  at  those  who  offer,  and  complain  that  they  are 
deficient.  The  last  thing  the  old-fashioned  administrator  ever  thought  of 
doing  was  to  train  his  staff ;  he  expected  them  to  come  to  him  ready  trained. 
If  it  were  possible  for  them — I  do  not  mean  exceptional  individuals,  but 
as  a  whole— to  train  themselves  in  the  best  possible  way,  that  would  be 
reasonable,  but  a  little  inquiry  into  facts  is  sufficient  to  show  that  it  is  not 
possible.  It  is  onl}-  the  exceptional  man  that  can  achieve  any  reasonable 
standard  of  competency  by  being  self-taught  in  whatever  line  of  activity 
we  may  choose  to  think  of. 

Being  self-taught  means  picking  up  your  ideas  as  you  go  along  by  observ- 
ing others,  and,  in  the  vast  majority  of  cases,  without  the  possibility  of 
observing  the  best  people.  It  is  a  system  which,  under  the  most  favourable 
conditions,  serves  to  perpetuate  mediocrity,  and  very  often  it  does  much 
less.  That  is  what,  as  a  nation,  we  h9,ve  been  very  much  in  the  habit  of 
doing  with  regard  to  those  kind  of  things  that,  after  all,  make  up  the 
prosperity  of  our  country.  How  little  in  our  heart  of  hearts  we  believed 
it  to  have  been  an  efficient  system  is  shown  by  the  fact  that  we  never  think 
seriously  of  adopting  that  method  in  connection  with  our  games.  Boys  at 
school  do  not  pick  up  cricket  and  football ;  they  are  taught  them.  The  man 
who  wants  to  play  bridge  without  losing  his  money  takes  lessons.  If  a 
man  wants  to  excel  at  golf  he  takes  lessons  from  a  professional.  We  always 
appreciate  the  importance  of  training  and  teaching  in  connection  with  our 
amusements.  Directly  a  matter  is  in  any  way  within  the  range  of  athletics 
we  realise  that  training  is  something  rather  apart  from  teaching,  and  per- 
haps even  more  important,  and  we  recognise  that  good  results  cannot  be 
produced  unless  we  live  the  life  that  makes  it  possible  to  produce  good 
results. 

Then  another  point.  Directly  we  want  to  achieve  something  more  than 
the  mere  passing  of  the  time  by  these  recreative  pursuits,  w^  take — and  young 
people  come  to  it  instinctively — a  very  great  interest  in  records.  The 
average  schoolboy  knows  a  great  deal  more  about  the  statistics  of  cricket, 
and  attaches  a  great  deal  more  value  to  them,  than  the  average  business  man 
knows  of  '-tatistics  in  connection  with  his  own  work.  Of  course,  every- 
thing can  be  overdone.  We  can  devote  so  much  attention  to  burying  our 
heads  in  figures  and  statistics  that  we  really  have  no  time  left  to  look  up 
and  set'  what  is  going  on ;  but  it  is  very  important  that  we  should  study 
what  IS  hapiJcning  because  only  by  that  means  can  we  possibly  tell  what  it 
is  reasonable  to  expect. 

Yon  will,  I  am  sure,  all  bear  me  out,  when  you  come  to  think  of  it,  when 
I  say  that  there  is  a  general  tendency  for  us  all  to  be  too  easily  satisfied 
with  our  achievements — not  perhaps  all  our  achievements,  because  we  most 
of  us  probably  have  some  particular  thing  that  we  are  careful  of  and 
doubtful  about,  and  perhaps  that  is  the  very  thing  we  do  best :  but  with 
regard  to  most  of  the  things  we  do,  or  ought  to  do,  we  are  quite  satisfied 
we  do  them  well. 

There  are  various  ways,  of  course,  of  testing  whether  a  thing  is  done 
well  or  badly.  Some  are  easier  than  others,  but  just  as  an  illustration — 
and  only  as  an  illustration — let  us  try  the  test  of  speed. 
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In  connection  with  practical  business  it  is  obvious  that  in  the  long  run 
the  remuneration  of  the  worker  has  to  be  provided  out  of  the  v/ork  produced, 
and  it  is  clear,  therefore,  that  speed  of  production  is  a  matter  of  importance. 
It  is  not  a  matter  v^'e  can  afford  to  overlook,  although,  like  everything  else, 
it  is  an  idea  that  can  be  overdone.  In  regard  to  this  question  of  speed — 
because  it  is  the  one  aspect  of  the  matter  that  I  can  put  before  you  in  a 
more  definite  way  than  any  other — I  should  like  to  draw  your  attention  to 
a  few  figures.  Men  employed  in  shovelling  coal  from  one  place  to  another 
were  found  to  average,  doing  it  their  own  way,  i6  tons  of  coal  per  day, 
but  when  they  had  been  taught  how  to  do  it  they  were  able  to  shovel  59 
tons  per  day  with  less  exertion.  Bricklayers,  left  to  their  traditional 
methods,  were  in  the  habit  of  averaging  120  bricks  per  hour,  but  when 
taught  how  to  do  it  they  could  readily  lay  350  per  hour.  Compare  that 
with  the  number  of  bricks  laid  per  day  in  this  country  at  the  present  time. 

Now  let  us  get  on  to  something  perhaps  more  within  the  practical 
experience  of  many  of  you  here  this  evening.  Supposing  someone  is  regarded 
as  a  competent  typist ;  that  very  likeh^  means  he,  or  she,  could  average  on 
fairly  straightforward  work  from  40  to  45  words  per  minute.  That  is  not 
bad  typing.  At  the  present  time,  to  the  best  of  my  knowledge,  the  v/orld's 
record  is  143  words  per  minute.  In  shorthand,  the  shorthand  clerk  varies 
his  speed  more  than  the  typist;  it  may  be  anything  from  80  to  120  or  130 
words  a  minute.  The  world's  record  is  322  words  per  minute.  I  am  not 
suggesting  for  a  moment  that  every  worker  could  achieve  a  world's  record  ; 
that  would  be  as  absurd  as  to  suggest  that  everybod}^  could  run  100  j'ards, 
or  a  mile,  in  the  record  time ;  but  beyond  doubt  a  knowledge  of  what  has 
been  done  by  others  is  a  most  useful  spur,  and  a  very  good  corrective  of 
that  self-complacency  we  are  all  very  apt  to  fall  into. 

I  will  give  you  another  illustration  which  you  can  test  for  yourselves. 
Most  of  you  shave  in  the  morning  ;  the  probability  is  that  the  great  majority 
of  you  have  never  counted  the  number  of  strokes  you  make  with  your  razor 
in  the  process.  The  number  of  strokes  you  make  is  not  necessarily  an  index 
of  your  abilit}^ — that  is  to  say,  the  smaller  number  is  not  conclusive  proof 
that  you  do  it  better  or  quicker,  but  you  may  be  sure  that  the  number  is 
as  large  as  it  is  mainly  because  you  do  not  think  beforehand  what  you  are 
doing,  but  you  just  go  on  with  a  sort  of  reflex  action  of  the  hand  without 
thinking  what  you  are  doing.  Try  the  experiment  next  time,  and  count 
how  many  strokes  you  make;  then  make  up  your  mind  that  that  number 
can  be  reduced  by  half  in  a  fortnight,  and  I  am  perfectly  certain  you  will 
find  5'ou  can  do  it.  I  have  tried  that  with  a  number  of  students,  and  have 
never  known  it  otherwise.  In  my  own  case  I  found  I  took  as  many  as  320 
strokes,  which  is  certainly  a  large  number.  I  got  it  down  to  112  quite 
easily.  Then  the  first  time  I  put  it  to  a  body  of  students  I  found  that, 
compared  with  their  experience,  112  was  quite  a  large  number,  their  best 
being  52.  That  was  rather  a  shock  to  me,  but  I  was  not  to  be  beaten,  and 
T  got  down  to  52  within  a  week.  From  320  to  52  is  a  big  difference.  The 
funny  part  about  it  is  that  if  you  do  not  count  for  a  week  you  will  find 
the  number  going  up  again.  That  is  typical  of  everything  ;  if  we  are  not 
always  on  our  guard,  we  find  that  we  are  always  slipping  back. 

But  administration,  of  course,  does  not  consist  in  forcing  the  pace  :  speed, 
and  nothing  else.  In  so  far  as  it  is  possible  to  increase  speed  it  does  so, 
in  the  main  by  studying  precisely  what  motions  are  performed  in  the  fulfil- 
ment of  the  task.  Cutting  out  useless  motions  diminishes  fatigue.  In  this 
matter  we  have  been  greatly  assisted  by  the  camera.  We  can  get  instan- 
taneous photographs  of  the  most  rapid  operations,  and  throw  them  upon 
the  screen  to  get  the  general  effect  of  how  the  thing  has  been  done,  or 


The  Accountants*  Journal. 


should  be  done,  as  the  case  may  be.  We  can  then  reduce  the  pace  at 
which  they  are  thrown  upon  the  screen,  so  that  the  movements  may  be 
analysed  exactly.  It  is  not  to  be  expected  that  those  who  have  been  aiming 
at  a  high  rate  of  speed  in  the  past  have  accidentally  stumbled  upon  the  best 
possible  method.  Good  results  come  only  as  a  result  of  careful  study.  In 
the  illustrations  I  have  given  you  we  have  seen  that  there  is  scope  for 
very  considerable  improvement.    That  is,  scope  for  still  further  study. 

Administration,  again,  does  not  consist  merely  of  staff  training,  so  as 
to  speed  up  results ;  it  also  involves  study  of  the  psychology  of  fatigue. 
This  is  very  necessary,  if  we  are  going  to  maintain  these  results,  so  that  we 
may  find  out  the  conditions  under  which  work  can  best  be  done.  The 
average  individual  rank  and  file  worker  knows  little  about  that.  He  is 
in  no  danger  of  smashing  himself  up  by  neglect  of  the  necessary  rests ; 
but  on  the  other  hand  there  are  casualties  every  year,  probably  every-day, 
from  this  cause,  and  these  casualties  in  the  nature  of  things  often  occur 
in  connection  with  the  most  p>romising  workers.  There  is  a  great  scop>e  for 
further  inquiry  in  this  direction,  although  during  quite  recent  years  a  good 
deal  of  pioneer  work  has  been  done. 

But  we  have  to  take  a  much  wider  outlook  yet,  before  we  can  really 
claim  that  we  have  been  administering  to  the  needs  of  the  worker.  It  is 
not  merely  enough  to  watch  the  individual  worker  at  work  and  instruct 
him  in  the  best  way.  We  have  also  to  see  that  he  is  supplied  with  the  con- 
ditions which  make  for  good  results.  This  is  classified  to-day  under  the 
heading  of  Welfare  Work.  In  all  the  large  factories  to-day  are  welfare 
workers,  whose  functions  differ  very  materially  according  to  the  circum- 
stances. The  welfare  worker  may  be  an\thing  from  a  domestic  factory 
inspector  on  the  one  hand,  to  a  games  master  on  the  other.  Very  often 
the  welfare  worker  has  the  engagement  of  employees.  Looked  at  from 
this  point  of  view,  we  are  dealing  with  what  we  may  call  the  personal 
aspect  of  employment,  and  the  aim  is  to  supply  that  human  factor  in  con- 
nection with  employment  which  was  formerly  crowded  out  in  large  under- 
takings when  the  number  of  employees  became  so  consideralile  that  the 
management  lost  touch  with  the  employees  as  himian  beings.  There  is  much 
room  for  develojiment  f»n  these  lines,  and  much  scope  for  administration; 
but  nothing,  it  seems  to  me,  can  take  the  place  of  some  sort  of  human  inter- 
course, however  slight,  between  the  individual  workers  and  the  chief.  My 
experience  is  that  the  more  works  managers,  or  managing  directors,  are 
able  to  keep  in  personal  touch  with  all  their  workers,  the  better.  They 
should  not  only  know  them  by  name,  but  be  able  to  talk  to  them.  We 
might  regard  that  as  one  of  the  tests  of  administrative  ability. 

But  that  is  not  all  there  is  to  be  said.  There  is  such  a  thing  as  suitable 
housing,  and  provision  for  reasonable  recreation,  and  education,  and  so 
on.  And  as  regards  housing,  we  have  also  to  consider  the  position  under 
which  the  worker  operates  while  at  his  work.  If  we  are  expecting  from  A. 
and  B.,  two  workers,  a  similar  output  in  quantity  and  quality  we  are 
manifestly  unreasonable,  unless  we  not  only  give  them  similar  tasks 
to  perform  but  also  give  them  similar  means  of  performing  them 
and  similar  conditions.  If  we  want  to  get  the  best  results  we  must 
supply  the  best  conditions  for  the  production  of  them,  and  it  is 
up  to  the  administration  to  do  that.  Tn  the  ordinar}'  course  of  events  it 
is  not  reasonable  to  expect  good  results  in  the  absence  of  suitable  equipment, 
suitably  placed. 

It  is  up  to  the  administration  also  to  provide  continuity  of  work,  and  that 
can  only  be  done  by  very  careful  planning,  which  often  involves  thinking 
a  long  time  ahead.  We  have  got  to  consider,  when  we  are  deciding  whether 
to  take  a  particular  order  or  not,  how  we  are  to  carry  it  out. 
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lu  so  far  as  it  is  the  function  of  administration  to  guide,  it  can  only- 
guide,  as  distinct  from  driving,  by  pointing  out  the  way— and  pointing 
out  that  it  is  the  right  way— and  keeping  the  rank  and  file  informed  of 
what  they  are  doing.  We  want  to  be  continually  comparing  what  is  with 
what  should  be.  Competition  has  its  uses  in  this  regard,  as  was  proved 
by  the  ecmipetition  amongst  rivetters  in  shipbuilding  during  the  war,  when 
one  yard  was  competing  with  another  as  to  the  number  of  rivets  that  could 
be  driven  in  a  given  time. 

A  very  common  criticism  of  any  attempt  at  centralising  administration  is 
that  it  makes  work  monotonous.  Don't  believe  it.  The  really  monotonous 
or  uninteresting  job  is  always  the  job  that  is  indifferently  done.  Whatever 
it  may  be,  if  it  is  really  well  done,  you  may  be  quite  sure  it  is  not 
uninteresting  to  the  man  who  does  it.  If  we  can  get  workmen  to  take  a 
really  living  interest  in  what  they  are  doing  thev  will  never  complain  that 
their  work  is  uninteresting. 

But  above  all,  administration  means  the  inspiration  of  uplifting  ideals, 
that  brush  away  all  clogging  doubts  and  distrusts,  and  banish  fatigue.  It 
must  be  upon  the  right  lines  materially,  because  it  has  to  deal  with  material 
things  ;  but  at  heart  it  is  essentially  a  matter  of  the  spirit.  Nothing  can 
permanently  succeed,  if  done  in  the  wrong  spirit.  It  is  for  the  efficient 
administrator  to  renew  a  right  spirit  within  us,  so  that  we  each  no  longer 
seek  the  welfare  of  ourselves,  our  families,  or  even  of  our  class.  So  that 
we  may  strive  in  work  not  only  to  find  our  own  soul,  but  rather  the  great 
One- Soul  of  all  our  race.  Then,  and  then  onlv,  shall  we  be  irresistible— 
because  Efficient. 

Ek)  the  Right  thing,  in  the  Right  way,  at  the  Right  time. 
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By    Neville    Hobson,  Solicitor. 

The  following  is  a  copy  of  the  Partnership  Agreement, 
with  notes  on  each  section,  upon  which  Mr.  Neville  Hobson 
delivered  a  lecture  to  the  Chartered  Accountants  Students' 
Society  of  Kingston-upon-Hiill  last  session. 


Agreement. 

THIS  INDENTURE,  made  the  joth 
day  of  November  1920,  BETWEEN 
*•  A.B,"  of  the  ist  part,  "  CD."  of  the 
2nd  part,  and  "  E.F,"  of  the  3rd  part 
WITNESSETH  as  follows:— 


1.  The  said  parties  hereto  and  the  sur- 
vivors of  them,  will  become  and  reniain 
partners  in  the  business  of  Furnishers, 
Ironmongers  and  Profiteers  at  Kingston- 
upon-Hull  and  the  said  East  Riding,  or 
wherever  else  they  may  mutually  agree 
from  the  date  hereof  for  the  term  of  10 
years,  if  they  or  any  two  of  them  shall 
so  long  live,  but  subject  to  determina- 
tion as  hereinafter  provided. 

2.  Any  partner  may  retire  from  the 
partnership  at  any  time  after  the  30th 
day  of  November  1923,  on  giving  not  less 
than  calendar  months'  previous  notice 
in  writing  to  ihe  other  partners,  and  at 
the  expiration  of  such  notice  the  partner- 
ship shall,  as  regards  the  partner  giving 
such  notice,  terminate  accordingly. 

3.  The  death  of  any  partner  shall  not 
dissolve  the  partnership  between  the  re- 
maining partners. 

4.  The  style  or  firm  of  the  partner- 
ship shall  be  "  Slick  &  Co." 

5.  The  bankers  of  the  firm  shall  be 
"  The  Hull  Bank,  Ltd.,"  and  all  moneys 
and  securities  (except  such  money  as  is 
required  for  current  expenses)  shall  be 
paid  into  the  said  bank  and  deposited 
with  the  said  bankers. 

6.  All  cheques  drawn  on  the  partner- 
fihjp  account  shall  be  signed  by  at  least 
two  partners. 


Notes. 

[Refereiiies  ate  to  Partnership  Acts,  iSgo.J 

Infant  not  bound  by  Partnership  Con- 
tract during  minority.  On  attaining  21 
he  may  repudiate  same,  but  cannot  re- 
cover premium  if  he  has  derived  any 
Ijcnefit. 

If  he  adopts  Contract  and  continues 
Partnership,  liable  for  firm's  debts  con- 
tracted during  minority. 
Fixed  term  inserted  to  prevent  partner- 
ship being  determined  by  notice  of  any 
partner  under  Section  "32.  Otherwise 
partnership  can  be  determined  at 
moment's  notice. 


To  facilitate  retirement  of  one  partner 
without  dissolving  partnership  betwc^en 
remainder. 


Under  Section  33  the  partnership  is  dis- 
solved— as  regards  all  the  partners — by 
the  death  or  bankruptcy  of  any  partneV 
( unless  otherwise  stipulated). 
Uirm  may  trade  under  any  name  they 
desire,  but  must  not  deceive  the  public 
(even  though  using  their  own  names). 
A  general  business  precaution  and  to 
facilitate  audit  of  books. 


Apart  from  a  special  agreement,  any 
partner  in  a  trade  partnership  may  bind 
firm  by— 

1.  Signing  Cheques. 

2.  Borrowing  money  on  credit  of  firm. 

3.  Depositing  Deeds. 

4.  Selling  and  Purchasing  Goods. 

5.  Rece'.ving  Debts,  &c. 

6.  Engaging  Servants. 
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7.  The  Capital  of  the  Partnership  shall 
be  the  sum  of  ;£rio,ooo,  made  up  as  fol- 
lows : — ;^5,ooo  to  be  provided  by  the  said 
A.B.,  ;^4,5oo  to  be  provided  bv  the  said 
CD.,  ^500  by  the  said  E.F. ' 

The  said  business  premises  and  assets 
of  the  late  firm  of  Slick  &  Co.  shall  be 
valued  at  their  purchase  price,  namely, 
;£^8,ooo,  and  the  remaining  ;^2,ooo  sub- 
scribed by  the  partners  shall  be  utilised 
for  the  purpose  of  new  stock  and  re- 
construction of  premises. 


8.  Each  partner  shall  be  entitled  to 
interest  at  the  rate  of  6  per  cent,  per 
annum  on  the  amount  of  his  capital  for 
the  time  being  in  the  said  business. 


9.  All  outgoings  and  expenses  of  the 
partnership,  and  all  losses  and  interest 
on  capital  shall  be  payable  out  of  the  pro- 
fits and  capital  of  the  partnership,  and 
in  the  case  of  deficiency,  by  the  partners 
in  the  shares  in  which  they  are  entitled 
to  the  net  profits  of  the  business. 


10.  The  partners  shall  be  entitled  to  the 
net  profits  in  the  following  shares  :  A.B. 
3/7ths,  CD.  2/7ths,  and  E.F.  2/7ths. 


If  therefore  it  is  desired  to  limit  this 
authority,  and  to  stipulate  for  any  of 
these  matters  to  be  done  by  two  part- 
ners only,  a  special  clause  should  be 
inserted  in  the  Deed  of  Partnership. 

Cox  V.  Hickman  decided,  however, 
that  even  when  partners  expressly 
agreed  to  restrict  the  apparent  author- 
ity of  any  of  them,  such  agreement  was 
inoperative  against  persons  without 
notice.  In  the  case  of  this  clause,  how- 
ever, the  bank,  having  notice  of  this 
agreement  regarding  cheques,  would  be 
liable  if  they  honoured  a  cheque  signed 
by  one  partner  only. 

Important  to  specify  the  proportions  of 
Capital  brought  in,  as,  on  dissolution, 
assets  are  applied  (after  payment  of 
outside  debts  and  repayment  of 
advances  by  partners  over  their  stipu- 
lated Capital)  in  paying  the  Capital  of 
the  partners. 

After  this  has  been  done,  however,  any 
residue  is  divided  in  accordance  with 
their  share  of  the  profits  (see  Clause  11). 
N.B. —  Not  merely  is  all  property  origin- 
allv  brought  in  partnership  property,  but 
also  everything  subsequently  acquired 
and  used  in  connection  with  all  partner- 
ship business. 

The  mere  use  of  buildings,  however, 
by  partners  for  purposes  of  business  does 
not  of  necessity  make  such  buildings 
partnership  property — but  course  of  deal- 
ing may  make  some  part  of  Capital. 

Any  land  or  buildings  which,  after 
valuation,  become  partnership  property,  is 
treated  between  the  partners  and  the 
personal  representatives,  as  personal  pro- 
perty, but  legal  estate  in  land  belonging 
to  partnership  devolves  in  the  ordinary 
way,  but  in  trust  for  persons  beneficially 
interested  in  partnership. 

Unless  expressly  stipulated,  no  partner 
is  entitled  to  interest  on  his  capital. 
Under  Section  24,  however,  he  can 
claim  5  per  cent,  on  advances  made  to 
the  firm  beyond  the  Capital  which  he  has 
agreed  to  subscribe. 

Under  Section  44  losses  are  to  be  paid 

istly  from  Profits. 

2ndly  from  Capital. 

3rdly  by  partners  individually  in  pro- 
portions to  which  entitled  to  profits. 
If,  therefore,  capital  is  contributed  un- 
equally, but  profits  shares  equally,  each 
partner  pays  equally  towards  deficiency. 

Unless  otherwise  agreed,  partners  are 
entitled  to  share  profits  equally,  indepen- 
dent of  the  original  shares  of  capital 
contributed. 
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11.  Each  partner  may  draw  out  of  the 
Banking  Account  a  sum  not  exceeding 
yj"i5  per  month  for  current  personal 
expenses,  but  if  on  taking  the  annual 
statement  of  accounts  the  drawings  of 
any  partner  shall  exceed  his  share  of 
profits  for  such  year,  he  shall  forthwith 
repay  the  excess. 

12.  Each  partner  shall  give  his  whole 
time  and  attention  to  the  business,  and 
if  he  shall  engage  in  any  other  business 
or  dealing  in  contravention  hereof,  any 
moneys  received  therefrom  shall  be 
deemed — as  between  the  partners — to  be 
partnership  property. 


13.  No  partner  shall,  without  the 
written  consent  of  the  other  partners,  do 
any  of  the  following  things  : — 

(a)  Give  any  security  or  undertaking 
for  the  payment  of  money  on  account  of 
the  partnership. 

(6)  Release  any  debt. 

(c)  Enter  into  any  bond  or  become 
surety  for  any  person,  or  do  anything 
whereby  the  property  of  the  partnership 
may  be  seized  or  taken  in  execution. 

{d)  Assign  or  mortgage  his  share  or 
interest. 

(e)  Hire  or  dismiss  any  clerk  or 
servant. 

(/)  Enter  into  any  contract  of  pur- 
chase above  the  value  of  ;£j'io. 


14.  On  the  30th  day  of  November  in 
every  year  a  general  account  shall  be 
taken  of  the  assets,  liabilities,  and  trans- 
actions of  the  partnership,  and  shall, 
after  final  audit,  be  signed  by  each 
partner,  who  shall,  thereafter,  be  bound 
by  such  account. 

15.  If  any  partner  shall  die,  retire,  or 
become  bankrupt  during  the  partner- 
ship or  suffer  his  share  to  be  charged,  or 
become  lunatic  or  incapable,  or  commit 
misconduct  under  Section  35  of  the  Part- 


This  is  to  obviate  waiting  until  the  end 
of  the  financial  year  and  the  result  of  the 
annual  audit. 


Under  Section  24,  every  partner  may 
take  part  in  the  management,  but  not 
entitled  to  remuneration.  In  ceitain 
cases,  however,  the  Court  will  make  an 
allowance  for  nianageinent  to  a  sur\'iv- 
ing  partner  who  has  carried  on  the  busi- 
ness and  retained  the  capital  of  his 
deceased  partner. 

Unless  clause  prohibiting  the  carrying 
on  of  any  other  business  is  inserted,  the 
partners  can  only  rely  upon  Section  30, 
which  restricts  the  payment  to  the  part- 
nership of  outside  profits  to  those  busi- 
nesses onl\-  which  are  of  the  same  nature 
as,  and  compete  with,  the  firm. 
Under  Section  5,  every  partner  is  agent 
of  firm,  and  any  act  which  is  done  for 
carrying  on  in  the  usual  way  business  of 
the  kind  carried  on  by  the  firm,  binds 
the  firm  and  all  the  partners  unless— 

(a)  Partner  had  no  authority  to  act, 
and 

(b)  Person  with  whom  dealing  either 
knew  that  he  had  no  authority,  or  did 
not  know  or  believe  him  to  be  a  partner. 

As  regards  Section  C,  a  partnership 
may — at  option  of  other  partners — be 
dissolved  if  partner  suffers  his  share  to 
be  charged  for  his  separate  debt. 

Differences  as  to  ordinary  matters  are 
decided  by  a  majority  (but  no  new  part- 
ner can  be  introduced  or  change  made 
in  nature  of  business  without  consent  of 
all).  Majority  must  act,  however,  in 
good  faith.  No  majority  of  partners  can 
expel  a  partner  unless  express  power 
afforded  b\   agreement.    (Section  25.) 

Sub-Clause  {d}  prohibits  assignment  of 
share.  (Assignee  of  share  has  in  any 
case  only  limited  rights — not  being 
allowed  to  interfere  in  management  or 
inspect  books.  He  is  merely  entitled  to 
receive  share,  and  must  accept  accounts.) 

Necessar\'  to  determine  profits,  &c.,  for 
income-tax  purposes,  and  also  to  facili- 
tate withdrawal  of  partners  without  dis- 
solving firm. 


This  clause  intended  to  obviate  auto- 
matic dissolution  under  Section  32,  33 
and  34. 

Section  35  also  stipulates  the  occasions 
when  Court  mav    dissolve  partnership 
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nership  Act,  his  share  may,  as  from  such 
time,  be  purchased  by  the  remaining 
partners  or  partner  at  a  valuation  to  be 
made  on  behalf  of  all  parties  by  the  firm 
of  A.  J.  D.  &  Co.,  and  based  upon  the 
net  value  of  the  share  of  the  outgoing  or 
retiring  partner  after  satisfying  all  lia- 
bilities of  the  partnership  outstanding  at 
the  date  of  dissolution,  as  shown  by  the 
last  audited  Statement  of  Accounts  or 
Balance  Sheet. 

Nothing,  however,  shall  be  allowed  for 
Goodwill,  and  the  purchasing  partner  or 
partners  may  exercise  this  option  by  3 
months'  notice  in  writing  to  the  outgoing 
partner  or  his  representatives.  The  pur- 
chase money  shall  be  paid  by  4  equal  in- 
stalments at  the  end  of  6,  12,  18  and  24 
months  respectively  from  the  date  of  the 
dissolution,  and  shall  be  secured  by  the 
bond  of  the  continuing  partners. 

In  the  absence  of  agreement  between 
the  remaining  partners  (if  more  than 
one),  then  the  outgoing  or  deceased 
partner's  share  shall  be  taken  by  them 
in  the  proportions  in  which  they  shall 
be  entitled  to  share  profits. 

16.  On  determination  or  dissolution  of 
partnership,  any  partner  or  his  repre- 
sentatives may  sign  in  the  name  of  the 
firm  and  publish  in  the  London  Gazette 
notice  of  the  dissolution. 


(which  include  lunacy,  prejudicial  con 
duct,  business  being  carried  on  at  a  loss, 
and  whenever  "just  and  equitable  "). 


This  bears  on  Section  37,  which 
empowers  any  partner  to  notify  dissolu- 
tion, and  to  require  any  necessary  con- 
currence. 

Where  person  deals  with  firm  after 
change  in  constitution,  he  is  entitled  to 
treat  all  apparent  members  of  old  firm 
still  being  members  until  he  has  notice 
(except  that  an  estate  of  partner  who 
dies,  or  a  dormant  partner  who  retires,  is 
not  liable  for  partnership  debts  con- 
tracted after  death  or  retirement  under 
Section  36).  The  same  exception  applies 
to  bankruptcy,  but  London  Gazette  is 
not,  however,  sufficient  notice  to  old 
customers,  to  whom  direct  notice  must 
be  given. 

It  is  sufficient,  however,  in  the  case  of 
persons  who  had  no  dealings  with  firm 
before  date  of  alteration. 

On  principles  of  estoppel,  anyone — 
though  not  actually  a  partner — holding 
himself  out  as  a  partner,  or  allowing 
others  to  do  so,  may  be  liable  for  con- 
tracts. 

There  is  an  exception  to  this  rule, 
however,  where  a  partner  dies  and 
partners  continue  in  old  firm  name  (even 
though  no  notice  of  death  given). 

A  dormant  partner  may,  however, 
retire  without  giving  notice,  and  a 
former  partner  is  not  liable  for  holding 
out  by  mere  continuation  of  the  old 
firm's  name  "  &  Co." — but  estoppel 
applies  to  a  former  partner  who  retires 
without  giving  proper  notice  of  dissolu- 
tion. 
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17.  Any  difference  or  dispute  arising  in 
connection  with  the  partnership  shall  be 
referred  to  arbitration  under  the  Arbi- 
rration  Act.  1889. 


IN  WITNESS  whereof  the  parties  here- 
to have  hereunto  set  their  hands  and 
seals  the  day  and  year  first  before 
written. 

SIGNED,  SliAI.KD  AND  DELIVERED 
by  the  parties  hereto  in  the  presence  of 
Neville  Hobson,  Solicitor, 
Beverley. 


If,  therefore,  partner  commences  an 
action,  Court  will  ordinarily  refer  matter 
to  arbitrator. 

N.B, — Under  Section  27,  if  partner- 
ship for  specified  term  is  continued  or 
continuance  on  the  old  terms  is  pre- 
sumed—so far  as  consistent  with  a  part- 
nership at  will  (e.g.  the  arbitration 
clause  would  cover  continuing  partner- 
ship— also  right  of  surviving  partner  to 
purchase  share ;  but  not  a  clause  for 
expulsion  or  special  methods  for  realisa 
lion  of  assets). 

Subject  to  agreement,  the  share  of  a 
retiring  or  deceased  partner  is  a  simple 
contract  debt,  and  surviving  partner  is 
not  a  trustee.  Claims,  therefore,  must 
be  made  within  0  years,  or  else  be 
statute-barred. 


A.  B. 
C.  D. 
iv.  F. 


[The  following  memorandum  explains  the  general  circumstances  under 
which  the  above  deed  was  entered  into,  and,  moreover,  draws  attention  to 
certain  consequences  which  are  liable  to  ensue  when  a  partnership  is  entered 
into  without  properly  drawn  articles.] 


Menioravdtn}?. 

The  new  firm  has  purchased  the  entire  properties,  book  debts,  and  busi- 
ness assets  generally — including  the  Goodwill — of  the  late  firm  of  "  Slick  & 
Co."  (Messrs.  "  X  "  and  "  Y  "),  who  formerly  carried  on  a  similar  business 
— -which  was  merely  the  subject  of  a  very  informal  partnership  agreement. 
Consequent  upon  the  absence  of  a  formal  and  properly  drawn  deed,  the 
junior  partner  "  Y  "  gave  notice  to  his  other  partner  of  dissolution,  and 
forced  upon  him  a  sale  of  the  entire  partnership  assets.  The  scnii^r  partner 
"  X  "  did  not  give  effect  to  the  original  notice  of  dissolution  served  on  him, 
and  the  junior  partner  applied  to  the  Chancery  Division  of  the  High  Court, 
under  Section  35,  to  dissolve  the  partnership  on  the  ground  of 

[a]  Prejudicial  conduct. 

(b)  Business  being  only  carried  on  at  a  loss. 

{c)  That  it  was  "  just  and  equitable  "  to  wind  up. 

The  Court  appointed  a  Receiver  and  made  the  usual  order  for  accounts. 
The  old  senior  partner  objected  to  a  sale  of  the  real  properties  on  the  ground 
that  they  had  belonged  to  him  per.sonally,  but  the  Court  ruled  that  they 
had  been  brought  into  the  Capital  of  the  business,  and  treated  as  part  of 
the  Capital  in  the  firm's  books. 


As  the  senior  partner  did  not  stipulate  in  his  partnership  agreement  for  a 
larger  share  in  the  Capital  of  the  partner.ship  on  dissolution,  the  Court  held, 
under  Section  24,  that  each  partner  was  entitled  to  share  equally  in  both 
Capital  and  Profits,  and  they  further  ruled  under  Section  39  that  all  pro- 
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perty  should  be  sold,  and  the  net  proceeds  divided  among  the  partners  in 
accordance  with  their  respective  shares  in  the  Capital  (Derby  v.  Derby). 

The  Court  made  the  usual  order  giving  each  partner  power  to  bid  and 
iixed  the  reserve,  and  the  Goodwill  of  the  business  was  included  in  the  sale. 
The  entire  partnership  assets  were  purchased  by  this  firm  (whose  articles  of 
partnership  are  now  recorded). 

Even  though  the  Goodwill  of  the  old  firm  was  sold  to  the  new  partnership 
at  the  auction,  the  Vendors  ("  X  "  and  "  Y  ")  may  carry  on  a  competitive 
business,  but  not  under  their  former  name.  They  cannot,  however,  repre- 
sent themselves  as  continuing  the  old  business,  and  must  not  canvass  old 
customers     [Trego  v.  Hunt). 

Subject,  however,  to  the  right  of  a  purchaser  of  a  Goodwill,  each  cind  ervery 
partner  of  a  firm  is  free,  after  final  winding-up  (but  not  before  all  the  pro- 
perty has  been  disposed  of),  to  use  the  old  partnership  name,  provided  he 
does  not  expose  any  old  partner  to  liability. 


» 
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By  A.  E.  Barton. 

The  following  essay  on  Profit-Sharing  was  awarded  the 
first  prize  in  an  Essay  Competition  held  by  the  Liverpool 
Chartered  Accountants  Students'  Association. 

It  may  be  said,  without  fear  of  violent  dissension,  that  one  of  the  primary,  funda- 
mental objects  of  all  human  thought  is  definition-seeking.  Whether  it  be  the  defini- 
tion of  the  laws  of  the  universe,  or  of  matters  of  relative  triviality,  the  principle  is  the 
same.  This  is  the  synthetic  process ;  the  process  by  which  we  consolidate  the  whole 
of  our  knowledge  upon  a  subject,  and  then  endeavour  to  propound  a  formula  which 
shall  give  it  abstract  meaning;  which  shall,  in  a  word,  crystallise  it.  Conversely, 
given  a  definition,  given  the  crystallisation  of  a  subject,  it  becomes  necessary  to 
resolve  it  into  its  various  elements.  This  is  the  analytic  process.  Without  such 
crystallisation,  completely  relevant  analysis  is  impossible. 

The  International  Co-operative  Congress  in  1902  defined  profit-sharing  as  "  an 
agreement  freely  entered  into,  by  which  the  employees  of  a  concern  receive  a  share, 
fixed  in  advance,  of  the  profits."  It  thus  appears  that  the  essential  features  of  a 
scheme  of  profit-sharing  are :  firstly,  that  the  amount  to  be  distributed  to  the 
employees  varies  with,  and  depends  upon,  the  net  profits  of  the  enterprise;  secondly, 
that  the  proportion  of  profits  to  be  distributed  is  definitely  determined  in  advance ; 
and  thirdly,  that  the  method  of  determining  individual  shares  is  known,  at  least  in 
a  general  way,  to  the  participating  employees.  Consequently,  any  scheme  under 
which  the  amounts  distributed  do  not  vary  directly  with  the  profits,  or  the  proportion 
of  the  profits  allotted  to  the  employees  is  not  definitely  known,  cannot  be  called 
'■  profit-sharing  "  in  the  strict  sense.  It  is  interesting  to  note  here  that,  paradoxically 
enough,  co-operative  societies  themselves  are  not  profit-sharing,  as  their  employees 
are  paid  only  by  wages,  and  do  not  participate  in  the  profits  unless  they  happen  also 
to  be  customers. 

Profit-sharing  schemes  conforming  to  our  definition  are  by  no  means  of  recent 
origin.  It  is  said  that  in  the  early  part  of  the  nineteenth  century  a  certain  factory- 
owner  remarked  to  one  of  his  foremen,  "  If  my  men  liked,  they  could  save  me  ;^io,ooo 
a  year  by  better  work  and  the  avoidance  of  waste."  "  Then,''  replied  the  foreman, 
"  why  don't  you  pay  them  ;^5,ooo  a  year  to  do  it."  It  is  evident  from  this  that 
although  at  the  time  no  actual  schemes  were  in  operation,  the  germ  idea  was  already 
there;  for  from  the  employer's  point  of  view,  this  idea  of  better  work  and  the  avoid- 
ance of  waste  is  the  basis  of  all  profit-sharing  schemes. 

The  first  really  authentic  instance  of  profit-sharing  is  that  of  a  Frenchman,  who,  in 
1^40,  made  a  calculation,  and  discovered  that  by  greater  care  each  of  his  300  work- 
men could  save  him  60  centimes  a  day,  which  was  at  the  time  the  rate  of  pay  for  one 
hour's  work;  further,  that  the  same  men  could  save  in  addition,  by  the  avoidance 
of  waste,  25  centimes  a  day.  In  all,  he  found  that  each  man  could  save  in  a  3'ear 
255  francs.  F"or  two  years  he  prepared  and  educated  his  employees  with  a  view  to 
introducing  a  scheme  by  which  they  would  benefit  by  their  own  care  and  industry, 
but  his  efforts  were  received  with  suspicion,  the  men  believing  that  he  was  trying 
to  reduce  their  wages  by  some  peculiarly  fantastic  means.  Practical  demonstration 
appeared  to  be  the  only  way  out  of  the  difficulty,  and  one  morning  the  employer 
assembled  his  men,  deposited  a  bag  on  a  table,  and  proceeded  there  and  then  to  dis- 
tribute more  than  12,000  francs  to  those  whom  he  considered  to  be  entitled  to  it.  The 
workmen,  although  naturally  bewildered  by  such  apparent  prodigality,  promptly 
accepted  his  scheme,  and  from  this  dramatic  beginning  has  grown  a  permanent  and 
very  complete  organisation,  which  still  exists  in  substantially  the  same  form  as  it 
was  when  initiated. 

The  firm  consists  of  two  managing  partners.  Five  per  cent,  is  paid  on  their 
capital;  of  the  remaining  profits,  85  per  cent,  is  distributed  among  the  employees,  15 
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per  cent,  only  being  taken  by  the  partners,  who,  however,  receive  a  salary  in  addi- 
tion. Of  the  85  per  cent,  paid  to  labour,  50  per  cent,  is  paid  in  cash  as  dividend  upon 
the  wages,  averaging  about  20  per  cent,  on  the  wages  of  each  man ;  while  the  remain- 
ing 35  per  cent,  goes  to  an  internal  provident  society,  which  provides  sick  benefits, 
old  age  pensions,  and  so  forth. 

The  business,  which  is  that  of  painting  and  decorating,  has  increased  enormously 
since  the  scheme  was  instituted,  the  employees  have  been  given  a  large  measure  of 
control  of  its  administration,  and  particularly  of  the  provident  society.  It  is  stated 
that  the  workmen  are  sober,  disciplined,  and  industrious,  strikes  are  unknown, 
and  there  are  no  instances  of  any  kind  of  slackness,  i-otwithstanding  the  fact  that  the 
men  are  at  times  scattered  all  over  France. 

This  scheme  may  be  regarded  as  the  standard,  and  in  essentials  it  will  be  found 
that  the  great  majority  of  existing  schemes  are  based  on  it. 

In  England,  the  type  of  business  which  has  been  most  widely  affected  by  profit- 
sharing  is  gas  undertakings.  The  pioneer  in  this  respect  was  the  South  Metro- 
politan Gas  Company,  of  London,  which  introduced,  some  twenty  years  ago,  a 
scheme  whereby  a  sum  depending  upon  the  economy  of  production  was  distributed 
annually  to  regular  workers  in  proportion  to  their  wages.  At  first  the  share  of  each 
man  was  paid  wholly  in  cash,  but  it  was  found,  for  various  reasons,  that  this  pro- 
cedure was  undesirable;  it  was,  therefore,  decided  that  employees  should  be  compelled 
to  invest  half  their  yearly  share  in  the  company.  In  this  way  about  half-a-million 
pounds'  worth  of  shares  has  been  acquired  by  the  employees,  who  number  some 
6,000,  and  it  was  finally  decided  that  they  should  be  allowed  to  elect  three  repre- 
sentatives to  the  Board  of  ten  directors. 

It  is  significant  that  this  scheme  has  spread  to  fully  half  of  the  gas  companies  in 
England,  and  it  has  been  equally  successful  in  each.  It  has  resulted  in  better  rela- 
tions between  capital  and  labour,  better  work,  and  cheaper  gas  to  the  consumer — 
"  a  consummation  devoutly  to  be  wished." 

Notable  among  profit-sharing  schemes  in  other  industries  is  that  of  Messrs.  J.  T. 
&  T.  Taylor,  Ltd.,  woollen  cloth  manufacturers,  of  Batley.  After  providing  for  depre- 
ciation and  various  contingencies,  and  paying  5  per  cent,  on  the  share  capital,  the 
remaining  profit  is  apportioned  between  capital  and  wages  in  proportion  to  their 
respective  amounts.  In  other  words,  any  rate  of  dividend  above  5  per  cent,  received 
by  capital  is  also  declared  on  the  total  year's  wages.  The  bonus  is  not  given  in 
cash,  but  in  fully-paid  shares,  but  the  dividend  on  these  shares  is  paid  in  cash  if 
desired. 

This  scheme  also  has  proved  a  great  success.  Since  its  inception,  the  business 
has  multiplied,  and  the  rate  of  profit  has  been  uniformly  high.  The  average  dividend 
on  shares  is  12^  per  cent.,  and  consequently  on  wages  7^  per  cent.  There  are  1,500 
employees,  about  1,200  of  whom  hold  shares  to  the  total  value  of  ;^7o,ooo. 

Profit-sharing  in  the  United  States  has  seemingly  not  yet  found  its  legs.  The  num- 
ber of  actual  schemes  does  not  exceed  sixty,  although  there  is  a  large  number  of 
bonus  schemes,  which  do  not  come  within  our  definition,  as  in  most  cases  they  do 
not  depend  upon  the  profits. 

Two  of  the  existing  schemes,  however,  are  of  considerable  interest  to  us ;  one 
becau'-e  of  a  certain  novelty  of  administration,  the  other  because  of  its  completeness 
»nd  adequacy. 

In  the  first  case,  after  paying  a  7  per  cent,  dividend,  the  remaining  profit  is  divided 
between  the  shareholders  and  the  employees  in  the  ratio  that  the  total  wages  bears 
to  the  total  invested  capital.  All  employees  who  have  served  nine  months  during  the 
year  are  eligible  to  participate ;  all  casual  labour  is  ineligible.  The  employees  each 
year  appoint  a  Chartered  Accountant  to  ascertain  the  actual  profits — indisputably  a 
very  wise  procedure.  Half  his  fee  is  borne  by  the  company,  the  other  half  by  the 
employees.  The  latter  have  also  the  privilege  of  electing  a  committee  to  act  on 'their 
behalf  generally. 

In  the  second  case,  the  capital  consists  of  "  preferred  stock  "  and  "  common 
stock,"  in  100  dollar  shares.  The  profit  is  ascertained  each  year  by  the  somewhat 
abstruse  method  of  re-valuing  the  assets  and  liabilities.  Out  of  this  profit,  firstly  a 
5  per  cent,  dividend  is  paid  on  the  Preferred  Stock;  secondly,  a  5  per  cent,  dividend 
3$  paid  on  the  Common  Stock,  which  under  no  circumstances  receives  more ;  thirdly. 


The  Accountants'  Journal. 


5  dollars  for  every  share  of  stock  is  paid  into  a, so-called  "  stock-purchasing  fund  "  ; 
fourthly,  lo  per  cent,  of  the  remainder  is  transferred  to  a  Sinking  Fund;  and  fifthh-, 
the  other  90  per  cent,  is  paid  to  the  preferred  stockholders  as  extra  dividend,  and  to 
the  employees.  The  several  amounts  paid  to  the  employees  and  preferred  stock- 
holders are  in  proportion  to  the  wages  of  the  former,  and  to  the  initial  5  per  cent,  divi- 
dend of  the  latter;  the  amounts  in  each  case  are  paid  one-tenth  in  cash,  and  nine- 
tenths  in  Common  Stock.  All  employees  who  have  served  two  years  are  eligible, 
but  each  one  participating  must  sign  a  contract  to  deposit  stock  which  he  receives 
under  the  scheme,  and  only  to  sell  this  stock  to  the  company.  If  an  employee  leaves 
the  company,  the  company  may  purchase  his  stock  at  the  market-price,  without 
his  consent;  hence  the  "  Stock  I'urcliasing  Fund."  Employees  may  retire  after  25 
years'  service,  and  the  company  cannot  then  purchase  their  stock  without  their 
consent. 

fn  the  actual  working  of  this  scheme,  the  dividends  paid  amount  to  as  much  as 
60  per  cent,  of  the  regular  earnings  of  the  employees,  65  per  cent,  of  the  total  stati 
participate,  and  the  employees  hold  some  67  per  cent,  of  the  entire  Common  Stock, 
which  is  equal  to  54  per  cent,  of  the  total  invested  capital  of  the  company. 

The  advantages  of  this  scheme  are  sufficiently  obvious  as  to  make  it  platitudinous 
to  enumerate  them.  Its  thoroughness,  its  absolute  fairness  to  both  the  company  and 
the  employees,  its  substantial  benefits,  and  its  wide  scope,  need  no  further  commenda- 
tion.   It  is  wholly  admirable. 

Reverting  from  the  particular  to  the  general,  we  may  now  proceed  to  draw  certain 
conclusions  from  the  various  schemes  which  we  have  considered.  In  each  case, 
the  Profit-sharing  Fund  is  determined  by  the  stipulation  of  an  initial  sum  to  be 
devoted  to  dividends  on  capital.  This  fund  is  then  apportioned  between  capital  and 
labour  on  a  stated,  definite  basis.  In  no  case  are  all  the  employees  eligible  to  par- 
ticipate, certain  conditions  of  service  being  imposed.  Individual  shares  are  compuied 
by  means  of  the  total  wages  paid  to  each  employee  during  the  year.  The  form  of 
payment  varies,  payment  in  shares  being  favoured  as  against  payment  in  cash.  'J  hc 
schemes  appear  to  be  equally  applicable  to  all  kinds  of  businesses,  irrespective  of 
superficial  appearances  of  suitability,  although  the  actual  sums  of  money  distributfid 
undoubtedly  vary  considerably  with  different  classes  of  industries.  Further,  the  si/e 
of  the  establishment  does  not  appear  to  affect  the  schemes  vitally,  the  only  differenoe 
being  that  the  percentage  bonuses  are  smaller  in  the  larger  concerns.  Naturally,  thp 
benefits  accruing  to  the  employees  vary  greatly  with  each  individual  business,  and 
consequently  no  fair  average  can  be  obtained.  As  regards  the  employers,  it  is  almost 
invariably  found  that  the  introduction  of  a  profit-sharing  scheme  results  in  far 
greater  economy  of  production  and  increased  profits;  even  in  the  most  generous 
schemes,  however  greatly  the  employees  benefit,  increased  dividends  are  incidentally 
secured.  The  cost  of  administration  to  the  employers  is  said  to  be  very  low,  the 
average  of  what  figures  are  available  being  about  3  per  cent,  of  the  wages  paid. 

In  conclusion,  the  causes  of  failure  of  the  few  profit-sharing  schemes  which  have 
failed  have  been  more  on  the  moral  than  the  material  side.  Mutual  suspicion  and 
distrust  between  the  employers  and  the  employees,  and  lack  of  honesty  and  altruism 
on  the  part  of  the  former  have  combined  to  wreck  the  schemes.  In  the  great 
majority  of  cases,  however,  the  success  has  been  sufficient  to  make  the  extension  of 
the  system  of  profit-sharing  an  urgent  and  vital  necessity,  if  we  are  to  see  a  cessation, 
Or  at  least  a  mitigation,  of  labour  troubles  and  their  disastrous  sequels. 
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By  V.  W.  isherwood. 

In  the  following  article  Mr.  Isherwood,  the  Chief  Account- 
ant of  the  Lamson  Paragon  Company ,  describes  some 
accounting  problems  of  retailers,  and  outlines  some  of  the 
methods  designed  by  his  firm  to  facilitate  bookkeeping  and 
save  unnecessary  posting . 

Accounting  problems  in  a  retail  store  differ  very  greatly  from  those  met 
with  b}"  the  accountant  in  a  large  manufacturing  business. 

Taking  the  retail  dry  goods  trade  as  our  first  example,  let  us  make  a 
few  imaginary  purchases  and  afterwards  follow  the  transactions  up  to  the 
moment  when  the  cash  paid  for  the  goods  is  safely  deposited  in  the  bank. 

We  enter  the  store  and  having  decided  upon  the  goods  we  wish  to  buy, 
it  is  necessary  for  the  assistant  to  find  out  whether  we  wish  to  take  the 
goods  with  us  or  have  them  sent.  Further,  whether  we  wish  to  pay  cash 
for  the  purchase  or  whether  we  wish  the  transaction  to  be  "  charged,"  and, 
if  the  latter,  the  assistant  must  make  sure  that  the  transaction  is  per- 
missible. 

In  an  average  store  there  are  four  main  classes  of  sales  transactions  :  — 

1.  Cash  and  Take. 

2.  Cash  and  Send. 

3.  Enter  and  Take. 

4.  Enter  and  Send. 

The  sales  checking  system  must  be  of  such  a  nature  that  it  protects  all 
parties  to  the  transaction,  no  matter  which  of  the  four  categories  the  sale 
falls  under. 

The  customer  must  have  a  voucher  for  the  cash  paid,  or  a  bill  in  case 
of  an  "  entry  "  transaction;  the  proprietor  must  have  a  record  of  the  trans- 
action by  which  he  may  balance  his  cash  or  from  which  he  can  post  the 
amount  to  the  customer's  account ;  the  assistant  must  be  able  to  account  for 
the  goods  sold.  If  the  goods  have  to  be  sent,  the  correct  name  and  address 
must  be  recorded,  and  the  system  is  incomplete  unless  there  is  some  provision 
made  for  checking  the  actual  despatch  of  the  goods,  for  it  is  admitted  that 
there  is  frequently  a  serious  lealcage  in  despatch. 

The  entire  transaction  is  surrounded  by  possible  avenues  by  which  profit 
can  be  converted  into  loss. 

1.  Were  the  goods  sold  at  the  right  price? 

2.  Was  the  extension  of  the  sales  slip  accurate? 

3.  Was  the  addition  of  the  sales  slip  correct? 

4.  Was  the  amount  received  by  the  cashier  correct? 

5.  Was  the  change  correct? 

6.  Was  the  customer  entitled  to  credit? 

7.  Were  the  contents  of  the  parcel  exactly  the  same  as  the  goods  described 

on  the  sales  slip? 
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8.  When  the  goods  were  sent  to  the  despatch  department,  how  did  the 
Packer  know  that  the  sale  was  authorised — that  either  the  cash  had 
been  received  in  payment  or  that  credit  had  been  duly  sanctioned? 

g.  Finally,  how  did  the  vanman  know  that  the  parcel  itself  was  authorised 
for  removal  from  the  premises? 

Serious  leakages  may  and  do  occur  at  every  stage  of  a  retail  transaction. 
The  human  element  cannot  be  made  automatically  accurate  and  reliable. 

One  fundamental  principle  emerges — there  can  be  no  security  without  a 
written,  detailed,  record  of  every  transaction,  in  duplicate  and  in  some  cases 
in  triplicate. 

Cash  tills,  mechanical  or  otherwise,  do  not  give  detailed  records,  and, 
consequently,  a  mistake  made  is  immediately  buried  beyond  reach  of  post 
mortems.  With  a  written  detailed  record  errors  are  soon  detected  and  many 
mistakes  are  capable  of  correction  before  any  loss  is  incurred.  In  other 
cases  the  mistake  may  result  in  a  total  loss,  but  the  party  responsible  is 
ar  once  located,  and  this  fact  in  itself  makes  for  greater  care  and  watch- 
fulness. 

In  other  trades,  as,  for  instance,  the  provision  trades,  the  problems  are 
again  different. 

Here  we  find  the  transactions  handled  so  swiftly  and  at  such  high  pressure 
that  it  becomes  difficult  to  provide  a  written  detailed  record  of  every  CASH 
transaction,  although  it  is,  of  course,  quite  obvious  that  without  this  detailed 
record  there  is  very  little  chance  of  an  error  being  detected. 

Apart  from  any  other  consideration,  handling  of  cash  by  the  assistants  is 
undesirable  in  that  it  causes  them  to  lose  time,  a  factor  of  great  importance 
in  a  busy  shop. 

There  is  a  Paragon  system  which  meets  the  case  perfectly.  The  customer 
makes  a  purchase,  the  assistant  writes  the  amount  of  the  transaction  in  a 
duplicate  book,  tearing  off  the  top  portion  and  handing  it  to  the  customer, 
who  takes  the  slip  to  a  conveniently  situated  cash  desk  and  there  pays  the 
stated  amount.  The  cashier  stamps  the  slip,  tears  off  the  st9,mped  portion 
and  returns  it  to  the  customer,  who  then  hands  this  receipt  to  the  assistant 
m  exchange  for  the  goods  which  have  meanwhile  been  packed  up.  No 
time  is  lost  by  this  system,  and  it  is  not  possible  for  goods  to  leave  the 
establishment  without  having  been  paid  for. 

The  grocer  has  also  to  deal  with  another  class  of  sale.  A  customer  will 
caU  and  leave  an  order  for  an  assorted  collection  of  provisions,  or  the 
grocer's  salesman  may  book  such  an  order  whilst  "  on  round." 

There  is  no  time  for  recopying.  The  first  entry  of  such  an  order  must 
be  the  last.  The  order  is  taken  down  in  a  Paragon  book,  the  original  is 
sent  to  the  customer  and  the  duplicate  retained. 

The  re-copying  of  charge  transactions  into  a  Day  Book  is  obviously  a 
gross  waste  of  time,  yet  if  the  record  of  such  transactions  is  either  loose 
or  is  fixed  in  a  book  that  may  be  in  use  at  the  counter,  re-copying  becomes 
imperative. 

The  Paragon  Self  Binder  provides  a  means  of  filing  the  duplicates  of 
charge  transactions  in  such  a  form  that  the  volume  so  created  actually 
becomes  the  Day  Book,  from  which  the  totals  only  of  each  transaction  may 
be  posted  into  the  Sales  Ledger,  or,  better  still,  to  the  customer's  statement, 
by  means  of  the  Paragon  "  Life-Leaf  "  Duplicate  Statement  System. 

The  Duplicate  Statement  is  an  idea  that  has  made  great  headway  during 
the  past  few  years.  In  place  of  posting  the  sales  transactions  into  the 
Ledger,  then  at  the  month  end  making  out  the  statements  from  the  Ledger 
entries,  the  method  is  reversed.    The  sales  transactions  are  posted  daily 
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direct  to  the  Monthly  Statements,  which  are  in  duplicate  and  contained 
alphabetically  in  a  "  Life-Leaf  "  Binder.  At  the  month  end  the  statements 
are  totalled,  and  the  totals  only  are  then  posted  in  the  Ledger.  At  the 
same  time  any  amounts  outstanding  in  the  Ledger  are  added  to  the  total 
shown  on  the  Statement  Form,  which  then  shows  the  amount  due  to  date. 
The  statements  are  then  detached  from  the  duplicates,  posted,  and  the 
duplicates  removed  from  the  Current  Binder  to  the  Transfer  Binder,  thus 
leaving  the  Current  Binder  available  for  the  next  month's  accounts. 

Rush  work  at  the  month  end  is  avoided,  mistakes  in  posting  are  reduced, 
and  the  merchant  gets  his  money  in  more  quickly  because  there  is  no  delay 
in  getting  his  statements  out. 

All  kinds  of  subsidiary  transactions  are  safely  protected  by  Paragon 
Systems — "  Approbation,"  for  instance,  a  bugbear  to  the  retail  dry  goods 
trade. 

"  Safety  first  "  is  the  essential  point  in  every  retail  system.  The  next 
point  is  to  combine  complete  protection  and  adequate  safeguards  with 
simplicity.  It  is  so  easy  to  elaborate  systems,  and  in  the  retail  trade  there 
is  no  time  for  elaboration.  Any  system  installed  in  a  retail  business  must, 
to  be  successful,  combine  the  minimum  of  clerical  work  with  a  maximum 
of  security. 

The  Lamson  Paragon  Company  does  not  provide  "  cut  and  dried  " 
systems.  It  recognises  and  caters  for  the  wide  differences  that  exist  between 
apparently  similar  businesses. 

Accountants  will  find  the  Lamson  Paragon  Company  ready  and  willing 
to  co-operate  with  them  in  the  arrangement  of  retail  accounting  systems, 
and  the  international  experience  of  this  great  firm  in  retail  sales  problems 
constitutes  a  unique  service  well  worth  taking  advantage  of. 
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The  Auter-Gowell  Scooters,  Ltd. 

The  members  of  the  Bristol  Chartered  Accountants  Students'  Society  spent  a  very 
meny evening' on  January  5th,  when  they  met  at  Stuckey's  Restaurant,  Bristol,  to  hold 
a  mock  company  meeting.  For  the  purposes  of  debate,  prominent  members  of  the 
Society  had  drawn  up  a  most  amusing  directors'  Report  and  Balance  Sheet  of  a 
delightful  concern,  which  purported  to  trade  under  the  style  of  the  Auter-Gowell 
Scooters,  Limited.  Their  gathering  took  the  form  of  the  annual  meeting — the  13th  ! 
— of  the  company,  and  the  proceedings  showed  that  the  finances  of  this  Gilbertian 
concern  were  in  a  really  amazing  state. 

The  directors  of  the  company  were  stated  to  be  as  follow — their  real  names  are 
given  in  parentheses : — 

Chairtrian.--S\r  I.  Takv-Teasy,  Bt.,  K.G.  (Mr.  Gerald  F.  Todd,  F.C.A.) 

Manat^ius:  Direcior. — Viscount  Magneto.    (Mr.  A.  Stanley  Brooks.) 

A.  Sparke  riiu-ge,  Ksq.,  O.B.E.    (Mr.  F.  L.  Parry.) 

C.  A.  Canny,  Esq.,  M.C.  (Mr.  C.  Paterson,  Hon.    Treasurer  of  the  Students' 
Socielv.) 

N.  B.  U.  Suttall.  Esq.,  M.B.E.    (Mr.  A.  H.  Davis.) 

Vivian  Crank  Shaft,  Esq.,  C.B.E.    (Mr.  A.  E.  D.  Tribe.) 

Solicitors. — Shady  Brief  &  Co. 

-litd/fori-.— Overlookum,  Drudge  &  Co.  (Represented  by  Mr.  C.  H.  Young.) 
Secretary. — V.  Clever,  Esq.    (Mr.  F.  MacGregor  Fry,  Hon.    Secretary  of  the 
Students'  Society.) 

Sir  I.  Taky-Teasy  (who,  in  real  life,  is  President  of  the  Students'  Society)  pre- 
sided over  this  capital  burlesque  meeting.  All  the  directors  of  the  company  were 
present,  with  the  exception  of  A.  Sparke  Plugge,  Esq.,  from  whom  a  letter  of 
apology  for  absence  was  received.  His  letter,  which  was  dated  from  Czecho- 
slovakia, was  read  by  the  Secretary  as  follows  : — - 

"  Dear  Mr.  Clever, — I  very  much  regret  that  circumstances  over  which  I  have 
no  control — to  be  quite  frank,  the  new  patent  auto-scooter,  which  I  am  taking  for 
a  trial  run — (laughter) — will  prevent  me  from  attending  the  general  meeting  of 
our  company  on  the  5th.  I  think  that  with  a  smooth  road,  no  wind,  and  no  rain, 
hail,  sleet,  snow,  mud,  slush,  or  tram  lines,  the  scooter  could  attain  a  speed  of 
quite  five  miles  per  hour,  without  deduction  of  tax  for  a  short  time.  (Laughter.) 
Please  convey  my  regrets  to  the  Board  and  the  bored,  and  accept  the  best  New 
Year  wi-^hes.  Can  you  let  me  have  a  couple  of  thousand  pounds  or  more  within 
a  day  or  two?"  (Laughter.) 

From  Dreamy  Chambers,  Cork,  the  Auditors  wrote  : — 

'*  We  beg  to  inform  you  that  untoward  circumstances  of  a  confidential  nature 
will  prevent  our  Mr.  Overlookum  from  attending  your  annual  general  meeting  on 
the  5th  January.  He  is  suffering  from  a  complete  nervous  collapse,  due  to  the 
strain  inipn-rd  upon  him  in  auditing  your  company's  books,  and  has  handed  over 
your  work  to  hi>  partner,  Mr.  Drudge — (laughter) — who  will  have  the  greatest 
pleasure  in  attending  your  meeting." 
The  following  is  a  copy  of  the  fieport  and  Accounts  :  — 

I.  The  directors  have  pleasure  in  submitting  their  13th  annual  report  of  the 
above  company,  and  would  like  to  congratulate  the  shareholders  on  the  successful 
year's  trading. 

'  2.  In  view  of  apparent  dif!iculties  in  trading,  and  the  inability  to  obtain  money,  the 
directors  feel  they  should  conserve  cash,  and  do  not  recommend  a  dividend,  but  pro- 
pose that  a  distribution  be  made  when  they  have  disposed  of  the  purchases  made  from 
the  Slow  Depot. 

3.  All  the  directors  retire  this  year  by  rotation,  and  though  ineligible,  offer  them- 
selves for  re-election. 

4.  The  term  of  office  of  the  auditors  having  expired,  they  wish  to  point  out  that 
they  do  not  offer  themselves  for  re-election. 

L  Taky-Teasv, 

le^th  October  1920.  Chairman. 
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A  Mock  Shareholders*  Meeting. 


The  Chairman,  in  moving  the  adoption  of  the  directors'  Report  and  the  Balance 
Sheet,  said  it  gave  him  very  much  pleasure  to  place  before  them  such  magnificent 
accounts.  Though  he  had  no  head  for  figures — (laughter) — he  was  able  to  say  that 
they  had  had  a  very  successful  year.  The  usual  thing  that  chairmen  now  had  to  do 
was  to  run  down  the  Government,  and  the  income-tax  and  the  corporation  profits 
tax,  and,  not  least,  the  Excess  Profits  Duty.  He,  however,  was  going  to  follow  the 
advice  of  a  man  who  had  said  that  an  after-dinner  speech  should  be  like  a  lady's 
skirt — just  long  enough  to  cover  the  subject,  and  short  enough  to  be  interesting. 
(Cries  of  "  Shame,"  laughter  and  applause.)  During  the  year  they  had  obtained 
from  the  Philanthropic  Bank,  Ltd.,  a  loan  of  ;^52,ooo.  (Applause.)  They  had  been 
very  fortunate  in  this,  for  they  had  been  recommended  to  approach  the  Ever-Failing 
Bank,  Ltd. — (since  in  liquidation — laughter) — but  owing  to  the  foresight  of  the 
Board  they  had  negotiated  the  loan  with  the  Philanthropic  Bank.  On  the  assets 
side  they  had  goodwill — he  did  not  think  there  was  any  need  to  make  any  remark 
upon  that  point.  (Laughter.)  They  had  gone  in  for  a  small  expenditure  in  fitting  up 
a  new  board  room.  (Laughter.)  In  regard  to  motors,  vans  and  tractors,  they  had 
a  few  months  back  bought  up,  on  the  advice  of  their  managing  director,  a  little 
dump  at  Slow.  (Laughter.)  'J'hey  could  not  hold  stock  and  cash  at  the  same  time — if 
you  held  more  stock  you  had  less  cash.  (Laughter.) 

Viscount  Magneto,  in  seconding  the  resolution,  said  he  thought  the  profit  on  the 
year's  trading,  which  amounted  to  ;£^75,ooo,  was  phenomenally  good  on  a  capital 
of  ;^ioo,ooo.  It  would  be  noted  that  in  their  report  the  directors  stated:  "  In  view 
"  of  apparent  difficulties  in  trading,  and  the  inablity  to  obtain  money,  the  directors 
"  feel  they  should  conserve  cash,  and  do  not  recommend  a  dividend,  but  propose 
'*  that  a  distribution  be  made  when  they  have  disposed  of  the  purchases  made  from 
the  Slow  Depot."  On  the  whole,  he  thought  that  was  a  wise  decision,  because,  after 
all,  what  on  earth  would  the  shareholders  do  with  the  money?  They  would  only 
spend  it,  or  put  it  on  horses,  or  into  the  Ever-Failing  Bank,  or  something  of  the  kind. 
(Laughter.)  It  was  just  as  well  to  have  a  nice  substantial  reserve  for  directors'  fees 
this  year,  as  in  the  past  year  they  had  been  hopelessly  underpaid.  The  Secretary, 
who  had  been  with  the  company  since  it  was  floated,  had  informed  him  that 
originally  they  were  a  coal  mine;  then  they  turned  their  attention  to  silkworms,  but 
as  something  went  wrong  with  the  silkworms  they  were  now  making  scooters. 
(Laughter.)  He  thought  the  name  of  the  company  was  a  good  one;  the  scooters 
auter  go  well,  but  as  a  matter  of  fact  they  did  not  go  at  all.  (Laughter.)  The 
speed  of  five  miles  an  hour  of  which  they  had  heard  was  an  exaggeration,  for  the 
scooters  did  not  do  it.  (Laughter.) 

The  Secretary  :  I  think"  they  can  manage  it  down  hill.  (Laughter.) 

Viscount  Magneto,  continuing,  pointed  out  that  in  the  accounts  there  was  no  single 
item  for  standing  charges.  This  was  a  pity,  because  that  was  all  the  scooters  did — 
they  did  a  lot  of  standing.  (Laughter.)  On  the  debtor  side  of  the  Profit  and  Loss 
Account  there  was  a  trifling  item  of  ;!^2,ioo  for  cigars,  cigarettes,  wines,  and  spirits. 
He  anticipated  that  a  number  of  people  would  criticise  that,  so  he  might  cS  well 
take  the  bull  by  the  horns.  As  managing  director,  he  was  able  to  inform  them  that 
there  had  been  no  strikes  in  the  company.  Why  had  there  been  no  strikes?  Because 
they  had  created  happy  homes  for  the  people.  (Laughter.)  All  their  v.  orkpeople  had 
been  provided  with  cigars,  cigarettes,  wines  and  spirits,  so  that  the  sum  of  j£^2,ioo,  to 
which  he  had  referred,  represented  the  spread  of  the  spirit  of  goodwill.  (Laughter.) 
A  little  petrol  was  also  used  to  test  the  scooters  before  they  were  sent  out  to  the 
customers.  He  regretted  to  state,  however,  that  he  understood  the  solicitors'  costs 
were  going  to  be  heavier  in  the  ensuing  year  owing  to  allegations  by  customers  that 
the  company  had  falsely  represented  that  the  scooters  would  go.  (Laughter.)  Alto- 
gether, he  thought  they  might  say  that  the  company  had  had  a  most  successful  year. 
The  shareholders  had  got  absolutely  nothing  out  of  it,  and  that  was  quite  right — it 
was  just  as  it  should  be.  The  directors  had  received  a  beggarly  ^£^30,000,  of  Which 
the  managing  director  got  ;^io,ooo — but  no  matter.  He  was  sorry  to  say  that  only 
one  of  the  auditors  was  present,  as  the  other  had  gone  to  America  for  a  rest. 
(Laughter.) 

The  Secretary,  replying  to  various  criticisms  of  the  Balance  Sheet,  put  forward  by 
shareholders,  stated  that  as  the  accounts  had  been  printed,  he  was  unable  to  have 
them  altered.  He  admitted  that  there  were  a  few  slight  '*  printer's  errors."  For 
instance,  in  the  item  for  patent  renewals,  a  figure  2  had  been  inadvertently  omitted. 
The  item  stood  in  the  Profit  and  Loss  Account  as  ;^2,ooo,  whereas  the  sum  should 
have  been  ;/r22,ooo.  (Laughter.) 
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Some  scepticism  was  exhibited  by  shareholders  as  to  the  absence  in  Czecho- 
slovakia of  Mr.  Sparke  Plugge.  Finally,  with  refreshing  candour,  Viscount  Magneto 
freely  admitted  that  his  colleague  was  not  actually  in  that  distant  country.  "  As  a 
matter  of  fact,"  he  said,  "  Mr.  Sparke  Plugge  is  travelling  from  Gloucester  to  Bristol 
■■  '40  miles),  on  one  of  our  scooters  of  the  latest  pattern,  and  he  will  be  here  in  about 
■■  a  week."  (Laughter.) 

The  directors  were  also  heckled  in  a  most  laughable  manner  as  to  their  curious 
conduct  in  reference  to  the  redemption  of  debentures,  payment  of  income-tax 
(;^'39,ooo),  excess  profits  duty  (£100),  and  corporation  profits  tax  (^'5,000). 

A  shareholder  called  upon  the  Secretary  to  read  the  minutes  of  the  last  general 
meeting  of  the  company. 

Viscount  Magneto :  The  minute  book  has  been  burned.  It  was  an  accident. 
(Laughter.)  A  question  being  raised  as  to  the  authority  for  the  payment  of  directors' 
fees,  he  replied  that  such  payments  were  authorised  by  Article  324,  which  he 
happened  to  have  memorised.  (Laughter.)  It  read ;  "  The  fees  payable  to  the 
*■  dirctors  shall  be  at  the  discretion  of  the  shareholders,  but  in  all  cases  where  the 
"  profits  for  the  year  are  not  less  than  ;;^75,ooo,  the  directors'  fees  shall  be  not  less 
•*  than  ;£r30,ooo."  (Laughter.)  Answering  a  further  question  he  said  he  could  not 
remember  what  article  empowered  the  directors  to  borrow  money  from  the  company. 
*'  But  the  directors  agreed  that  we  could  do  it,  and  we  just  took  it."  (Laughter.) 

Mr.  S.  W.  Cornwell  stated  that  from  sources  inside  the  ofiice  he  had  discovered 
that  the  profit  for  the  year  had  been  jCgSy^^^-  l^"*^  directors,  therefore,  had  a  secret 
reserve  of  ;£r2o,ooo — doubtless  for  the  benefit  of  the  shareholders.  (Laughter.) 
;^5,ooo  for  corporation  profits  tax  appeared  to  be  a  large  sum,  but  as  he  understood 
the  real  liability  under  that  head  was  los.,  there  was  a  further  jC'\i^^99  ios.,  which 
the  directors,  in  their  wisdom,  had  secretly  put  away  for  the  benefit  of  the  share- 
holders. (Laughter.) 

It  having  been  pointed  out  by  a  shareholder  that  nothing  had  been  allowed  for 
depreciation,  Mr.  Crank  Shaft  replied  that  their  policy  in  the  past  had  been  that 
they  had  allowed  for  depreciation  heavily  every  other  year.  They  had  already  done 
remarkably  well,  though  practically  no  scooters  had  been  seen  upon  the  roads;  and 
now  people  had  got  over  their  fear  of  scooters,  they  expected  to  do  still  betiter. 
They  proposed  shortly  to  put  on  the  market  a  racing  scooter.  (Laughter.) 

Mr.  Cornwell  observed  that  he  had  attended  each  of  the  annual  meetings,  and  at 
each  the  same  statement  had  been  made,  that  depreciation  was  allowed  for  every 
other  year.  (Laughter.) 

Viscount  Magneto  :  I  don't  believe  you  are  a  shareholder  at  all.  flow  many  shares 
do  you  hold  in  the  company? 

Mr.  Cornwell  :  One,  sir.  (Laughter.) 

Mr.  Crichton  Jones  :  May  I  ask  what  motive  power  is  used  for  the  vans  and 
tractors  ? 

Viscount  Magneto  :  If  you  look  half-way  down  the  debtor  side  of  the  Profit  and 
Loss  Account  you  will  see  the  worr]  "  spirits."    That  is  petrol.  (Laughter.) 

Mr.  Jones  :  I  was  under  the  impression  that  was  motive  power  for  the  directors. 

(l.-uiLlhtcr.) 

\';-ri.uni  Magneto:  It  is  an  inclusive  term,  gentlemen.  (Laughter.) 

1  liM  directors  then  came  in  for  some  severe  criticism,  it  being  alleged  that  they 
v.  t  1"  i  w  ..re  that  there  was  a  deficiency  of  ;^2o,ooo  in  cash,  which  the  Chairman  had 
takf-n  in  urder  to  pay  gaml)ling  debts — in  fact,  tHe  complaining  shareholder  alleged 
that  the  ( "hail-man  had  i^ald  him  that  sum. 

Lord  Mai^ncto:  If  ii  was  a  L;aml)ling  debt  the  Chairman  can  recover  it. 
(Laughter.) 

.Another  sharoliolder  suggested  that  if  the  directors  required  any  refreshments  they 
ought  to  afipear  in  the  Profit  and  Loss  .\ccount  under  the  heading  "  horse  keep." 
(Laughter.  I 

An  amendment  that  an  independent  auditor  be  appointed  to  go  into  the  accounts 
before  their  adoption  was  defeated,  and  the  report  and  accounts  were  reluctantly 
adopted,  and  the  directors  and  auditors  were  re-appointed  without  enthusiasm. 

Mr.  Cornwell,  in  moving  a  serious  vote  of  thanks  to  Mr.  Todd  for  presiding,  said 
they  keenly  appreciated  the  interest  he  took  in  the  Students'  Society. 

Mr.  Todd,  in  acknowledging  the  vote,  which  was  heartily  carried,  said  he  felt  it 
an  honour  to  have  been  apijointed  President  of  the  Society  for  the  year.  There  was 
evidence  that  the  Society  would  thri\e,  and  be  a  very  live  body,  and  that  it  would 
give  its  members  greater  interest  in  the  accountancy  profession  and  all  that  it  stood 
for.  (.Applause.) 
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De  Omnibus  Rebus. — I. 

By  Dr.  D.  F.  de  I'Hoste  Ranking.  M.A..  L.L.D. 

An  attempt  will  be  made  in  these  articles  to  discuss  points 
of  interest  arising  out  of  legal  cases  without  technicalities y 
and  as  an  ordinary  layman  might  view  them.  There  is  no 
absolute  reason  why  legal  decisions  should  either  be  dull  or 
overladen  with  verbiage.  It  is  hoped  that  these  random 
thoughts  may  induce  students  to  direct  their  attention  to 
points  which  they  would  otherwise  overlook. 

An  eminent  physician  has  lately  been  impressing  on  the  public  gener- 
ally the  importance  and  efficacy  of  "  physical  jerks  "  in  promoting  the 
health  of  the  bodily  system,  and  preventing  premature  atrophy  of  some 
of  the  physical  powers.  If  this  is  so  beneficial  to  the  body,  a  somewhat 
similar  benefit  should  accrue  to  the  mind  from  a  careful  course  of 
"  mental  jerks  ";  tending  to  prevent  stagnation  of  ideas,  and  encourag- 
ing the  review  of  preconceived  opinions  which  have  become,  so  to  speak, 
ossified. 

It  would  be  difficult  to  find  a  more  thorough  and  invigorating  form  of 
mental  gymnastics  than  is  afforded  by  a  careful  consideration  of  some 
legal  decisions  as  they  appear  from  time  to  time  in  the  reports.  The 
reader  often  comes  upon  fresh  decisions  which  oblige  him  to  reconsider 
his  whole  point  of  view ;  and  which  will  sometimes  make  him  start  and 
gasp  as  if  he  had  just  received  a  cold  douche,  so  startling  doi  they  seem  to 
him,  and  sol  opposed,  not  only  to  his  own  views  and  opinions,  but  to  what 
he  had  always  supposed  to  be  the  law  laid  down  on  the  point. 

To  an  active  and  healthy  mind  the  experience  is  just  as  invigorating 
as  a  cold  douche ;  the  shock  will  arouse  the  intelligence  of  the  person 
experiencing  it,  and  cause  him  to  examine  into  the  reasons  for  the  shock. 
He  will  revise  his  opinions  and  see  where  if  at  all  he  was  wrong,  and  he 
may  even  come  to  the  conclusion  that  perhaps  it  is  not  he  but  the  decision 
which  is  wrong ;  for  he  will  remember  that  in  the  words  of  a  well-known 
Bishop,  *'  we  are  none  of  us  infallible;  not  even  the  youngest  of  us  "; 
and  that  two'  different  judges  may  take  diametrically  opposite  views  as  to 
what  is  or  is  not  the  law  on  a  particular  point,  and  that  even  the  most 
learned  judge  may  occasionally  "  misdirect  "  himself  on  a  point  of  law. 
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Mental  exercise  of  this  kind  is  never  thrown  away  ;  it  is  not  only 
invigorating  and  beneficial,  but  absolutely  essential  to  anyone  who 
aspires  to  excellence  in  any  profession,  such  as  accountancy,  which 
brings  him  constantly  into  contact  with  legal  decisions. 

Company  Law  alone,  a  branch  of  study  with  which  accountants  are 
almost  as  much  concerned  as  solicitors,  will  provide  ample  food  for 
meditation.  Take  the  simple  case  of  the  right  of  a  holder  of  shares  to 
vote  in  respect  of  those  shares.  It  had  already  been  decided  {Marks  v. 
Financial  News,  Limited,  1919,  W.N.  237)  that  under  the  common 
form  of  articles,  which  gives  power  to  any  person  becoming  entitled  to 
shares  on  the  death  of  a  member  either  to  be  himself  registered  in 
respect  of  the  shares,  or  to  transfer  them,  the  executor  of  a  deceased 
member,  though  not  himself  registered,  may,  on  satisfying  the  directors 
that  he  is  entitled  to  transfer  the  shares,  vote  in  respect  of  them. 

We  now  find  that  the  power  to  vote  may  remain,  even  though  the 
personal  interest  of  the  holder  may  have  come  to  an  end.  Disclaimer 
by  a  trustee  in  bankruptcy  terminates  the  rights  and  interest  of  the 
bankrupt  in  the  property  disclaimed,  but  does  not  affect  the  rights  of 
third  parties.  A  shareholder  has  mortgaged  his  shares,  but  becomes 
bankrupt ;  the  trustee  disclaims  the  shares,  thus  terminating  the  inter- 
est of  the  bankrupt ;  his  name  is  not,  however,  removed  from  the  register, 
since  there  is  a  legal  owner,  the  mortgagee ;  the  bankrupt  can  still, 
under  the  direction  of  the  mortgagee,  vote  in  resp^-ct  of  the  shares  in 
which  he  has  no  longer  anv  personal  interest.  ( Wise  v.  Lansdell,  37 
T.L.R.  167.) 

Again,  you  are,  as  accountant  to  a  company,  asked  whether  a  director 
who  has  acted  for  only  a  portion  of  a  year  is  entitled  lo  .-my  portion  of  his 
remuneration,  such  remuneration  Ix^ing  fixed  at  a  lump  sum  for  the  year. 
Relying  on  cases  previously  decided,  such  as  Saltan  v.  New  Beeston  Co., 
or  Inman  v.  Ackroyd,  you  say  that  the  director  has  no  c'aim,  but  you 
are  wrong;  a  Divisional  Court  has 'recently  decided  that  this  remunera- 
tion is  "  salary  "  within  the  meaning  of  the  Apportionment  Act,  1870, 
and,  therefore,  the  director  is  entitled  to*  an  apportioned  part  of  the 
remuneration.  A  Divisional  Court  has  also  given  a  decision  with  regard 
to  Bills  of  Exchange  which  may  be  the  means  of  removing  some  anxiety 
from  the  minds  of  the  holders  of  bills  purporting  to  be  signed  by  one  or 
more  directors,  if  it  is  at  all  doubtful  whether  those  directors  were,  in 
fact,  authorised  to  sign  on  behalf  of  the  company.  The  decision  is  toi 
the  effect  that,  if  according  to  the  articles  the  persons  in  question  might 
have  been  authorised  to  sign,  and  there  is  no  knowledge  on  the  part  of 
the  holders  that  they  were  not  so  authorised,  then  the  holder  is  in  a  per- 
fectly good  position  as  against  the  company,  since  it  is  no  part  of  his  duty 
to  inquire  into  the  internal  management  of  the  company,  or  to  prove 
an  actual  authoritv.  (Dey  v.  Pullinger  Engineering  Co.,  37  T.L.R.  10.) 
This  is  in  opposition  to  what  the  earlier  case  of  Premier  Industrial 
Bank,  Limited  v.  Crahtree,  Limited  (looq,  25  T.T>.R.  17)  had  led  one  to 
suppose  was  the  position. 

Turning  for  a  moment  to  decisions  in  bankruptcy,  there  is  one  (Re 
G.  R.  Wigzell;  ex  parte  Hart,  37  T.L.R.  373)  which  would  seem  to  lay 
hard  on  bankers. 

A  receiving  order  was  made  against  the  debtor  on  October  8th  iqiq. 
The  debtor  applied  for  and  obtained  a  stay  of  advertisement  pending  an 
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appeal  which  was  dismissed  on  November  i6th  1919,  an  order  for 
adjudication  being  made  on  December  i6th  1919.  At  the  date  of  the 
receiving  order  the  bankrupt  had  an  account  at  his  bank  which  was 
overdrawn.  The  receiving  order,  not  being  advertised,  the  bank  knew 
nothing  of  it.  After  the  receiving  order  the  bankrupt  paid  in  amounts 
to  the  extent  of  ^^165,  and  payments  out  were  made  to  the  extent  of 
;£^i99.  It  was  held  that  these  sums  paid  in  were  property  divisible 
among  his  creditors  and  belonged  to  the  trustee  in  his  bankruptcy,  since 
the  payments  into  the  bank  had  not  taken  place  before  the  date  of  the 
receiving  order,  even  though  the  bank  was  ignorant  of  it,  and  that  the 
bank  could  not  take  credit  for  the  amounts  which  they  had  paid  out  on 
behalf  of  the  bankrupt  since  these  payments  again  had  not  been  made 
before  the  receiving  order.  It  was  held  that  there  was  nothing  inequit- 
able in  the  trustee  claiming  this  money,  and  that  his  doing  so  did  not 
produce  an  unjust  or  dishonest  result,  since  the  stay  of  advertisement 
which  prevented  the  bank  from  knowing  of  the  making  of  the  receiving 
order  was  at  the  request  of  the  debtor  himself  and  the  trustee  was  no 
party  to  it. 

The  decision  was  no  doubt  hard  upon  the  bank,  since  they  had  no 
notice  of  the  receiving  order,  but  Sections  45  and  46,  B.A.  1914,  which 
give  protection  to  certain  transactions  which  would  otherwise  be 
invalidated  by  the  doctrine  of  relation  back,  do  not  make  notice  of  the 
receiving  order  necessary.  The  sections  say  that  both  payments  to  and 
payments  by  the  bankrupt  must,  if  they  are  to  be  protected,  be  made 
before  the  receiving  order.  It  was  pleaded  on  behalf  of  the  bank,  on 
the  authorit}'  of  Re  Thellusson  (35  T.L.R.  732),  that  it  would  be 
inequitable  not  to  allow  the  bank  to  take  credit  for  the  amounts  paid 
out,  and  that  the  Court  had  power  to  order  repayment.  The  Court, 
however,  held  that  the  circumstances  were  entirely  different.  In  Re 
Thellusson,  the  debtor,  knowing  that  a  petition  had  been  presented,  and 
that  a  receiving  order  would  probably  be  made,  obtained  money  as  a 
loan  after  the  order  had  actually  been  made,  though  neither  he  nor  the 
lender  knew  of  the  fact.  The  major  portion  of  the  sum  lent  was  still 
unexpended  when  the  trustee  took  possession.  The  Court  ordered 
that  this  unexpended  money  should  be  returned  to  the  lender,  the  ground 
for  their  decision  being  apparently  that  as  it  would  have  been  dis- 
honourable for  the  debtor  to  use  this  loan,  obtained  by  what  was  unfair 
conduct,  for  the  purpose  of  paying  his  creditors,  it  would  not  be 
honourable  for  the  trustee  to  do  so.  In  the  present  case  no  such  con- 
sideration arose ;  it  was  simply  a  contest  between  the  bank  as  a  creditor 
and  the  trustee  as  representing  the  creditors  generally,  and  there  was  no 
reason  why  the  latter  should  waive  legal  rights  in  favour  of  the  former. 

In  connection  with  this  important  subject,  verb,  sap  !  Let  all 
demobilised  officers  remember  that,  though  they  retain  their  commis- 
sions, and  are  liable  to  be  called  up  for  active  service,  they  have  lost  the 
protection  given  by  the  various  Courts  (Emergency  Powers)  Acts,  and  in 
spite  of  the  war  being  not  yet  ended,  they  cannot  avoid  having  a  judg- 
ment debt  enforced  against  them.  So  says  the  Court  of  Appeal  {Re  a 
Debtor,  150  L.T.  Jour.  356). 


Municipal    Finance. — V. 


By  J.  H.  McCall.  F.S.A.A. 

A  study  of  the  following  article  will  give  the  student  of 
Municipal  Finance  a  clear  understanding  of  the  very  close 
relationship  existing  between  municipalities  and  banks.  The 
importance  of  this  point  must  not  be  overlooked,  for  it  is 
upon  their  bankers  that  local  authorities  depend  for  financial 
assistance . 

Municipalities  and  Bankers. 

It  has  been  previously  pointed  out  that  local  authorities  are  dependent 
upon  the  financial  help  obtainable  from  their  bankers,  in  order  to  carry 
out  their  duties.  Consequently,  it  is  essential  that  the  relationship 
between  the  two  should  be  cordial  and  friendly  in  order  to  be  helpful. 
There  is  no  reason  why  this  should  not  be  so  when  we  consider  that  the 
relationship  is  to  their  mutual  advantage.  It  has  sometimes  been 
argued,  by  those  belonging  to  the  banking  profession,  that  the  advantages 
from  the  banker's  standpoint  are  purely  imaginary.  We  will  see  how  far 
this  opinion  can  be  substantiated. 

The  Services  Rendered  by  the  Banks. 

The  services  rendered  by  the  banks  are  varied,  and  include  the 
following  : — 

(a)  They  act  as  general  bankers  to  a  corporation. 

{h)  They  act  as  agents  for  the  purchase  and  sale  of  securities. 

(c)  They  act  as  either  registrars  or  agents  for  the   registration  and 

transfer  of  stock,  and  for  the  payment  of  dividends. 

(d)  They  lend  money  for  capital  purposes  secured  by  mortgage  of  the 
rates. 

(e)  They  do  act,  in  rare  cases,  as  agents  for  collection  of  rates. 

Bankers'  Remuneration. 

For  these  various  services  the  banks  make  their  charges,  those  for 
services  acting  in  capacity  of  agent  being  on  the  scale  usually  charged  to 
any  other  customers.  Bank  interest  on  overdraft  has,  however,  peculiar 
features  which  will  be  discussed  in  detail  later  on,  but  quite  apart  from 
the  remuneration  in  cash,  it  cannot  be  doubted  that  the  fact  of  being  a 
Corporation  banker  places  a  local  branch  of  a  bank,  in  a  provincial  town, 
in  a  position  which  carries  with  it  certain  advantages;  at  least  we  will 
assume  this  until  we  hear  of  banks  showing  disinclination  to  have 
Corporation  Accounts  in  their  books.  I  do  not  think  it  will  be  denied 
that  in  many  cases  possession  of  Corporation  Accounts  has  been  the 
means  of  building  up  the  business  of  many  local  branches. 

The  Bank  Manager  as  Treasurer. 

In  the  case  of  most  of  the  small  urban  districts  the  bank  manager 
is  appointed  Treasurer  to  the  local  authority,  a  fact  which  is  somewhat 
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puzzling  to  those  outside.  Under  the  provisions  of  the  Public  Health 
Act,  1875,  every  urban  authority  shall  appoint  a  Treasurer,  who  must 
not  be  the  Clerk  to  the  Council.  The  Act  does  not  state  what  his  duties 
shall  be,  so  it  has  been  found  convenient,  in  order  to  fulfil  the  obligations 
of  the  statute,  to  appoint  the  bank  manager  as  Treasurer.  The  effect  of 
this  appointment  is  to  place  the  accounts  of  the  local  authority  at  his 
particular  bank,  and  in  addition  to  give  him  some  local  status  as  a  statu- 
tory ofiticer  of  the  local  authority.  Orders  for  payment  are  drawn  upon 
him  as  manager  at  the  bank,  and  signed  by  three  members  of  the  Coun^ 
,cil,  and  countersigned  by  the  Clerk,  and  nobody  seems  to  raise  the  ques- 
tion whether  such  an  order  can  be  truly  called  a  cheque  within  the  mean- 
ing of  the  Bills  of  Exchange  Act.  The  Treasurer's  Account  is  the  Pass 
Book,  but  the  Treasurer's  Cash  Book  is  kept  by  the  Clerk  to  the 
authority.  The  position  under  the  Municipal  Corporations  Act,  1882,  is 
even  more  puzzling.  The  Corporation  shall,  from  time  to  time,  appoint  a 
fit  person  to  be  the  Treasurer.  He  shall  make  up  his  accounts  half- 
yearly,  and  submit  same  for  audit,  and  after  the  audit  of  the  accounts 
for  the  second  half  of  the  financial  year,  he  shall  prepare  a  full  abstract 
of  his  accounts  for  that  year.  It  is  the  general  practice  of  Corporations 
now  to  appoint  their  own  financial  ofiicer  as  treasurer,  but  where  the 
bank  manager  is  appointed  it  will  be  seen  that  he  holds  the  statutory 
title  without  fulfilling  the  statutory  duties.  He  has  nothing  whatever 
to  do  with  the  bookkeeping  records  other  than  the  compilation  of  the  usual 
bank  Pass  Book.  All  payments  must  be  by  order  of  the  Treasurer, 
signed  by  three  members  of  the  Council,  and  countersigned  by  the  Town 
Clerk.  This  order  consists  of  a  list  of  the  accounts  passed  by  the  various 
committees  for  payment,  which  is  sent  to  the  bank.  The  actual  pay- 
ments are  made  by  cheque  usually  signed  by  the  financial  officer,  the 
authority  of  the  bank  for  honouring  such  cheques  being  the  order.  In 
this  case  the  cheques  are  drawn  on  the  bank,  and  not  on  the  Treasurer. 
It  may  be  some  time  before  such  a  curious  state  of  things  will  be  altered 
by  statute,  but  in  the  meantime  the  bank  manager  who  holds  such  an 
office  does  enjoy  the  advantage  arising  out  of  the  fact  that  he  is  an 
actual  officer  of  the  Corporation.  He  is  not,  however,  in  a  position  to 
act  impartially  in  matters  of  bank  arrangements,  as  his  duty  is  to  serve 
his  bank  first. 

Agency  Transactions. 

It  is  usual  for  local  authorities  to  ask  their  own  bankers  to  transact 
for  them  any  business  connected  with  the  purchase  and  sale  of  securities, 
and  in  rare  instances  to  act  as  agents  for  the  receipt  of  rates  for  which 
they  receive  a  specified  remuneration.  Before  a  bank  can  act  as  agents 
for  the  collection  of  rates,  the  sanction  of  the  Ministry  of  Health  must 
be  obtained.  This  permission  will  be  dependent  upon  certain  condi- 
tions being  fulfilled,  one  of  which  is  the  issue  of  an  official  receipt  for 
every  amount  received.  The  bank  may  charge  a  nominal  fee  for  so 
acting,  but  a  better  business  arrangement  is  to  pay  a  fee  of,  say,  6d.  for 
every  receipt  issued.  This  will  have  the  effect  of  stimulating  the  banks 
to  encourage  ratepayers  to  make  their  payments  through  this  particular 
channel.  It  is  in  relation  to  the  issue  of  stock,  however,  that  the  banks 
do  not  hesitate  to  push  forward  their  claims  to  act  as  the  Corporation 
bankers  and  agents  for  placing  the  stock  upon  the  market,  and  conse- 
quently as  registrars.    This  is  due  to  the  fact  that  such  a  class  of  work 
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is  highly  remumrative,  whilst  at  the  same  time  it  adds  to  their  status 
on  the  money  market.  Corporation  bankers  in  a  provincial  town  are  well 
advertised  by  the  Corporation,  the  Demand  Notes  for  Rates  which  are 
sent  out  generall)  containing  some  reference  to  them.  It  must  be 
conceded,  however,  in  justice  to  the  banks,  that  thev  undertake  for  tlie 
local  authorities  a  considerable  amount  of  work  in  connection  with  keep- 
ing voluntary  accounts  for  local  Charity  Funds,  ^.c. 

The  Bank  as  Lenders. 

In  the  case  of  the  smaller  local  authorities  it  often  happens  that  the 
bank  will  lend  money  for  capital  purposes,  repayable  during  the  period 
given  in  the  sanction,  secured  b}  a  mortgage  on  the  rates.  This  is  not, 
however,  considered  a  good  banking  investment,  and  it  is  not  unlikely 
that  the  practice  will  be  discontinued  in  the  future.  The  banks,  however, 
are  lenders  to  the  Corporation  for  general  purposes  on  current  account, 
and  temporarily  for  capital  purposes  until  permanent  loans  are  negotiated 
elsewhere.  If  the  accounts  of  the  authority  are  pooled,  it  is  very  difficult 
for  a  bank  to  know  what  is  constituted  in  the  bank  overdraft,  and  as  a 
local  authority  has  no  statutory  right  to  borrow  money  for  capital 
purposes  without  first  having  obtained  a  sanction,  the  question  may 
arise  as  to  the  illegality  of  the  payment  of  bank  interest.  It  is  the  duty 
of  the  bank  to  ascx^rtain  if  the  Corporation  have  borrowing  powers,  and 
it  is  not  unusual  for  them  to  require  a  mortgage  securing  the  advances, 
even  though  tetnporan.-.  It  will  be  seen,  therefore,  that  Corporations 
are  entirely  dependent  upon  the  bankers  to  finance  them  from  day  to  day, 
so  long  as  their  accounts  shows  an  overdraft,  and  it  would  be  very  difficult 
to  Icnow  what  would  happen  if  the  banks  refused  to  lend  money  to  Cor- 
porations. The\-  do  not  refuse',  however,  as  from  a  banker's  standpoint 
it  is  quite  a  commercial  proposition  on  which  thev  mav  earn  interest 
without  taking  any  commercial  lisks. 

Bank  Terms  for  Current  Account. 

When  we  turn  to  the  question  of  interest  charged  by  the  banks  on  over- 
draft, we  find  that  the  terms  to-day  vary  considerably,  not  only  as  between 
different  banks,  but  as  between  the  accounts  of  different  Corporations 
with  the  same  bank.  There  are,  however,  one  or  two  general  features 
which  the  banks  have  always  endeavoured  to  incorporate  in  the  agree- 
ment with  the  Corporation,  and  the  first  is  the  provision  of  a  free  balance ; 
that  is,  when  allowing  interest  on  balances  at  the  bank  it  is  stipulated 
that  for  the  first  /!'i,ooo  or  772, ooo,  or  whatever  it  is,  the  bank  will  allow 
no  interest  at  all.  The  banks  defend  this  stipulation  for  a  free  balance 
on  the  grounds  that  Corporation  accounts  are  numerous,  and  involve  a 
considerable  amount  of  clerical  work  to  keep  them,  and  that  instead  of 
charging  for  keeping  the  accounts,  they  allow  nothing  on  a  certain 
minimum  balance.  The  second  general  feature  is  that  the  interest 
allowed  on  balances  or  charged  on  overdraft  is  one  which  varies  with  the 
bank  rate.  No  objection,  of  course,  can  be  taken  to  this  arrangement, 
the  only  point  that  really  can  be  questioned  is  the  difference  between  the 
rate  allowed  and  the  rate  charged.  There  can  be  no  general  arrange- 
ments which  can  be  successfully  applied  to  all  local  authorities  as  the 
circumstances  differ  in  every  case.  The  main  point  to  be  borne  in  mind 
when  making  any  arrangements  is  the  probable  state  of  the  accounts, 
that  is,  if  the  accounts  pooled  will  })e  permanently  overdrawn,  or  only  at 
certain  periods  of  the  year. 
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I'here  is  also  the  practic<i  of  keeping  separate  accounts  for  each  Loaii 
Account  at  the  bank  which  is  favoured  by  many  small  authorities.  The 
banks  have  not  hesitated  to  take  p.dvantage  of  what  may  be  classed  as 
bad  bookkeeping,  by  making  no  allowance  for  the  balances  in  hand  on 
such  accounts,  but  not  forgetting  at  the  same  time  to  charge  interest  on 
any  accounts  which  may  be  overdrawn.  The  larger  local  authorities 
adopt  a  method  of  pooling  all  the  Corporation  Bank  Accounts  for  the  pur- 
pose of  calculating  bank  interest,  the  apportionment  of  the  interest  being 
made  in  the  Accountant's  Department. 

Municipal  Banking. 

It  must  be  recognised  that,  however  friendly  the  relations  between  the 
bankers  and  the  Corporation,  the  latter  are  entirely  in  the  hands  of  the 
former.  It  is  in  consequence  of  this  unpleasant  dependence  that  lately 
experts  have  been  devoting  attention  to  the  question  of  some  modified 
form  of  banking  to  be  undertaken  by  the  municipalities  themselves.  It 
banking  is  understood  in  the  sen.'e  that  it  is  the  business  of  borrou^ing 
and  lending  money,  then  the  question  which  naturally  arises  out  of  it  is  : 
Why  should  not  municipalities  have  greater  facilities  for  the  purpose  of 
enabling  them  to  borrow  moneys  from  the  public?  There  seems  to  be  a 
feeling  of  apprehension,  which  is  quite  without  foundation,  that  the  local 
authority  is  not  to  be  trusted  to  exercise  common  sense.  A  building 
societ\'  does  receive  money  on  deposit  in  what  they  call  their  banking 
branch,  and  it  has  been  found  very  successful  as  a  method  of  raising 
moneys  for  its  purposes.  We  will  deal  with  this  phase  in  a  later  article, 
but  the  question  is  mentioned  here  as  it  should  be  considered  as  a  factor 
in  relation  to  the  bankers'  attitude,  which  is  founded  upon  the  present 
arrangements.  It  will  also  be  necessary  to  refer  to  bankers  in  relation  to 
the  financial  control  which  is  exercised  by  Government  Departments. 


Volume  XXXVm. 

The  first  number  of  the  new  volume  will  be  published  on  ist  May,  the 
Index  and  Title  Page  to  the  present  volume  being  included  as  a  supple- 
ment. 
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The  Grammar  of  Law— III. 

By   Donald   Mackay,  B.L. 

In  applying  and  interpreting  the  law  it  is  always  a  sound 
criterion  to  inquire  how  it  affects  the  State  as  a  whole,  and 
this  at  once  raises  the  question  as  to  how  far  State  inter- 
ference is  justified.  In  the  following  article  Mr.  Mackay 
discusses  the  question  of  State  control  both  as  regards  private 
persons  and  public  bodies. 

Personality  in  Aggregate  Bodies. 

As  already  pointed  out,  the  term  "  person  "  in  law  as  the  subject  of 
a  right  may  mean  a  pluralit\'  of  individuals.  These  aggregate  bodies  are 
regarded  as  one  person,  and  though  composed  of  individuals,  are  con- 
sidered as  being  one  and  undivided  in  themselves.  Such  aggregate 
personalities  or  associations  or  corporations,  or  whatever  they  are  termed, 
may  receive  this  character  of  unified  personality  from  the  State  by  direct 
grant,  or  the  individuals  forming  the  group  may  arrange  themselves  to 
assume  a  corporate  capacity-,  and  the  State  in  that  event  recognises  their 
existence  as  corporations.  Thus,  the  ordinary  limited  company  is  a  self- 
formed  combination  of  shareholders  which,  provided  they  observe 
certain  regulations,  are  almost  automatically  incorporated  under  the  law. 

As  the  subject  of  a  right,  these  corporations  or  other  aggregate  bodies 
are  regarded  as  persons  just  like  individuals.  They  can  enter  into  con- 
tracts, hold  propert>-,  carry  on  definite  work,  incur  debt,  sue,  and  be  sued. 
The  real  important  point  distinguishing  them  fr(>m  individual  human 
beings  is  that  the  corporate  life  continues,  notwithstanding  the  death  of 
individual  members  ;  the  institution  remains  one  in  spite  of  the  constant 
change  among  the  individuals  who,  from  time  to  time,  form  its 
members. 

It  will  thus  be  seen  that  a  corporation  has  a  life  of  its  own  apart  from 
the  members;  it  is  a  distinct  persona  in  itself.  Is  this  a  mere  legal 
fiction?  Some  jurists  have  thought  so,  and  that  theory  led  to  important 
results,  the  best  known  of  which  was  the  doctrine  that  a  cor- 
poration could  not  commit  tortious  acts,  so  that  an  action  for  tort  should 
be  directed  not  against  the  corporation,  but  against  the  individual 
committer  of  the  wrong.  This  doctrine  is  not  now  held  in  English  law. 
The  personal  existence  of  a  corporation  is  there  regarded  not  as  a  fiction, 
but  as  a  reality.  The  Courts  have  held  that  if  it  is  once  granted  that 
corporations  are  for  civil  purposes  to  be  regarded  as  persons,  it  follows 
that  ordinary  doctrines  of  agency,  and  of  master  and  servant,  are  to  be 
applied  to  corporations  as  well  as  to  ordinary  individuals.  These  doc- 
trines have  been  applied  in  a  great  variety'  of  cases,  in  questions  arising 
out  of  contracts,  and  in  questions  arising  out  of  torts  and  frauds. 

The  State  and  Persons. 

Not  only  have  persons  rights  and  duties  towards  each  other,  but  they 
have  rights  and  duties  connected  with  the  State  itself,  and  the  State  has 
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corresponding  rights  and  obligations  in  regard  to  them.  We  are  not 
called  on  here  to  enter  into  a  discussion  or  definition  of  the  State.  For 
our  purpose  it  may  be  taken  as  the  governing  authority  in  whatever 
form  such  authority  may  be  constituted.  A  primary  purpose  of  this 
authority,  just  as  in  the  case  of  an  individual  is  its  own  preservation, 
growth,  and  development.  All  laws,  both  Common  Law  and  Statute 
Law,  have  a  reference  to  this,  and  in  interpreting  and  applying  the  law 
it  is  always  a  sound  criterion  to  inquire  how  it  affects  the  State  as  a 
whole.  But  there  are  certain  institutions  which  more  immediately 
concern  the  preservation  of  the  State,  and  of  which  it  takes  a  more  imme- 
diate oversight.  A  reference  to  these  comes  appropriately  in  here  after 
our  discussion  of  aggregate  bodies  as  persons  in  law. 

The  Family. 

The  laws  relating  to  the  family  are  usually  classed  as  private  law,  but 
in  view  of  the  importance  of  the  family  in  the  structure  of  the  State,  the 
laws  relating  to  it  are  of  primary  public  importance.  These  are  regula- 
tions concerning  marriage  and  divorce,  legitimacy,  guardianship,  main- 
tenance of  parents,  wives,  and  children  ;  the  rights  of  members  of  the 
family  to  succeed  to  each  other,  i.e.  the  laws  of  succession  in  the  event 
of  intestacy.  This  is  an  immense  body  of  law,  and  with  aspects  of  which 
we  shall  have  occasion  to  deal  later,  but  we  desire  to'  emphasise  here  its 
public  importance  in  relation  to  the  State.  The  cardinal  distinction  in 
this  respect  is  that  in  marriage  and  other  family  relationships  the  rights 
and  obligations  connected  with  them  are  contemplated  and  accepted  by 
the  parties,  but  cannot  be  framed  and  varied  by  the  will  of  the  parties  like 
a  commercial  contract. 

The  majority  of  modern  countries  have  passed  the  stage  at  which  the 
family  was  an  important  political  group  or  unit,  but  legally  and  socially 
careful  regard  must  still  be  had  to  its  position  in  the  community.  A 
striking  modern  instance  of  this  is  the  question  of  the  respective  positions 
of  husband  and  wife  in  the  eye  of  the  law ;  is  this  to  be  one  of  complete 
equality?  There  are  obvious  natural  differences  between  men  and 
women,  but  the  question  for  the  legislator  is  whether  these  differences  are 
to  be  left  to  their  spontaneous  development,  or  whether  any  of  them  are  to 
be  given  a  preference  in  the  State  over  the  other.  The  issues  in  this 
problem  are  far-reaching;  equality  implies  equal  responsibility,  equal 
personal  liberty,  "  equal  pay  for  equal  work,"  and  many  other  condi- 
tions which  would  not  arise  if  the  legal  status  of  woman  were  inferior  to 
that  of  man. 

Then  within  the  family  the  State  has  an  interest  to  lay  down  rules 
which  are  not  allowed  to  be  altered  by  individuals.  Here,  too,  the 
question  is  how  far  should  the  State  interfere.  For  instance,  should  it 
allow  complete  liberty  of  bequest,  or  partially  or  totally  restrict  such  a 
power. 

Subordinate  Legislatures  • 

In  the  modern  State  the  place  which  was  occupied  by  the  family  group 
or  primitive  village  community  may  be  taken  as  represented  by  local 
authorities.  These  have  charge  of  administration  of  localities  such  as 
Borough  and  County  Councils,  or  with  the  administration  of  a  particular 
matter  such  as  education  or  the  Poor  Law.  These  bodies  are  created  by 
the    State    for    special   purposes.     Their  powers   may  be  extended. 
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restricted,  or  even  recalled  by  the  supreme  government.  Their  relation 
tx>  the  State  is  determined  mainly  by  the  consideration  of  what  is  good 
for  the  State.  The  problem  for  the  legislator  here  is  just  the  same  as 
in  the  case  of  the  family.  How  far  should  the  State  interfere?  Does  it 
endanger  its  own  authority  and  influence  by  giving  wide  powers  to  the 
subordinate  bodies,  or,  on  the  other  hand,  does  it  impair  its  own 
efficiency  if  it  centralises  powers  in  its  own  immediate  officers? 

Other  instances  of  delegated  legislation  are  the  powers  entrusted  to 
Courts  of  Justice,  Universities,  railways,  and  other  public  companies  to 
make  rules  for  the  carrying  out  of  their  own  objects.  These  have  the 
force  of  law  as  regards  the  persons  whom  they  concern,  provided  that  in 
making  them  the  subordinate  authority  has  not  presumed  to  legislate  in 
regard  to  matters  outwith  the  pro\incx^  assigned  to  it  by  the  sovereign 
power. 

We  have  already  referred  to  the  question  of  constitutional  law  which 
arises  in  connection  with  the  relation  of  the  State  to  its  subordinate 
Legislatures.  It  is  open  to  any  individual  who  is  affected  by  an  enact- 
ment of  the  inferior  authority  to  claim  that  in  making  such  a  regulation 
the  subordinate  body  in  question  exo^eded  the  powers  delegated  to  it. 
The  trial  of  such  a  question  often  brings  within  the  pursiew  of  the 
Courts  the  whole  policy  of  the  Legislature.  There  have  been  a  great 
many  cases  on  this  subject,  as  a  result  of  which  there  have  been 
developed  certain  well  established  c^mons  of  construction  for  determining 
whether,  in  making  the  regulation  that  is  objected  to,  the  subordinate 
authority  has  or  has  not  exceeded  its  statutory  powers. 

Religious  Bodies. 

Tlie  present  position  of  religious  bodies  with  regard  to  the  State  is 
largely  determined  by  historical  considerations.  Formerly,  the  alliance 
between  State  and  Church  was  intimate  ;  there  was  one  religious  body 
which  the  State  recognised,  and  with  which  it  had  well-defined  relations. 
It  is  not  appropriate  here  to  enter  into  any  account  of  how  other  religious 
bodies  came  to  be,  and  how  in  not  a  few  countries  there  is  still  one  reli- 
gious body  which  maintains  the  State  connection,  though  may  be  in  an 
attenuated  form,  and  many  others  which  have  no  State  connection,  and 
call  themselves  free  churches.  The  State  Church  is  afTected  by  the 
special  laws  and  statutes  which  have  been,  from  time  to  time,  made  for 
its  creation  and  protection.  The  other  churches  make  their  own  internal 
regulations,  but  this  does  not  make  them  free.  They  are  no  more  and 
no  less  free  than  any  other  person  in  the  State.  They  are  necessarily 
affected  by  duties  and  obligations  and  considerations  arising  out  of  the 
law  of  trusts  and  contracts,  and  the  law  will  enforce  these  as  against 
them. 

Endowments  and  Trusts. 

The  life  of  the  individual  bein<4  brief,  it  is  necessary  that  the  State 
should  take  an  oversight  of  societies  or  corporations,  which  are  designed 
to  continue  from  generation  to  generation,  such  as  hospitals,  asylums, 
and  universities.  Generally  speaking,  the  interference  of  the  State  here 
is  slight.  If  the  funds  devoted  to  these  institutions  have  been  provided 
by  the  State,  then  their  administration  falls  into  the  province  of  local 
government,  with  which  we  have  already  treated,  but  if  the  funds  have 
come  from  private  benefactors,  the  State,  as  a  rule,  leaves  their  adminis- 
tration to  the  general  law  of  trusts,  a  cardinal  principle  of  which  is  that 
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the  ideas  of  the  settler,  or,  otherwise  expressed,  the  intention  of  the  testa- 
tor be  carried  out.  The  law  of  trusts  provides  for  the  administration  and 
accounting  of  the  trust  funds,  and  for  resort  to  the  Courts  in  the  event  of 
mismanagement.  At  the  same  time,  with  the  passing  years,  the  ideas 
of  the  original  benefactor  may  become  obsolete,  and  here  the  State  can 
justly  step  in  to  redress  what  is  unsuitable.  This  may  be  done  by  a 
specially  appointed  commission,  or  the  existing  trustees  themselves  may 
apply  to  the  Court  and  obtain  modifications  on  the  original  scheme 
adapting  it  to  existing  circumstances. 

Trade  and  Labour  Combinations. 

In  mediaeval  times  the  State  interfered  to  an  intimate  extent  in  matters 
of  trade,  even  to  the  regulation  of  prices.  The  action  of  the  State  in 
this  respect  has  now  gone  to  the  opposite  extreme,  and  trade  is  left  to 
individual  enterprise.  "  Every  man  "  remarks  Adam  Smith,  **  as  long 
"  as  he  does  not  violate  the  laws  of  justice,  is  left  perfectly  free  to  pursue 
"  his  own  interest  in  his  own  way,  and  to  bring  forth  his  industry  and 
*'  capital  into  competition  with  those  of  any  other  men  or  body  of  men," 
— a  system  productive,  Adam  Smith  contended,  of  the  maximum  benefit 
to  the  individual  and  to  societ} . 

Restraint  of  trade  is  regarded  as  contrary'  to  public  policy.  The  Courts 
will  refuse  to  give  their  aid  in  carrying  out  agreements  which  restrain 
freedom  of  trade,  and  they  will  decline  to  intervene  by  injunction  or 
otherwise  to  protect  rights  alleged  to  be  acquired  under  such  contracts. 
It  is  in  this  way  that  English  law  protects  the  public  against  monopo- 
lies. At  the  present  day  attention  is  being  called  to  the  fact  that  this 
procedure  is  no  longer  adequate  to  grapple  with  the  practical  monopolies 
acquired  in  certain  trades  by  trusts  and  large  financial  interests.  It  is 
suggested  that  a  wider  significance  should  be  given  to  tlie  doctrine  of 
public  policy,  and  that  the  economic  effects  of  contracts  and  combina- 
tions might  competently  be  examined  by  the  Courts.  Such  procedure,  it 
is  understood,  exists  under  United  States  and  German  law,  and  has 
been  introduced  in  recent  legislation  in  the  Australian  Commonwealth. 
In  Britain,  at  present,  the  question  still  remains  one  of  law  to  be  deter- 
mined by  a  judge,  to  whom  the  only  guidance  offered  is  the  doctrine  of 
public  policy  as  developed  in  previous  decisions. 

Combination,  both  in  regard  to  trade  and  labour,  is  allowable.  An 
absolute  monopoly  may  be  created  if  that  is  found  to  be  possible,  and 
similarly  a  union  of  worl^men  all  conforming  to  restrictive  union  regula- 
tions is  allowable ;  only,  if  an  individual  trader  or  workman  brealis  away 
from  the  association  or  union,  the  Court  will  not  enforce  any  agree- 
ment or  penal  undertaking  under  which  he  may  have  entered  for  the 
purpose  of  coercing  him  back  to  the  union. 

In  regard  to  labour  combinations,  whether  of  employers  or  employees, 
they  hold  a  peculiar  position  under  the  law.  They  are  of  the  nature  of 
corporations,  and  are  legally  personco.  They  hold  property,  and  pursue 
a  business  and  purpose  distinct  from  the  individual  members,  yet  they 
have  been  by  statute  placed  outside  the  law,  which  makes  corporations 
liable  for  tortious  acts.  This  was  done  by  the  Trades  Disputes  Act  of 
1906. 
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By  Lawrence  R.  Dicksee,  M.Com.,  F.C.A. 

V arions  classes  of  Audit  are  described  in  the  following 
article y  which  concludes  the  present  series.  In  curl' next 
issue  the  first  of  a  new  series  of  articles  on  the  Fundamentals 
of  Accountancy  by  Professor  Dicksee  will  appear y  dealing 
with  matters  that  may  usefully  engage  the  attention  of  the 
articled  clerk  during  his  second  year. 

LIV — '*  Internal  "  Audits. 

In  most  business  houses  a  certain  amount  of  auditing  work  is  done 
by  the  accounting  staff  themselves,  and  is  variously  described  as  a  "  staff 
audit,"  "  internal  audit,"  "  internal  check,"  &c.  The  work  consists  of 
checking  the  entries  made  by  the  accounting  staff,  with  a  view  to  guard- 
ing against  purely  clerical  errors,  i.e.  errors  of  copying,  calculation 
(including  addition)  or  posting.  It  covers,  therefore,  a  very  much  more 
restricted  area  than  the  audit  proper ;  but  so  far  as  it  goes  it  clears  the 
ground  considerably  for  the  true  audit,  in  that  such  a  system  of  check, 
if  properly  carried  out,  ought  always  to  detect  errors  of  omission  or  com- 
mission in  connection  with  the  purely  routine  work  of  the  staff.  It  does 
not,  however,  attempt  to  deal  wi'th  questions  of  principle,  e.g.  whether 
the  proper  distinction  has  invariably  been  observed  as  between  Capital 
and  Revenue  transactions,  and  whether  the  transactions  recorded  have 
been  duly  authorised.  In  the  nature  of  things  an  inquiry  into  such 
questions  of  principle  can  be  much  more  satisfactorily  conducted  by  those 
who  are  absolutely  impartial,  i.e.  by  outside  experts;  the  checking  of 
the  purely  mechanical  work  can,  however,  be  quite  well  performed 
by  those  who  are  upon  the  staff,  and  such  an  arrangement  has  the  two- 
fold advantage  of  insuring  the  discovery  of  clerical  errors  at  the  earliest 
possible  moment,  and  of  effecting  a  considerable  saving  of  expense. 

LV — Necessary  Safeguards, 

For  any  system  of  internal  audit  to  be  effective,  it  is  important  that 
certain  safeguards  should  be  observed.  In  the  first  place,  there  should 
be  no  such  thing  as  mutual  checking.  If  two  clerks  check  each  other's 
work,  there  is  always  a  danger  that  any  mistakes  that  may  be  dis- 
covered are  not  duly  reported  to  the  Accountant,  who  is  thus  kept 
uninformed  as  to  the  respective  efficiency  of  his  various  subordinates, 
and  in  extreme  cases  such  an  arrangement  paves  the  way  for  collusion, 
which  may  easily  result  in  fraud  remaining  undiscovered.  Under  a 
proper  system  of  check,  if  A.'s  work  is  checked  by  B.,  B.'s  work  should 
be  checked  not  by  A.  but  by  C,  and  so  on.  It  is  further  important  to 
bear  in  mind  that  no  checking  can  usefully  be  done  by  those  who  are  in 
any  sense  accounting  parties.    Accordingly,  those  who  have  control  of. 
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or  access  to,  Cash  in  any  form  should  take  no  part  in  any  system  of 
internal  check;  nor,  for  that  matter,  should  they  have  access  to  the 
Ledger  records  at  all.  In  the  next  place,  the  duties  of  the  various  mem- 
bers of  the  staff  should  be  defined,  so  that  responsibility  may  be 
definitely  fixed,  and  it  should  be  an  inexorable  rule  that  no  one  is  allowed, 
even  temporarily,  to  undertake  work  outside  his  own  particular  sphere 
at  the  time  being.  Lastly,  it  is  important  that  the  duties  of  the  various 
members  of  the  staff  should  be  changed  about  from  time  to  time,  so 
that  each  section  of  the  work  may  from  time  to  time  fall  within  the 
scope  of  the  duties  of  a  different  person.  If  a  system  of  internal  audit 
be  organised  upon  these  lines,  the  professional  Auditor  may  commonly 
commence  his  investigation  at  the  Trial  Balance  stage,  or  may  at  least 
assume  the  accuracy  of  the  Trial  Balance  after  imposing  a  certain 
number  of  "  sampling  "  tests,  i.e.  checking 'certain  comparatively  small 
portions  of  the  detail  work  selected  by  himself  at  random. 

LVI — Statutory  Audits. 

Where  an  Auditor  is  appointed  by  virtue  of  a  statutory  provision 
requiring  accounts  to  be  audited,  it  is  important  that  he  should  make 
himself  familiar  with  the  provisions  of  the  statute,  and  satisfy  himself 
that  his  audit  is  conducted  upon  the  lines  therein  laid  down!^  If  the 
Auditor's  investigation  falls  short  of  that  provided  by  the  statute,  he  is 
clearly  guilty  of  negligence.  Ordinarily,  it  is  not  necessary  that  the  audit 
should  be  more  thorough  or  exhaustive  than  the  statute  contemplates  ; 
but  there  is,  of  course,  nothing  whatever  to  prevent  the  same  person 
conducting  the  statutory  audit  and  also  some  additional  work,  in  the 
nature  of  an  audit,  which  the  statutory  provisions  do  not  cover.  Such 
additional  work,  however,  comes  under  the  heading  of  "  Contract 
Audits  "  dealt  with  in  the  next  paragraph.  As  an  illustration  of  what 
is  meant  here,  it  may  be  mentioned  that  the  statutory  audit  of  a  company 
registered  under  the  Companies  Acts  centres  upon  an  investigation  of 
the  accounts,  culminating  in  a  report  to  the  shareholders  upon  the 
Balance  Sheet.  Inasmuch  as  the  Balance  Sheet  cannot  be  affected  by 
transfers  of  shares  or  debentures  from  one  person  to  another,  it  is  no 
part  of  the  statutory  audit  of  a  registered  company  to  make  a  detailed 
examination  of  the  accounts  kept  by  the  Transfer  Department.  Not 
infrequently,  however,  a  special  arrangement  is  made,  as  a  result  of 
which  the  Auditor  has  contracted  to  check  the  records  of  the  Transfer 
Department  in  detail.  Where  there  is  such  an  arrangement,  it  must  be 
properly  carried  out,  or  the  auditor  will  be  liable  for  breach  of  contract. 

LVII  Special  Contract  Audits. 

There  is  no  reason  whatever  why  accounts  should  not  be  audited  even 
where  there  is  no  statutory  provision  rendering  an  audit  compulsory.  As 
a  matter  of  fact,  there  were  no  statutory  provisions  for  the  audit  of  the 
accounts  of  registered  companies  prior  to  the  passing  of  the  Companies 
Act,  1900.  In  the  absence  of  statutory  provisions,  an  audit  of  accounts 
is  a  matter  of  contract  between  the  Auditor  on  the  one  hand,  and  those 
employing  him  upon  the  other.  In  the  absence  of  express  provision  to 
the  contrary  there  is,  to  say  the  least  of  it,  a  strong  presumption  that 
such  an  audit  is  to  be  at  least  as  thorough  and  complete  as  a  statutory 
audit  would  be  in  similar  circumstances.    In  practice,  however,  it  is 
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sometimes  to  be  found  that  the  Auditor  makes  no  report  in  writing  to 
those  by  whom  he  is  employed.  The  question  has  never  been  expressly 
decided,  but  it  is  submitted  that,  in  the  absence  of  a  report,  those 
employing  the  Auditor  are  entitled  to  assume  that  he  has  discovered 
nothing  unfavourable  as  a  result  of  his  investigations,  and  that  accord- 
ingly it  is  to  be  inferred  that  the  absence  of  a  written  report  is  for 
practical  purposes  equivalent  to  making  a  report  in  writing  that  a  proper 
audit  has  been  made  and  that  everything  is  in  order.  Whatever  the 
precise  legal  position  may  be,  the  Auditor  should  take  the  view  that  it 
is  his  duty  to  be  entirely  frank  with  those  who  employ  him,  and  that 
they,  knowing  that  an  audit  is  being  conducted,  will  not  unnaturally 
assume  that  everything  is  as  it  should  be,  unless  thev  are  informed  to 
the  contrary. 

LVIII — Partial  Audits. 

Sometimes,  where  there  are  no  statutory  provisions  for  a  compulsory 
audit,  an  arrangement  is  made  with  a  professional  Accountant  not  for 
a  complete  and  proper  audit  to  be  made,  but  for  him  to  check  a  part 
only  of  the  accounting  records.  Not  infrequently,  the  arrangement 
contemplates  that,  in  some  part  at  least,  the  accounts  shall  be  checked 
by  those  who  employ  the  Accountant.  It  is  unfortunate  that  the  term 
*'  audit  "  should  be  used  at  all  in  such  cases,  even  if  qualified  bv  the 
word  "  partial  "  or  "  incomplete."  In  the  interests  of  both  parties,  it 
cannot  be  too  strongly  insisted  that  such  an  arrangement,  where  it 
exists  at  all,  should  be  quite  clearly  defined  in  writing,  so  that  there 
may  be  no  risk  of  misapprehension  as  to  the  extent  of  the  work  for  which 
the  Accountant,  or  so-called  Auditor,"  is  responsible;  and  it  is  well  to 
go  further,  and  set  out  in  writing  those  parts  of  the  work  for  which  the 
Accountant  is  assuming  no  responsibility  whatever.  Arrangements  of 
this  description  are  not  uncommon  in  connection  with  businesses  owned 
by  a  single  individual  or  by  a  partnership,  where  the  proprietors  are,  in 
fact,  supposed  to  be  doing  a  certain  amount  of  the  audit  themselves. 
Manifestly,  if  responsible  work,  such  as  an  audit,  is  to  be  divided,  there 
should  be  no  unc(Ttainly  as  to  who  is  responsible  for  what.  But  even 
when  the  extent  of  a  so-called  '*  partial  audit  "  has  been  defined  most 
carefully,  there  is  always  the  risk  that  there  may  be  some  gap  between 
the  work  undertaken  by  the  professional  Accountant,  and  that  for  which 
his  employers  are  themselves  accepting  responsibility — more  especially  if, 
as  is  commonly  the  case,  the  precise  circumstances  tend  to  alter  some- 
what as  time  progresses. 

LIX.— Joint  Audits. 

As  has  already  been  stated  {vide  Par.  L),  it  was  at  one  time  a  common 
practice  to  appoint  two  or  more  persons  to  act  as  Auditors  jointly.  The 
practice  still  continues,  although  it  is  no  longer  usual.  The  arrange- 
ment was,  of  course,  intelligible  when  audits  were  conducted  by  a  com- 
mittee of  members  elected  ipor  the  purpose,  who,  not  being  professional 
Accountants,  would  have  to  undertake  the  work  personally  without  the 
assistance  of  a  trained  staff.  When  a  professional  Accountant  is 
employed,  a  continuance  of  the  old  practice  is  entirely  without  advantage. 
Under  the  most  favourable  conditions,  moreover,  the  arrangement  is  an 
inconvenient  one  to  the  Auditors  themselves,  inasmuch    as  while  it 
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contemplates  their  sharing  among  them  the  duties  and  the  work  of  the 
Auditor,  it  leaves  each  one  jointly  and  severally  responsible  for  the  work 
as  a  whole. 

Where  a  firm  of  professional  Accountants  has  been  appointed  Auditors, 
the  audit  falls  to  be  conducted  by  the  members  of  that  firm  for  the  time 
being,  and  even  although  the  whole  of  the  work  may  have  been  done  by 
one  member  of  the  firm  all  are  responsible,  for  the  report  is  signed  in 
the  name  of  the  firm,  and  the  liabilities  of  the  firm  are  the  liabilities  of 
every  partner  therein.  If,  however,  a  professional  Accountant  has  been 
appointed  Auditor  as  an  individual,  and  has  signed  the  Auditor's  report 
in  that  capacity,  the  firm  of  which  he  happens  to  be  a  member  is  not 
responsible  in  law,  although  doubtless  they  would  suffer  in  reputation 
for  any  negligence  on  the  part  of  one  of  their  members. 

LX. — The  Liabilities  of  Auditors. 

In  the  absence  of  fraud,  the  liability  of  an  Auditor  for  negligence  or 
breach  of  contract  is  limited  to  the  amount  of  damage  actually  sus- 
tained by  his  employers  as  the  direct  and  immediate  result  of  such  neglect 
or  breach.  If,  as  a  result  of  failure  of  duty  upon  the  Auditor's  part,  a 
company  declares  a  dividend  in  the  belief  that  the  dividend  is  being  paid 
out  of  profits  when  in  point  of  fact  no  profits  exist  that  are  available  for 
dividends,  the  Auditor  will  be  liable  to  the  company  to  the  extent  of  the 
dividends  so  paid,  because  although  these  dividends  have  been  received 
by  individual  shareholders  the  Auditor's  employers  are  not  the  individual 
shareholders,  but  the  company,  which  in  law  is  a  different  entity.  But 
if  the  Auditor's  failure  to  do  his  duty  results  in  no  definite  loss  to  the 
company,  no  damages  can  be  recovered. 
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By  Andrew  Binnie,  F.C.A.,  C.A. 

The  following  article  is  the  first  of  a  series  which  will  deal 
with  the  audit  of  various  classes  of  business.  This  month 
Mr.  Binnie  takes  Bank  Accounts  and  Brewery  Accounts ^ 
both  of  which  fall  into  that  class  of  audit  in  which  the 
records  are  usually  kept  in  an  organised  form,  so  thai 
the  facts  can  be  readily  tested  in  the  course  of  verifying 
the  respective  Balance  Sheets. 

Banks. 

The  great  Joint  Stock  Banks,  which  are  so  well  organised  as  to  be 
able  to  publish  their  accounts  duly  audited  within  about  ten  to  twenty 
days  from  the  close  of  the  year,  come  within  the  first  class  referred  to 
in  the  preface  to  this  series  of  articles  (see  issue  of  May  1920),  and 
illustrate  the  true  and  natural  scope  of  an  audit.  A  continuous  internal 
supervision  is  exercised  over  the  transactions  from  day  to  day.  The 
auditor  can,  therefore,  accept  the  vast  mass  of  detail  as  correct  (it  would 
be  impracticable  to  do  otherwise),  and  devote  himself  to  a  close  con- 
sideration of  the  Balance  Sheet,  involving  a  scrutiny  of  the  various 
Ledger  Accounts  and  Balances,  and  the  verification  of  the  assets.  He 
should  satisfy  himself  to  the  best  of  his  judgment  that  the  loans  made 
are  adequately  covered,  that  all  known  liabilities  are  brought  into 
account,  the  assets  correctly  valued,  and  losses  provided  for.  The  prin- 
cipal work  to  be  done  is  as  follows  : — 

Cash. — Attend  a  little  before,  or  immediately  after  the  close  of  business 
on  the  last  day  of  the  year.  Have  the  cash  brought  out  of  the  tills  and 
safes,  and  count  or  weigh  same.  For  convenience  in  counting,  notes 
should  be  arranged  according  to  their  amounts.  A  memorandum  should 
be  made  of  the  respective  amounts  of  gold,  bank  and  currency  notes,  silver 
and  copper  produced.  The  current  cash  should  be  agreed  with  the  Effects 
Book,  also  with  the  Day  Book,  adding,  if  necessary,  the  cheques  pay- 
able at  other  banks  not  collected,  which  may  or  may  not  be  treated  as 
cash.  See  that  the  Day  Book  is  balanced,  and  the  figures  inked  in  and 
carried  forward  to  the  next  day.  Trace  also  cheques  which  the  bank  has 
not  been  able  to  present  for  payment  (if  they  are  not  included  in  the 
cash).  Procure  certificates  for  cash  at  the  Bank  of  England  and  other 
banks.  Ofificials  of  the  bank  should  be  present  during  the  counting  of 
the  cash  and  securities,  and  take  charge  of  same  at  the  close  of  the 
inspection 

Securities  Deposited  Against  Loans,  Overdrafts,  and  Acceptances. — 
See  a  sufficient  number  of  the  securities  as  per  the  Customers  Securities 
Book.  Examine  Loan  Accounts  in  Loan  ledger,  and  see  whether  the 
margin  of  cover  is  in  the  auditor's  judgment  adequate,  having  regard  to 


728 


Audit  Programmes  and  Procedure. 


the  value  of  the  security.  In  case  of  loans  against  produce,  see  valuation 
by  a  broker.  Look  at  date  of  warrants,  and  see  that  produce  is  not  old 
and  possibly  unsaleable.  Note  the  general  tenor  of  the  account,  and 
wh<'ther  shipments  cleared  off  satisfactorily  or  not.  Note  whether  there 
is  any  contingent  liability  for  uncalled  capital  in  respect  of  any  of  the 
securities  in  the  name  of  the  bank  or  the  bank's  nominees.  See  that 
interest  is  not  being  charged  in  respect  of  accounts  which  appear  to  be 
doubtful.  Note  any  exceptionally  large  loans  and  scrutinise  same 
closely. 

Bank's  Investments. — See  the  securities  for  the  bank's  investments  as 
per  the  Investment  Ledger  and  check  valuation  of  same,  and  ascertain 
whtither  adequately  depreciated.  Note  whether  any  are  hypothecated  for 
any  special  purpose  requiring  disclosure  in  Balance  Sheet. 

Investments  held  for  Safe  Custody  and  Collection  of  Dividends. — See  a 
suflicient  number  of  the  securities  as  per  the  register,  and  trace  payment 
of  a  certain  number  of  the  dividends. 

Bills  Discounted. — Examine  bills  with  list  of  bills  on  hand.  See  that 
bills  are  not  overdue.  Agree  with  the  Bills  Account.  See  whether  any 
exceptionally  large  amounts  relate  to  individual  firms,  and  make 
inquiries.  See  that  a  rebate  is  made  in  respect  of  discount  on  bills  not 
matured,  as  the  practice  is  to  carry  the  whole  of  the  discount  to  the 
credit  of  Interest  and  Discount  Account  when  bills  are  discounted.  Note 
at  what  rate  the  rebate  is  calculated,  and  whether  it  is  a  fixed  rate,  or  the 
rate  at  which  the  bills  were  discounted,  or  the  rate  at  which  they  could 
be  re-discounted.  See  that  the  same  principle  is  followed  from  year  to 
year. 

Deposits  and  Current  Accounts. — The  list  of  balances  on  Deposit  and 
Current  Account  should  be  examined  with  the  Ledgers.  Any  overdrawn 
Current  Accounts  should  be  satisfactorily  explained.  The  overdrawn 
amounts  should  not  be  deducted  from  the  total  liabilities  on  Current 
Account.  See  that  Interest  on  Deposit  Accounts  is  duly  provided  for  up 
to  date.  A  number  of  Pass  Books  may  also  be  compared  with  the  Ledger 
Accounts. 

General  Ledger. — The  Balance  Sheet  should  be  compared  with  the 
General  Ledger  balances,  and  the  General  Ledger  balances  agreed  with 
the  respective  totals  of  the  balances  of  the  subsidiary  Ledgers. 

Branches.— Kxamine  the  Branch  Accounts  and  see  that  they  are  satis- 
factorily incorporated  in  the  Head  Office  Accounts.  The  Companies 
(Consolidation)  Act,  igo8.  Section  113,  provides  as  follows: — 

"  In  the  case  of  a  banking  company  registered  after  the  fifteenth  day  of 
August,  eighteen  hundred  and  seventy  nine — 

fa)  If  the  company  has  branch  banks  beyond  the  limits  of  Europe,  it 
shall  be  sufficient  if  the  auditor  is  allowed  access  to  such  copies  of 
and  extracts  from  the  books  and  accounts  of  any  such  branch  as 
ha\^  been  transmitted  to  the  head  office  of  the  company  in  the 
United  Kingdom  ;  and 
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(b)  The  Balance  Sheet  must  be  signed  by  the  secretan  or  manager  (if 
any),  and  where  there  are  more  than  three  directors  of  the  com- 
pany by  at  least  three  of  those  directors,  and  where  there  are  not 
more  than  three  directors  by  all  the  directors.  " 

Balance  Sheet. — The  practice  varies,  but  in  a  well  drawn  Balance 
Sheet  a  distinction  is  made  between  (i)  Coin,  Bank  and  Currency  Notes, 
and  Balances  with  the  Bank  of  England  and  other  banks,  (2)  Money  at 
Call  and  Short  Notice,  (3)  Bills  Discounted,  (4)  Short  Loans,  and  (5) 
Loans  of  a  permanent  character  (if  any),  such  as  mortgages.  Investments 
should  be  classified,  and  the  liability  on  Deposit  and  Current  Accounts 
distinguished  from  other  liabilities. 

Form  of  Certificate. — Some  auditors  are  content  to  give  the  common 
form  of  certificate  as  follows  : — 

"  In  accordance  with  the  provisions  of  Section  113  of  the  Compani<  s 
(Consolidation)  Act,  1908,  we  report  that  we  have  examined  the  above 
Balance  Sheet  with  the  books  of  the  bank,  and  have  obtained  all  th* 
information  and  explanations  we  have  required,  and  we  are  of  opinion 
that  such  Balance  Sheet  is  properly  drawn  up  so  as  to  exhibit  a  true  and 
correct  view  of  the  state  of  the  bank's  affairs  according  to  the  best  of  our 
information,  and  the  explanations  given  to  us  and  as  shown  b\  th«- 
books." 

A  more  amplified  form  is  usual,  such  as  the  following: — 

"  In  accordance  with  the  provisions  of  Subsection  2  of  Section  113  of  the 
Companies  (Consolidation)  Act,  1908,  we  report  as  follows  : — 

We  have  examined  the  above  Balance  Sheet  in  detail  with  the  books 
at  head  office  and  with  the  certified  returns  from  the  branches.  We 
have  satisfied  ourselves  as  to  the  correctness  of  the  coin,  bank,  and 
currency  notes  and  balances  with  the  Bank  of  England,  cheques  in 
course  of  collection  on  other  banks  in  the  United  Kingdom,  and  bills  dis- 
counted, and  have  verified  the  correctness  of  the  money  at  call  and  short 
notice.  We  have  also  verified  the  securities  representing  the  invest- 
ments of  the  bank,  and  having  obtained  all  the  information  and  explana- 
tions we  have  required,  w^e  are  of  opinion  that  such  Balance  .Sheet  is 
properly  drawn  up  so  as  to  exhibit  a  true  and  correct  view  of  the  state  of 
the  company's  affairs  according  to  the  best  of  our  information  and  tht. 
explanations  given  to  us  and  as  shown  by  the  books  of  the  company." 

The  amount  of  the  liabilities  on  account  of  acceptances  and  engage- 
ments on  account  of  customers  (on  which  there  is  a  contingent  liability) 
is  usually  stated  on  both  sides  of  the  Balance  Sheet,  or  is  sometimes  men- 
tioned in  a  foot-note. 

It  is  a  common  practice  for  banks  to  write  down  or  even  write  off  bank 
premises,  investments,  &c.,  the  amounts  so  written  off  being  mentioned 
in  the  annual  report,  and  thereafter  becoming  *'  hidden  reserves," 
commonly  called  "  Internal  Reserves."  As  values  may  fluctuate  widely 
over  a  term  of  years,  the  conservative  practice  adopted  by  the  great  banks 
is  essentially  sound  from  a  financial  point  of  view,  and  adds  to  the 

liquidity'  "  of  the  Balance  Sheet. 
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Breweries. 

Tlu'  accounts  of  man}-  breweries  are  masterpieces  of  accountancy. 
The  Brewing  Account  sets  out  the  total  quantities  of  hops,  malt,  and 
other  brewing  ingredients  used  (which  are  agreed  with  the  quantities 
purchased  after  allowing  for  stocks),  also  the  wages,  expenses,  and  other 
costs  of  brewing  on  the  debit  side,  thus  establishing  the  total  cost  of  the 
beer  brewed  and  racked,  and  the  cost  per  barrel.  Any  wastage  in  the 
process  of  brewing  is  also  brought  out.  The  Beer  Account,  which  is 
charged  with  the  cost  of  the  beer  racked,  as  shown  by  the  Brewing 
Account,  sets  out  in  classified  totals  the  number  of  barrels  sold,  the  total 
money,  the  average  selling  price  per  barrel  of  each  class  of  beer,  and  the 
average  profit  per  barrel.  The  barrels  sold,  after  allowing  for  beer 
bottled,  is  agreed  with  the  total  production.  The  business  done  in 
barrels  and  money  with  each  tied  house  is  also  shown,  set  out  in  sche- 
dules, together  with  the  rent  receivable,  rent  payable,  and  loans 
(if  any)  to  the  publican,  also  the  amount  owing  in  respect  of  rent 
and  for  beer,  wines,  and  spirits.  To  enable  accounts  to  be  raised  in  this 
way  the  books  are  kept  on  the  columnar  system,  and  in  considerable 
detail.  The  auditor  has  no  difficulty  in  testing  the  accuracy 
of  the  accounts  and  schedules  by  reference  to  the  books  and 
vouchers.  The  beer  brewed,  quantities  of  ingredients  used, 
cost,  &c.,  may  be  compared  with  the  Brewers'  Book,  and  a 
certificate  may  be  obtained  from  the  Excise  Officer  as  to  the  number  of 
barrels  on  which  duty  has  been  paid.  In  examining  the  Book  Debts, 
note  how  much  is  due  on  account  of  beer,  wines  and  spirits,  and  rent, 
also  the  length  of  the  lease  or  agreement  under  which  the  house  is  held, 
also  keep  an  eye  on  discounts,  which  are  exceptionally  heavy  and  vari- 
able. Note  how  casks,  cases,  &c.,  are  charged  out  to  customers,  and  see 
that  they  are  not  included  both  as  book  debts  and  stock.  Where  there 
are  managed  houses,  see  that  there  is  a  sufficient  check  on  the  accounts 
submitted.  The  stocks  of  these  houses  are  usually  taken  at  selling 
price,  and  in  bringing  them  into  the  annual  accounts  the  usual  dis- 
counts must  therefore  be  deducted.  See  that  payments  on  account  of 
Compensation  Fund  are  all  charged  to  income.  Where  licences  are  can- 
celled, any  amount  received  in  excess  of  the  book  value  of  the  house 
should  be  regarded  as  a  reserve.  Should  there  be  a  deficiency,  the  defi- 
ciency might,  technically  speaking,  be  looked  upon  as  a  loss  of  capital, 
but  it  is  sounder  to  write  the  deficiency  off  to  Profit  and  Loss  Account, 
and  that  is  usually  done.  See  that  sufficient  depreciation  is  written  off 
casks,  jars  and  cases  charged  to  customers  (and  returnable),  as  well  as 
off  those  in  hand.  See  that  only  actual  improvements  are  capitalised, 
and  that  repairs  are  all  charged  to  profits.  See  that  sufficient  provision 
is  made  for  depreciation  of  leaseholds.  If  any  houses  be  sold  at  a  profit, 
the  profit  should  be  carried  to  a  reserve,  out  of  which  any  losses  should 
be  written  off.  Failing  such  a  reserve,  losses  should  be  written  off  to 
profits.  Inquire  as  to  forward  contracts  for  hops,  &c.  If  markets  have 
fallen  sufficient  reserves  should  be  made.  See  that  sales  of  grains  are  duly 
accounted  for.  In  weight  they  should  be  rather  more  than  the  malt 
used.  Certificates  should  be  procured  for  stocks  of  hops  in  cold  storage 
or  in  hands  of  hop  factors.  See  that  any  outstanding  liabilit>-  for  dutv 
on  beer  is  brought  into  account. 


Foreign  Exchange  Fluctuations. 

By  Jas.  Dickson,  A.C.I. S. 

The  following  article  deals  with  the  intricate  subject  of 
joreign  exchanges  in  an  illuminating  manner  and  will  be 
found  exceedingly  helpful  by  students  of  accounting  and 
finance.  Mr .  Dickson  is  a  member  of  the  Chartered  Institute 
of  Secretaries  and  of  the  Institute  of  Bankers  in  Scotland 
and  has  had  considerable  experience  in  dealing  with  e  xchange 
problems. 

I  titroductory. 

The  subject  of  Foreign  Exchanges  has  been  brought  to  the  notice  of  the 
British  public  in  a  very  forcible  manner  in  recent  years,  and  people  are 
now  beginning  to  take  more  interest  in  the  fluctuations  of  the  rates  of 
exchange,  as  the  newspapers  have  been  impressing  upon  them  the  fact  that 
these  are  intimately  connected  with  the  prices  which  they  have  to  pay  for 
imported  foodstuffs  and  other  commodities. 

Several  years  ago  British  merchants  took  very  little  interest  in  the  foreign 
exchanges  as  they  insisted  on  making  all  their  transactions  in  sterling  cur- 
rency, but  when  they  realised  that  competitors,  who  quoted  prices  to  the 
foreign  countries  in  the  currencies  of  these  countries,  were  gaining  a  large 
proportion  of  the  trade  of  these  countries,  they  were  forced  to  do  the  same 
in  order  to  retain  these  markets. 

Accordingly,  the  fluctuations  in  the  foreign  exchanges  are  now  of  con- 
siderable interest  to  them,  as  they  have  to  make  many  transactions  in  these 
foreign  currencies,  and,  when  the  reasons  of  these  fluctuations  are  known,  it 
is  sometimes  possible  to  foresee  the  effect  of  certain  actions  upon  these  rates 
oi  exchange,  and  to  take  advantage  of  this  knowledge. 

The  Money  Article. 

In  the  financial  section  of  every  important  newspaper  will  be  found  a 
column  devoted  to  the  money  market  and  the  foreign  exchanges,  in  which 
are  set  out  the  ruling  market  prices  of  gold  and  silver,  and  tables  showing 
the  rates  of  exchange  between  this  country  and  the  other  important  countries 
of  the  world. 

The  figures  shown  in  this  column  vary  practically  every  day ;  usually 
the  fluctuations  are  very  small  but  occasionally  they  are  very  large  indeed, 
and  we  shall  now  consider  how  these  fluctuations  arise,  how  they  are 
caused,  and  the  effect  upon  the  rates  of  exchange  of  the  various  causes  of 
these  fluctuations. 

In  the  science  of  physics  we  are  told  that  every  action  has  its  reaction, 
equal  in  extent  and  opposite  in  direction,  and  we  find  that  the  rule  applies 
also  to  international  trade,  and  the  extent  of  the  reaction  can  be  measured 
by  the  fluctuations  of  the  rates  of  exchange. 

What  is  the  Rate  of  Exchange'^ 

Before  going  on  to  deal  with  these  fluctuations,  let  us  briefly  revise  what 
is  meant  by  foreign  exchange  and  rate  of  exchange  and  how  these  rates 
are  fixed. 

Foreign  exchange  has  been  defined  as  the  mech;uiism  by  means  nf  which 
international  indebtedness  is  cancelled  or  settled. 

It  is  the  method  used  for  the  settlement  of  debts  between  legal  persons 
separated  by  legal  and  economic  barriers  as  well  as  by  an  interval  of  time 
and  space.    The  parties  concerned  must  be  separated  by  some  difference  in 
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legal  system,  currency,  citizenship  or  economic  situation,  and  they  require 
to  settle  their  indebtedness  at  the  lowest  possible  cost  and  with  the  maximum 
of  i-afoty. 

If  the  currencies  are  different,  there  must  be  a  basis  of  conversion,  and, 
if  the  debts  are  payable  at  a  future  time,  there  mu3t  be  some  means  of 
ascertaining  the  present  value  in  one  country  of  a  debt  payable  in  another 
at  some  fixed  or  determinable  future  time. 

The  question  is  further  complicated  by  the  fact  that  all  countries  do  not 
have  the  same  standard  for  their  currencies,  and  that  these  standards  are 
subject  to  legislative  alteration. 

These  currency  standards  may  be  separated  into  four  divisions  : — 

(r)  Effective  gold  currency  in  which  credit  instruments  may  be  converted 
into  gold  on  demand. 

(2)  Effective  silver  currency. 

(3)  Effective  gold  currency  for  exchange  purposes  and  a  subsidiary  cur- 

rency for  internal  use. 

(4)  Non -convertible  currency. 

The  rate  of  exchange  between  two  countries  expresses  in  the  currency 
of  one  country  the  value  of  a  credit  instrument,  whereby  a  standard  quantity 
of  the  currency  of  the  other  country  may  be  obtained  in  that  country  on 
demand,  or,  if  so  quoted,  at  a  fixed  future  time. 

In  normal  times,  between  two  countries  using  an  effective  gold  standard, 
the  rate  of  exchange  varied  to  a  very  small  degree  from  the  Mint  par  of 
exchange  between  those  countries. 

The  Mint  Par  of  Exchange. 

The  Mint  par  of  exchange  between  two  countries  using  a  gold  standard  is 
the  ratio  between  the  quantities  of  fine  gold,  as^fixed  by  legislation,  con- 
tained in  the  standard  gold  coins  of  these  countries. 

The  sovereign  is  the  standard  gold  coin  in  this  country  and  the  20  franc 
gold  piece  is  that  of  France,  and  the  legal  quantity  of  fine  gold  in  the 
sovereign  is  equal  to  the  legal  quantity  contained  in  25.2215  francs,  so  that 
we  say  the  Mint  par  of  exchange  between  this  country  and  France  is 
25.22g  francs  to  the  £. 

The  Mint  par  of  exchange  between  this  country  and  the  other  countries 
of  the  world  is  now  usually  quoted  in  the  foreign  exchanges  table  in  the 
financial  columns  of  the  newspapers. 

Every  Wednesday  and  Friday  there  was  a  second  table  in  this  column, 
called  the  Course  of  Exchange,*  which  gave  the  rates  quoted  in  London  on 
the  previous  day  for  credit  instruments  payable  in  the  various  countries 
abroad,  whereas  the  Foreign  Exchanges  table  shows  the  rates  for  credit 
instruments  on  London  quoted  in  the  foreign  centres  and  cabled  over  here. 
Effect  of  Silver  Standard. 

There  can  be  no  Mint  par  of  exchange  between  countries  using  different 
standards  of  currencies.  The  value  of  the  currency  of  a  country  using  a 
silver  standard  would  be  governed  in  a  country  using  a  gold  standard  by 
the  gold  price  of  silver  on  the  market. 

This  can  be  noticed  by  comparing  the  market  price  of  silver  quoted  in 
the  Money  Market  column  with  the  rate  of  exchange  between  this  country 
and  a  country  using  an  effective  silver  currency  such  as  China. 

The  value  of  the  Shanghai  tael  will  be  found  to  be  approximately  that  of 
1. 15  oz.  of  silver.    (See  graph  and  table,  pp.  743,  742.) 

Effect  of  N on-convertible  Currency. 

Similarly,  in  the  case  of  a  country  using  a  n®n-convertible  currency, 
the  value  of  that  currency  in  a  country  using  a  gold  standard  will  dep)end 
upon  the  market  price  of  gold  in  the  country  using  the  non-convertible 
currency.     (See  graph  and  table,  pp.  741,  742.) 

♦  No  longer  shown  since  the  closing  of  the  Royal  Exchange  in  January  1921. 
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This  was  demonstrated  in  this  country  when  the  Government  c^sed  to 
control  the  rate  of  exchange  between  this  country  and  America.  The  value 
of  the  American  dollar  fluctuated  with  the  market  price  of  gold  here  quoted 
in  our  depreciated  currency  which  was  inconvertible  so  far  as  foreign 
exchange  was  concerned. 

The  value  of  a  currency,  in  the  country  which  uses  it,  depends  on  the 
ratio  between  the  quantity  of  that  currency  (including  credit  instruments) 
in  circulation  and  the  quantity  of  goods  which  are  offered  in  exchange  for 
it,  i.e.  its  purchasing  power,  so  that  the  actual  par  of  exchange  between 
two  countries  depends  on  the  respective  purchasing  powers  of  the  currencies. 

This  actual  par  of  exchange,  or,  as  it  is  called,  this  purchasing  power 
parity,  cannot  be  accurately  determined  so  the  Mint  par  of  exchange  is  sub- 
stituted, and  in  normal  times  this  was  sufficiently  accurate. 

When  the  rate  of  exchange  is  such  that  we  can  purchase  a  greater  quantity 
of  the  currency  of  another  country  for  than  is  expressed  by  the  value 
of  jQi  at  the  Mint  par  of  exchange,  the  rate  of  exchange  is  said  to  be 
favourable  to  this  country. 

,  Conversely,  when  we  can  only  obtain  for  our  a  smaller  quantity  of  the 
currency  of  the  other  country  than  is  expressed  by  the  Mint  par  of  exchange, 
the  rate  is  said  to  be  unfavourable  to  this  country. 

This  rule  applies  irrespective  of  whether  the  rate  of  exchange  is  expressed 
in  the  currency  of  this  country,  as  in  the  case  of  the  exchange  with  Portugal, 
India,  and  South  America,  or  in  the  currency  of  the  foreign  country. 

Fluctuations  in  Rate. 

We  shall  now  consider  the  causes  of  the  fluctuations  in  these  rates  of 
exchange,  how  the  rates  are  affected,  how  these  fluctuations  tend  to  adjust 
themselves,  and  also  the  methods  by  which  the  rates  are  controlled  and 
stabilised.  In  the  first  place,  the  exchange  takes  place  between  persons 
separated  by  legal  or  economic  barriers,  and,  consequently,  anything  which 
alters  the  effect  of  these  barriers,  or  the  barriers  themselves,  is  bound  to 
affect  the  rates  of  exchange  between  that  country  and  all  the  other  countries 
which  are  affected  by  the  alteration. 

Secondly,  the  price  of  money  or  purchasing  power  is  subject,  like  all  other 
commodities,  to  the  laws  of  supply  and  demand  ;  so,  in  ordinary  times,  when 
there  are  no  other  influences  present,  the  rates  of  exchange  fluctuate  accord- 
ing to  the  supply  and  demand  for  instruments  of  credit  whereby  international 
indebtedness  may  be  discharged. 

These  instruments  are  bills  of  exchange,  bankers'  drafts,  cheques,  tele- 
graphic transfers,  and  all  such  credit  instruments  as  are  acceptable  in  other 
countries. 

Gold  Points. 

In  normal  times,  between  two  countries  using  a  gold  standard,  the  rates 
fluctuated  between  very  narrow  limits,  which  were  known  as  the  gold  points. 
These  points  showed  the  rates  at  which  it  was  as  cheap  to  buy  gold  and 
bear  the  expense  of  remitting  it  to  the  other  country  as  it  was  to  buy  a 
bill  of  exchange  on  that  country. 

These  limits  were  denoted  by  the  Mint  par  of  exchange  plus  or  minus  the 
cost  of  remitting  gold.  The  gold  points  only  applied  so  long  as  each  party 
could  obtain  gold  on  demand  in  exchange  for  credit  instruments,  but  when 
restrictions  were  placed  on  obtaining  gold  for  export,  they  no  longer  applied 
and  the  rate  of  exchange  fluctuated  beyond  these  points. 

Causes  of  Fluctuations. 

The  causes  of  fluctuations  in  foreign  exchanges  may  be  classified  into 
Tegular  or  seasonal  causes  and  irregular  cause'^.  the  ]atter  being  sub-divided 
into  legislative  and  non-legislative. 
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Regular  or  seasonal  causes  are  those  which  affect  the  rates  of  exchange 
at  certain  periods  or  seasons,  which  are  more  or  less  definite  and  which  are 
expected  to  occur  at  these  periods. 

Irregular  legislative  causes  are  those  which  affect  the  rates  of  exchange 
at  uncertain  times  through  legislative  action  which  alters  the  economic 
barriers  between  the  countries. 

Irregular  non-legislative  causes  are  those  which  occur  at  uncertain  times 
affecting  the  financial  or  economic  situation  of  a  country  and  thereby  affect- 
ing the  rates  of  exchange  between  that  country  and  the  other  countries. 

The  principal  examples  of  regular  or  seasonal  causes  are  : — 

(1)  Payment  of  interest  on  loans  and  investments. 

(2)  Expenditure  by  tourists. 

(3)  Export  of  crops. 

Interest  on  loans  and  dividends  on  investments  are  usually  payable  on 
certain  fixed  dates,  the  end  of  June  and  the  end  of  December  being  very 
common,  and  when  we  consider  the  millions  of  pounds  which  are  invested 
by  the  people  of  this  country  in  other  countries,  particularly  America,  this 
periodical  payment  of  interest  and  dividends  will  be  seen  to  be  quite  an 
important  factor. 

The  effect  is  that,  on  certain  dates,  large  debts  due  to  people  in  this  country 
become  payable,  and,  as  they  are  ultimately  payable  in  the  foreign  country, 
a  large  supply  of  credit  instruments,  payable  on  demand  in  that  other 
country,  is  placed  on  the  market  here,  and  if  the  supply  is  greater  than  the 
demand,  the  rate  of  exchange  will  tend  to  become  more  favourable  to  this 
country. 

In  the  summer  a  large  number  of  people  go  from  this  country  to  the 
continent  for  holidays  and  at  the  same  time  large  numbers  of  American 
tourists  visit  this  country. 

In  this  way  these  continental  countries  will  have  a  large  supply  of  credit 
instruments  payable  in  this  country,  or  there  wiU  be  a  large  demand  in 
this  country  for  credit  instruments  payable  on  the  continent,  and  both  of 
these  influences  will  cause  the  continental  rates  to  tend  to  become  more 
unfavourable  to  this  country. 

By  the  same  reasoning,  the  American  exchange  wiU  tend  to  become  more 
favourable  to  this  country. 

In  the  "  fall  "  large  American  cotton  crops  are  gathered  and  shipped 
over  here,  as  this  country  obtains  a  large  part  of  its  cotton  supply  from 
America,  and  bills  of  exchange  are  drawn  on  this  country  in  respect  of 
these  shipments. 

The  American  markets  are  consequently  flooded  with  paper  on  this  country 
at  that  time,  so  the  rate  of  exchange  tends  to  become  unfavourable  to  this 
country. 

The  rates  will  not  necessarily  move  in  the  manner  indicated  owing  to  the 
fact  that  there  are  usually  other  influences  at  work,  some  of  which  may  have 
the  opposite  effect,  and  it  is  only  the  balance  of  these  influences  which 
actually  determines  the  rise  and  fall  of  the  rates  of  exchange.  However, 
if  all  the  various  influences  are  taken  into  consideration,  it  is  quite  pos- 
sible to  make  a  fairly  accurate  forecast  of  the  movements  of  the  exchanges. 

The  irregular  legislative  causes  of  fluctuations  are  those  which  increase 
or  decrease  the  economic  barriers  which  separate  the  parties  whose  trans- 
actions have  caused  the  international  indebtedness. 

Trade  usually  follows  the  line  of  least  resistance,  and  where  economic 
barriers  are  raised  in  the  form  of  taxes  on  imports,  bad  currency,  and  trade 
embargoes,  trade  is  deflected  to  other  parts,  with  the  result  "that  higher 
prices  must  be  paid  to  obtain  the  goods  or  the  volume  of  trade  with  other 
countries  diminishes. 
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Effect  of  Cuslonis  Tariffs. 

The  first  cause  with  which  we  shall  deal  is  the  iinpcjsition  or  mcreast;  of 
taxes  on  goods  entering  a  country.  This  causes  a  decrease  in  the  amount 
of  imports  of  the  goods  subject  to  the  tax,  with  the  result  that  fewer  bills 
are  drawn  on  that  country  and  the  rates  of  exchange  will  tend  to  become 
more  favourable  to  the  country  imposing  the  tax.  In  the  beginning  of  this 
year  the  Spanish  Government  made  a  large  increase  in  the  tax  on  imported 
goods  of. certain  classes,  and  the  effect  on  the  exchanges  was  to  cause  the  rate 
of  exchange  between  Madrid  and  the  other  financial  centres  to  rise.  This 
was  not  so  apparent  in  the  exchange  with  this  country  owing  to  other  causes 
taking  effect  at  the  same  time,  but  the  American  exchange  increased  steadily 
from  13.30  cents  per  peseta  on  the  13th  January  to  13.95  cents  on  the  27th, 
thus  showing  the  tendency  of  the  Spanish  exchange  to  become  more  favour- 
able. The  opposite  effect  is  obtained  by  the  imposition  of  an  embargo  on 
exports  from  one  country  to  another,  which  may  be  done  for  political 
reasons. 

Shortly  after  the  recent  Greek  elections,  which  preceded  the  return  of 
King  Constantine  to  the  throne,  the  English  and  French  Governments 
threatened  economic  pressure  on  Greece  by  refusal  to  trade,  thus  ciitting 
off  a  large  portion  of  the  Greek  export  trade. 

The  rate  of  exchange  between  this  country  and  Greece  prior  to  the  elections 
was  37  drachmae  to  the  £^  and  after  the  elections  it  had  risen  to  51.50 
drachmae  to  the  ^  as  a  result  of  the  threatened  economic  pressure. 

In  the  case  of  an  embargo  on  exports,  there  is  a  diminution  in  the  supply 
of  bills  on  the  country  to  which  exports  are  forbidden,  and  the  rate  of 
exchange  tends  to  become  unfavourable  to  the  non-exporting  country. 

Effect  of  Alteration  of  Currency  to  Non-Convertible  Standard. 

Another  important  legislative  alteration  to  the  economic  barrier  is  where 
the  currency  of  the  country  is  altered  from  an  effective  gold  or  silver 
standard  to  a  non-convertible  paper  standard. 

This  usually  implies  that  the  financial  standing  of  that  country  has 
deteriorated,  and  such  an  alteration  is  alinost  invariably  followed  by  an 
increase  in  the  currency  in  circulation,  with  a  consequent  depreciation  in 
the  purchasing  power  of  the  currency  unit. 

The  most  outstanding  example  of  this  is  Russia,  though  this  country  is 
also  suffering  from  the  effects  of  the  same  action,  as  there  are  over  300 
million  pounds  of  currency  notes  in  circulation  at  present  against  which 
no  gold  is  held. 

In  iqi4  the  Russian  rouble  was  worth  2s.  and  the  quantity  in  circulation 
was  about  3,000  millions.  In  March  1917  the  quantity  in  circulation  rose 
to  10,000  millions  and  the  exchange  was  then  nearly  200  roubles  to  the  £10 
sterling  or  is.  each.  In  the  summer  of  1917  the  Soviets  began  their  policy 
of  issuing  notes  until  nothing  had  any  value  and  capitalism  was  com- 
pletely annihilated,  and  w^ere  not  long  in  achieving  their  end,  as  by  the 
beginning  of  iqiS  the  exchange  was  400  roubles  for  ;^to,  and  by  the  next 
vear  there  were  estimated  to  be  60,000  million  roubles  in  circulation  and 
sixteen  kinds  of  provincial  issues.  These  notes  were  quite  useless  outside 
Russia,  and  no  quotations  have  appeared  for  a  long  time  owing  to  the 
blockade  on  the  Bolshevik  part  of  the  country,  with  the  consequent  cessation 
of  trade.  Japanese  merchants  trading  in  "Russia  in  iqiq  quoted  2.3  yen 
for  Siberian  100  rouble  notes,  which  would  make  the  Siberian  rouble  worth 
about  .7  pence. 

The  effect  of  this  action  is  to  cause  the  rates  of  exchange,  with  countries 
which  retain  an  effective  gold  or  silver  standard,  to  become  unfavourable  to 
the  country  changing  the  standard,  and  as  the  gold  points  no  longer  exist, 
the  onlv  limit  to  the  rates  of  exchange  is  when  they  cease  to  be  quoted. 
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The  action  of  Government  borrowing  will  be  dealt  with  later  on  when  the 
Stock  Exchange  influences  are  being  considered,  as  the  effects  are  similar 
to  those  which  are  dealt  with  in  that  section. 

Ef/ecl  of  War. 

The  last  legislative  action  which  we  shall  consider  is  the  declaration  of 
w^ar. 

If  the  war  involves  many  countries,  the  effect  on  the  exchanges  between 
the  belligerent  nations  is  to  cause  them  to  be  temporarily  non-existent,  and 
the  exchanges  between  these  countries  and  all  others  become  completely 
disorganised. 

A  comparison  of  the  rates  of  exchange  at  any  date  in  1913  with  the 
rates  of  exchange  at  the  present  time  wiU  reveal  the  enormous  influence 
of  such  an  action. 

The  German  mark  was  formerly  worth  is.  and  is  now  worth  about  id., 
and  whereas  we  used  to  get  20  Polish  marks  or  24  krone  to  the  £  when 
buying  biUs  on  Warsaw  or  Vienna,  we  could  get  on  21st  January  1921  3.200 
Polish  marks  or  1,825  krone  to  the  £,  in  spite  of  the  fact  that  the  £  was 
then  only  worth  about  15s.  6d.,  reckoned  on  the  price  of  gold. 

Enormous  expenditure  is  involved  which  is  purely  destructive  instead  of 
being  productive,  and  the  consequent  financial  crisis  reduces  the  exchanges 
to  a  chaotic  state. 

There  are  practically  no  limits  to  the  fluctuations  in  the  exchanges  except 
where  the  currency  of  a  country  becomes  worthless  for  international 
exchange,  and  barter  has  to  be  resorted  to  in  order  to  effect  international 
exchange  of  commodities,  as  is  the  case  at  present  with  several  of  the  middle 
and  Eastern  European  States. 

Effect  of  Financial  Crises. 

Irregular  non-legislative  causes  of  fluctuations  are  those  which  arise  from 
any  abnormal  economic  conditions  in  a  country,  such  as  financial  crises  or 
trade  depression,  or  through  alterations  in  the  financial  condition  of  a 
country  by  operations  on  the  Stock  Exchange  or  money  market,  the  raising 
and  repayment  of  loans  to  other  countries,  and  through  alterations  in  the 
market  rates  of  discount. 

At  various  periods  in  our  history  we  find  that  financial  crises  have  occurred 
from  various  causes,  such  as  bad  harvests,  over-trading,  and  excessive 
speculation. 

These  crises  have  often  been  preceded  by  a  boom  in  industry  and  great 
inflation  of  credit. 

When  the  time  of  depression  came,  prices  began  to  decline  rapidly  and 
credit  had  to  be  restricted,  with  the  result  that  money  became  more  valuable, 
imports  were  decreased  and  exports  were  increased.  During  the  boom  the 
tendency  would  be  for  the  exchanges  to  go  against  this  country  owing  to 
the  large  number  of  bills  on  this  country  which  would  be  offered  in  foreign 
centres,  but  the  influences  which  are  consequent  to  the  crisis  would  all  tend 
to  make  the  exchanges  more  favourable  tq  this  country. 

Effect  of  Strikes. 

Strikes  on  a  large  scale  which  affect  our  principal  exports  have  a  serious 
effect  on  the  exchanges,  as  was  shown  during  the  coal  strike  in  October  1920. 

Production  is  diminished  and  our  export  trade  decreases,  so  that  the 
number  of  debts,  which  are  not  cancelled  by  our  exports,  is  increased  and 
the  exchanges  will  tend  to  become  unfavourable  to  this  country. 

At  the  beginning  of  November  1920,  when  the  coal  strike  was  taking  place, 
the  American  exchange  dropped  from  $3.45  to  $3,335  in  ten  days,  though  this 
was  partly  due  to  the  annual  cotton  shipments,  but  the  strike  was  settled  on 
the  4th,  and  the  men  all  resumed  work  on  the  9th,  and  on  the  nth  thc^ 
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rate  of  exchange  began  to  improve  till  by  the  i8th  it  stood  again  at  I3.45. 
(See  graph  and  table,  pp.  741,  742.) 

E-ffect  of  Stock  Exchange  Tratisaciiois. 

Stock  Exchange  transactions  play  a  very  important  part  in  influencing 
the  rates  of  exchange,  as  the  raising  of  large  Government  and  other  loans 
is  effected  through  the  medium  of  the  Stock  Exchange. 

When  a  Government  wishes  to  raise  money  to  carry  out  important  works, 
such  as  building  railways,  canals  and  harbours,  increasing  its  defences,  and 
other  schemes  involving  a  large  capital  expenditure,  it  usually  floats  a  loan 
and  offers  this  for  subscription  in  all  the  large  financial  centres. 

Consequently,  if  large  amounts  are  taken  up  in  these  countries,  the  money 
has  to  be  remitted  to  the  country  raising  the  loan,  and  the  demand  for  credit 
instruments  on  that  country  increases  to  a  great  extent  and  the  exchanges 
tend  to  be  more  favourable  to  that  country.  The  opposite  is  the  result,  of 
course,  when  the  loan  has  to  be  repaid. 

The  amount  of  capital  invested  abroad  by  people  in  this  country  is  very 
large,  and  the  quotations  of  foreign  stocks  and  shares  in  all  the  financial 
centres  are  watched  with  great  interest  by  the  parties  who  hold  these  foreign 
investments  or  wish  to  buy  them. 

Owing  to  the  excellent  methods  of  communication  at  the  present  day  these 
quotations  can  be  very  rapidly  communicated  from  one  centre  to  another, 
so  that  large  transactions  in  these  securities  frequently  take  place  between 
the  centres.  All  these  purchases  and  sales  of  securities  have  the  same  effect 
on  the  exchanges  as  imports  and  exports  of  goods,  so  the  rate  of  exchange 
will  tend  to  be  more  favourable  to  us  if  we  are  selling  large  amounts,  and 
more  unfavourable  if  we  are  purchasing  in  excess  of  our  sales. 

Effect  of  Dealings  in  Bullion. 

Large  fluctuations  are  caused  at  the  present  time  by  operations  on  the 
money  market  when  the  dealings  are  in  gold  and  silver  bullion. 

Owing  to  the  restrictions  on  obtaining  gold  coin  for  export  purposes  and 
on  melting  down  silver  coin,  the  only  method  of  obtaining  these  metals  for 
export  to  meet  obligations  where  our  credit  instruments  are  not  acceptable 
is  by  buying  gold  and  silver  bullion  in  the  market,  when  it  is  imported  from 
abroad.  Naturally,  the  price  is  fixed  by  the  supply  and  demand  for  the 
bullion,  and  the  price  given  affects  the  exchanges  between  this  country, 
with  its  temporarily  non -convertible  currency,  and  countries  with  an  effective 
gold  or  silver  currency,  as  was  stated  previously. 

Market  Rate  of  Discount. 

Another  influence  v/hich  is  exerted  through  the  money  market  is  the 
alteration  of  the  market  rate  of  discount.  The  present  value  in  this  country 
of  a  bill  payable  in  another  country,  at  a  future  time,  depends  partly  upon 
the  market  rate  of  discount  ruling  in  the  country  in  which  it  is  payable 
and  in  which  it  can  be  discounted.  This  influence  will  be  dealt  with  later 
when  the  stabilising  influences  are  considered,  as  it  is  chiefly  used  in 
this  function. 

Effect  of  Privately-agreed  Rate  of  Exchange. 
A  large  fluctuation  in  the  rate  of  exchange  between  this  country  and 
France  towards  the  end  of  January  of  this  year  was  said  to  have  been 
caused  in  an  unusual  way.  The  rate  had  been  rising  steadily  for  a  period 
and  on  the  14th  of  January  it  had  reached  61.36  francs  to  the  £.  It  was 
stated  shortly  thereafter  that  merchants  in  this  country  were  exporting  goods 
to  France  and  had  agreed  to  trade  at  the  nominal  rate  of  about  40  francs 
to  the  £,  as  the  high  rate  was  prohibitive  to  our  export  trade  with  France. 
The  rate  fell  rapidly  and  by  the  24th  was  as  low  as  50.30  francs,  the  only 
other  influence  being  the  hope  that  the  meeting  of  the  Supreme  Council 
would  result  in  an  immediate  large  payment  from  (Germany,  and  this  would 
hardly  account  for  such  a  large  fluctuation.    By  the  28th  it  stood  at  55.65, 
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as  the  fail  was  probably  considerably  assisted  by  speculative  buying  of  biUs 
on  France  in  order  to  sell  them  when  the  rate  was  lower  still,  and  when 
the  rate  began  to  rise  again  these  bills  would  be  thrown  on  the  market  and 
so  tend  to  raise  the  rate  higher  still. 

Influences  Tending  lo  Stabilise  Rate. 
We  have  now  considered  a  good  number  of  the  causes  of  fluctuations  and 
we  shall  now  examine  the  various  counteracting  influences  which  tend  to 
reduce  these  fluctuations  and  stabilise  the  rates  of  exchange. 

Methods  of  Improving  Rate  oj  ^Exchange. 
The  principal  methods  of  improving  the  rates  of  exchange  which  are 
unfavourable  to  this  country  are  : — 

(1)  Increasing  exports. 

(2)  Decreasing  imports. 

(3)  Improving  depreciated  currency. 

(4)  Banking  influences. 

The  first  two  methods — increasing  exports  and  decreasing  imports — act 
almost  automatically,  as,  when  the  rate  of  exchange  is  unfavourable  to  us, 
we  have  to  pay  so  much  more  for  our  imports  that  the  demand  for  these 
commodities  decreases,  and  as  the  other  countries  can  buy  our  goods  at  low 
rates  the  demand  for  our  exports  increases.  This  adjustment,  in  the  case  of 
goods,  takes  place  over  a  considerable  period  owing  to  the  amount  of 
credit  given,  and  if  it  is  desired  to  effect  a  speedy  adjustment  it  is  necessary 
to  export  gold  or  securities  which  require  immediate  settlement.  This 
method  was  freely  used  before  the  war  when  gold  could  be  obtained  on 
demand  for  export  purposes,  but  since  the  outbreak  of  war  this  method  has 
bee  1  exercised  by  the  Government  instead  of  by  individuals,  in  order  to  keep 
the  exchanges  from  becoming  too  unfavourable  and  thus  restricting  tiade. 

In  the  first  ten  days  of  this  year  we  exported  to  America  $4,000,000  in  gold, 
with  the  result  that  the  rate  of  exchange  rose  from  $3.53  to  I3.75  to  the  £. 

During  the  war  our  debt  to  America  increased  to  such  an  extent  that  we 
had  not  enough  gold  or  bills  to  meet  it,  so  the  Government  took  over  from 
private  individuals  their  holdings  of  American  securities  and  by  sending 
them  to  America,  as  required,  the  rate  of  exchange  was  kept  within  certain 
limits.  Large  sums  were  borrowed  by  the  Government  fiom  America  and 
these  borrowed  dollars  were  sold  in  this  country  at  a  fixed  rate  of  $4.76  to 
the  so  the  rate  of  exchange  could  not  fall  below  that  figure,  and  by  these 
artificial  means  large  fluctuations  in  the  rate  of  exchange  were  prevented. 
When  these  methods  were  abandoned  in  March  1919  the  influences  of  supply 
and  demand,  and  inflation  of  our  currency,  came  into  force,  with  the  result 
that  the  rate  of  exchange  fell  rapidly. 

Where  the  currency  of  a  country  has  depreciated,  the  rate  of  exchange 
tends  to  become  adverse  to  that  country,  and  this  can  only  be  altered  by 
improving  the  currency  by  means  of  restricting  the  circulation  or  raising 
the  intrinsic  value  of  the  coins. 

Banking  Influence. 

Banks  are  able  to  exert  a  very  powerful  stabilising  indi^^nce  by  means  of 
drawing  bills  on  their  foreign  correspondents  and  selling  them  in  the 
market  when  the  rates  are  against  this  country,  and  by  buying  bills  to 
repay  their  correspondents  when  the  rates  have  improved. 

This  is  chiefly  done  with  regard  to  the  fluctuations  in  the  exchanges 
which  occur  at  certain  known  times  through  any  of  the  regular  or  seasonal 
causes,  and  tends  to  keep  the  fluctuations  from  being  as  large  as  they  other- 
wise would  be. 

Effect  of  Raising  the  Bank  Rate. 
Another  important  method  of  adjusting  adverse  rates  is  by  raising  the 
bank  rate  in  this  country  above  the  rate  ruling  in  the  coimtry  with  which 
the  rate  of  exchange  is  unfavourable  to  us. 
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Foreign  bankers,  especially  Continental  bankers,  buy  bills  on  other 
countries  as  investments;  so  when  the  bank  rate  is  raised  in  this  covintry. 
they  buy  bills  in  London  from  the  bill  brokers  and  thus  obtain  the  benefit 
of  the  increased  rate  of  interest  if  the  market  rate  has  followed  the  bank 
rate. 

British  bankers,  however,  do  not  hold  foreign  bills  as  investments,  so  tlint 
a  rise  in  the  Continental  rate  of  discount  has  not  the  same  effect  on  the 
rates  of  exchange. 

The  primary  effect  of  a  rise  in  the  market  rate  of  discount  is  to  r.:ake  thv 
rate  of  exchange  more  unfavourable,  as  a  less  amount  will  be  obtained  on 
discounting  bills  in  that  country. 

When  the  Spanish  bank  rate  rose  to  6  per  cent,  on  the  6fh  November 
1920,  the  rate  of  exchange  between  London  and  Madrid  rose  fiom  24.83 
pesetas  to  the  £  on  the  4th  to  27.25  pesetas  on  the  nth,  thus  turning  a 
favourable  exchange  into  an  unfavourable  exchange  to  Spain. 

When  the  discount  rate  is  raised  in  this  country  above  the  Continental 
rates,  the  demand  for  bills  by  Continental  bankers  ultimately  turns  the 
adverse  exchange  into  a  favourable  one  for  this  country. 

Arbitrage  Operations. 

A  very  irjportant  factor  which  tends  to  keep  the  exchanges  between  the 
chief  monetary  centres  on  a  level  is  that  of  arbitrage  operations. 

Arbitrage  operations  are  those  by  which  financiers,  who  have  special  skill 
in  foreign  exchange  transactions,  take  advantage  of  anv  differences  between 
the  rates  ruling  in  the  various  centres.  Owing  to  the  facilities  for  rapid 
communication  there  is  now^  very  little  opportunity  for  direct  arbitrage 
operations,  as  any  fluctuations  are  promptly  notified,  but  it  is  possible,  by 
means  of  indirect  transactions  between  three  or  more  centres,  to  take 
advantage  of  small  differences  between  the  rates  quoted. 

For  example,  if  the  cheque  rates  in  London  on  New  York  and  Paris  were 
respectively  I4  and  50  francs,  and  the  Paris  quotations  for  cheques  on 
London  and  New  York  were  50  francs  and  12.40  francs,  an  operator  could 
instruct  his  Paris  agent  to  buy  cheques  on  New  York  for  $10,000  and  draw 
on  him  for  £.2.,^%o. 

He  would  then  sell  in  London  a  draft  on  New  York  for  $10,000  for  which 
he  would  receive  ;^2,5oo,  thus  making  a  profit  of  £-2.0,  less  expenses,  on  the 
transaction. 

This  is,  of  cour.se,  purely  a  hypothetical  case,  but  it  illustrates  the  method 
of  arbitrage,  and  the  effect  of  such  operations  is  to  cause  the  rates  of 
exchange  on  the  various  centres  to  move  in  unison,  and,  in  normal  times, 
has  a  very  steadying  influence  on  the  exchanges. 

It  will  be  seen  that  the  result  of  any  influence  on  the  rates  of  exchange 
may  be  considerably  modified  by  the  action  of  these  counteracting  influences, 
so  that  it  is  necessary  to  take  all  the  known  influences  into  consideration 
when  attempting  to  make  any  forecast  of  the  movements  of  the  rates  of 
exchange  in  response  to  any  particular  influence. 

The  past  few  years  have  seen  the  demonstration  of  the  truth  of  many  of 
the  theories  which  had  been  formulated  on  this  subject,  and  much  valuable 
information  has  been  obtained  which  will  be  of  great  assistance  to  the  student 
of  foreign  exchanges. 

Conclusion . 

It  will  be  many  years  before  the  devastating  effects  of  the  war  on  inter- 
national trade  and  currency  will  be  removed,  and  the  student  of  this  subject 
will  have  unique  opportunities  of  studying  the  effects  on  foreign  exchanges 
of  the  economic  actions  taken  by  the  various  nations  in  their  endeavours  tvO 
bring  about,  once  more,  normal  conditions  of  international  trading  relations. 


740 


The  Accountants*  Journal. 


I" 


W  o 


i  1  I  1  =2 


o  X  X  » 


in  in  m  ij-i  •<j-      T^  Tj- 


i2  ^  c- 


Tj-  mvC  X  0\  C  - 


I  M  ro       m  f1  I 


m  m  cn 


o  c 

OO 

9.^ 


.X  00  t-v  in  !>. 


742 


Foreigrn  Exchange  Fluctuations, 


EDITORIAL. 


Profit  Sharing  Schemes  and  Co-operative  Labour. 

A  case  at  present  before  the  Courts  in  relation  to  the  profit-sharing 
scheme  instituted  by  Messrs.  Lever  Bros,  demonstrates  rather  forcibh 
rhe  attitude  of  trade  unions  towards  any  arrangements  of  this  nature. 
Obviously,  the  unions  are  antagonistic  to  proposals  which,  from  their 
point  of  view,  tend  to  tie  the  hands  of  the  employee  in  the  event  of  dis- 
putes arising  with  his  employer.  It  st^ems  a  pi'ty  that  this  spirit  is 
abroad,  inasmuch  that  there  has  never  before  been  such  urgent  need  of 
co-operation  between  Capital  and  Labour  as  at  the  present  time. 

If  our  country  is  ever  to  regain  anything  like  normal  conditions  of 
trade,  this  can  only  be  accomplished  by  establishing  the  utmost  confidence 
and  trust  betu'een  master  and  man  ;  and  any  scheme  framed  with  this 
end  in  view — whether  it  be  profit-sharing, '  co-partnership,  or  bonus 
system — should  have  the  support  of  all  union  officials. 

Unity  is  strength  "  is  a  well-worn  maxim,  and  possibly  the  unions 
will  urge  that  it  is  only  owing  to  the  unity  of  the  workmen  in  "the  past  that 
they  have  secured  so  many  advantages  in  the  way  of  improved  working 
conditions,  shorter  hours,  and  increased  wages.  This,  no  d(nibt,  is  true, 
but  we  suggest  that  there  is  every  reason  to  think  that  when  a  better 
understanding  has  been  established  between  employers  of  labour  and  the 
trade  unions,  increased  production  must  necessarily  follow.  Only  by  thi<; 
means  can  prices  be  brought  down,  for  it  is  an  unassailable  economic 
principle  that  as  prices  decrease,  so  the  demands  for  commodities  will 
automatically  increase,  and  the  workman  will  then  reap  the  benefits  of  his 
higher  scale  of  wages.  There  are,  of  course,  objections  to  profit-sharing 
schemes,  for  as  a  general  rule  no  participation  can  take  place  until  the  end 
of  the  trading  year,  and  the  British  workman  likes  to  receive  his  remu- 
neratfon  regularly,  and  not  be  obliged  to  wait  until  the  end  of  the  year 
for  an  additional  lump  sum,  on  the  principle  that  "  a  bird  in  the  hand 
is  worth  tw(;  in  the  bush."  A  further  objection  that  is  often  raised  is  that 
it  tends  to  bind  a  man  to  a  particular  firm,  and,  therefore,  puts  a  certain 
restraint  upon  his  freedom  of  action. 

On  the  other  hand  it  is  urged  that,  owing  to  the  perfection  to  which 
modern  systems  of  Costing  have  been  brought  in  some  firms,  it  is 
possible  to  ascertain  the  profits  earned  monthly,  or  even  weekly,  and, 
therefore,  a  constant  distribution  of  bonus  or  share  of  profits  may  be 
made.  Here,  again,  profits  might  be  earned  in  the  early  part  of  a  year, 
and  losses  incurred  in  the  later  months  which  would,  in  efi"ect,  wipe  out 
the  previous  profits,  and  we  think  that  the  proprietors  would  find  it  diffi- 
cult to  persuade  the  workmen  to  return  the  share  already  distributed,  or 
to  consent  to  deductions  being  made  from  their  wages  in  respect  of  over- 
paxment  of  bonus. 

From  a  purely  productive  point  of  view  co-partnership  schemes  should 
orove  hrghlv  beneficial — if  only  the  trade  unions  would  not  limit  output — 
as  they  o^jviously  provide  a  gr^;at  additional  incentive  to  the  workman  to 
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increase  the  standard  output,  and  so,  as  a  natural  corrollary,  increase  his 
share  of  profit.  Unfortunately,  however,  the  autocratic  unions  more 
often  than  not  limit  the  output  to  a  ridiculously  low  standard,  and  thus 
tie  the  hands  of  both  employer  and  employee.  It  is  only  necessary  to 
travel  a  very  short  distance  on  the  other  side  of  the  Channel  to  see  hov.- 
different  is  the  position  of  the  working  men  there.  One  can  see  them 
working  from  dawn  to  dusk,  and  even  after  dark  by  the  aid  of  flares. 
It  is  true  that  they  probably  have  a  greater  incentive  inasmuch  as  they 
are  endeavouring  to  restore  their  devastated  country,  but,  apart  from  this, 
the  spirit  and  the  will  to  work  seems  much  more  evident  there  than  here. 

Regarding  co-operative  labour  schemes  as  distinct  from  profit-sharing, 
these  generally  have  not  proved  very  successful.  We  do  not  include  in 
this  category  co-operative  distribution  of  food  and  commodities,  but  refer 
particularly  to  co-operative  schemes  for  manufacture,  on  the  lines  of 
Syndicalism,  under  which  attempts  have  been  made  by  labour  to  dispense 
with  the  aid  of  the  capitalist  and  manager,  and  to  constitute  its  own 
organising,  manufacturing,  and  distributing  branches. 

Any  such  project  must,  necessarily,  be  carried  on  under  very  grave  dis- 
advantages, as  the  average  workman  is  not  an  organiser,  neither  has  he 
the  brains,  experience,  or  initiative  w'hich  are  so  essential  to  successful 
business  enterprise.  An  intimate  knowledge  of  market  conditions,  and 
of  financial  matters,  such  as  exchange,  credit,  and  banking,  are  also  prime 
essentials  to  commercial  success,  all  these  functions  being  the  natural 
concern  of  the  so-called  "  entrepreneur,"  who  ordinarily  acts  as  the 
connecting  link  between  Capital  and  Labour. 

Further  difficulties  are  almost  certain  to  arise  in  connection  with 
discipline.  We  have  had  many  striking  examples  of  such  difficulties  in 
some  of  the  post-war  labour  troubles,  when  over  and  over  again  labour 
has  completely  ignored  the  dictates  of  its  chosen  leaders,  and  taken  its 
own  headlong  course — in  most  cases  to  its  undoing.  It  remains  to  be 
seen  whether  the  trade  unions  will  be  allowed  to  eject  members  on  the 
grounds  that  they  are  violating  the  principles  of  trade  unionism  by  join- 
ing hands  with  their  employers,  under  the  guise  of  being  participators  in 
profit-sharing  and  co-partnership  schemes. 


Prize  Essay  Competition. 

Some  really  excellent  essays  were  submitted  by  competitors  last  month 
and  we  again  urge  all  our  readers  to  make  a  special  effort  to  enter  for 
these  competitions.  The  prizes  are  awarded  as  follows  : — In  the  Final 
Division,  Mr.  A.  G.  Turner,  Accountants'  Department,  Cunard  Steamship 
Company,  Ltd..  Liverpool.  In  the  Intermediate,  Mr.  G.  McGregor,  g 
Garden  Place,  Aberdeen,  N.B.  The  subjects  for  this  month  are  -.—Inter- 
mediate :  "  Bills  of  Sale."    Final  :  "  Debentures." 
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In  this  column  Income-tax  recent  alterations  of  law  and  practice  are 
discussed  and  explained  and  readers'  queries  are  answered.  Arrange- 
ments have  been  made  to  reply  to  these  queries  by  post,  the  replies  being 
published  subsequently  in  the  "'  Journal  "  under  noms  de  plume.  A 
stamped  addressed  envelope  should  be  enclosed  with  the  queries  and  the 
service  is  limited  to  subscribers  to  the  "  Journal/' 

Charitable  Bequests. 

The  income  of  a  charity,  in  so  far  as  it  is  not  derived  from  a  business 
carried  on  by  the  charity,'  and  is  devoted  to  charitable  purposes,  is  exempt 
from  income-tax.  An  important  case  was  recently  decided  by  the  House 
of  Lords  in  Br.  Bernardo's  Homes  v.  Sfecial  Commissioners,  where  the 
charity  had  received  a  share  of  the  residual  estate  under  a  will.  The 
testator  died  on  15th  November  1914,  but,  owing  to  disputes,  &c.,  the  residue 
was  not  actually  ascertained  until  4th  December  1916,  and  it  therefore 
included  accumulations  of  income  which  had  borne  tax  by  deduction.  The 
charity  claimed  that  tax  on  this  accumulated  income  should  be  repaid  to  the 
charity,  but  the  House  of  Lords  held  that  a  legatee  of  a  share  of  the  residue 
has  no  interest  in  the  estate  until  the  residue  is  ascertained  as  residual 
estate  is  in  a  different  position  from  specific  legacies,  which  date  back  to  the 
death  of  the  testator.  The  repayment  was  thus  refused,  and  the  share  of  the 
residue,  plus  the  accumulated  income,  treated  as  one  capital  sum. 

Substituted  Standards. 

It  is  asked  by  H.  H.  if  the  average  capital  of  two  or  more  years  is  to  be 
allowed  in  arriving  at  the  percentage  standard  for  the  substituted  standard. 
In  the  case  under  review  the  year  ends  in  February,  therefore  the  last  pre- 
war year  is  February  1914.  It  would  appear  that  firms  are  entitled  to  13 
per  cent,  in  arriving  at  the  percentage  standard,  but  the  Surveyor  is  only 
allowing  11  per  cent.    Is  this  correct? 

The  substituted  standard  is  the  ordinary  percentage  standard,  plus  ;^5oo 
for  each  working  proprietor,  and  the  ordinary  percentage  standard  would 
be  8  per  cent,  on  the  capital  at  February  1914.  In  addition,  increased 
capital  over  that  at  February  1914  would  carry  allowi'nce  at  13  per  cent. 
Where  there  was  not  a  complete  pre-war  trading  }ear,  the  percentage 
standard  is  at  13  per  cent,  for  a  firm. 

Corporation  Profits  Tax. 

The  workings  of  increased  rates  of  depreciation  (authorised  after  the  pay- 
ment of  Excess  Profits  Duty)  for  all  Accounting  Periods  up  to,  and  including 
the  year  ended  30th  June  1919,  showed  a  repayment  of  to  be  due  to  a 

company.  This  sum  w^as  not  actually  repaid  by  the  Treasury,  but  a  liability 
of  ;i^397  los. — duty  for  year  ended  30th  June  1920 — was  set  off  against  it, 
and  the  sum  of  ^^1,475  was  actually  received  in  settlement.  The  local 
Inspector  of  Taxes  gives  the  following,  as  a  reason  for  disallowing  the 
;^397  los.  as  a  charge  in  computing  Corporation  Profits  Tax  for  period  to 
30th  June  1920  : — "  The  Excess  Profits  Duty  payable  is  the  duty  less  any  set- 
"  off  for  deficiencies  for  previous  Accounting  l^eriods  which  is  properly  allow- 
"  able  against  that  duty,"  which  is,  apparently,  his  reading  of  Section  53  (2) 
{^),  1920,  F.A.  The  correspondent's  contention  is  that  the  sum  of  ^^1,873 
was  not  a  deficiency ,  but  was  strictly  a  repayment  due,  as  being  created  bv 
overpayment  of  duty  for  previous  periods.  From  the  Inspector's  ruling,  it 
would  appear  that  the  duty  for  year  to  30th  June  1920  falls  to  be  disallowed 
merely  because  the  repayment  to  30th  June  191 9  had  not  been  made  before 
the  computations  for  the  following  Accounting  Period  were  agreed.  The 
reading  of  the  Section  of  the  Act  as  affecting  deficiencies  can  be  understood. 
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and  appears  to  be  fair,  but  one  cannot  conceive  of  an  enactment  permitting 
edlowances  to  be  governed  by  the  degree  of  promptitude  attending  a  repay 
ment  made  by  the  Treasury. 

The  sura  of  ^^397  los.  Excess  Profits  Duty  has  been  "  paid  '*  within  Sec- 
tion 53  (2)  (g),  just  as  much  as  if  it  had  been  paid,  and  the  full  £i,Syi  repaid. 
The  whole  of  the  latter  sum  has  no  connection  whatever  with  the  period  for 
which  the  £^gy  los.  was  charged,  and  it  is  "  duty  payable  or  paid  on 
account  of  Excess  Profits  Duty    ...    for  the  same  Accounting  Period." 

Ex-Service  Men. 

It  is  asked  by  "  San  Farian  "  if  it  is  possible  for  an  ex-service  man  to 
claim  his  first  income-tax  assessment  on  a  three  years'  basis?  For  example,  a 
person  served  two  years  in  the  Army  and  was  discharged  April  1919.  Is  it 
possible  for  him  to  claim  for  his  assessment  to  be  based  on  the  average  of  his 
two  years'  army  pay  and  his  one  year's  salary  as  a  civilian? 

The  average  in  such  cases  is  only  a  concession,  and  it  is  only  applied  when 
the  ex-service  man  is  an  employee,  i.e.  it  does  not  attach  in  the  case  of  a 
business. 

Production  of  Pass  Books. 

A  man  has  been  in  business  for  twenty  years  without  taking  stock,  ajid 
consequently  his  returns  for  income-tax  have  been  made  up  from  the  Receipts 
and  Expenditure  Account.  Being  dissatisfied  at  the  assessment  last  year,  an 
appeal  was  Jodged,  and  the  case  was  taken  before  the  Commissioner  but  with- 
out success.  Now,  however,  the  Inspector  of  Taxes  is  pressing  for  the  pro- 
duction of  the  Pass  Books  for  the  last  six  and  a  half  years.  "  R.  H."  asks 
if  he  is  justified  in  opposing  his  request,  and  whether  the  Inspector  has 
power  to  insist  upon  the  production  of  them. 

If  the  production  is  refused,  the  Inspector  can  make  heavy  additional 
assessments  for  the  past  three  years,  except  for  the  year  for  which  the  assess- 
ment was  decided  on  appeal,  which  assessment  is  final.  It  is,  therefore, 
advisable  to  accede  to  the  request. 

Double  Assessment. 

A  friend  of  "  Miller  "  has  a  mill,  a  private  house,  and  a  farm,  for  which  he 
pays  an  annual  rent  of  £^6.  The  net  assessment  is  ;^i-24.  For  several 
years  he  has  had  his  Profit  and  Loss  Acceunt  prepared  by  a  clerk  who  does 
this  class  of  work  for  a  number  of  people  locally,  and  the  account  has 
included  the  profits  of  both  mill  and  farm.  He  has  been  charged  with  tax 
each  year  on  twice  the  annual  value  under  Schedule  B,  and  also  on  the  net 
profits  as  shown  by  the  Profit  and  Loss  Account  in  addition.  He  has  been 
to  H.M.  Inspector  of  Taxes  to  see  if  he  cannot  reclaim  some  of  the  tax,  and 
has  been  told  that  as  the  figures  supplied  by  him  have  been  accepted,  and 
no  appeal  been  made,  he  has  no  grounds  for  appeal.  The  profits  shovm  for 
the  mill  and  farm  combined  are  less  than  twice  the  annual  value. 

There  is  a  clear  case  of  double  assessment  for  which  the  law  provides 
relief.  As  the  profit  from  the  farm  is  less  than  the  Schedule  B  assessment, 
the  applicable  relief  could  be  given  by  discharging  the  Schedule  B  assess- 
ment. A  double  assessment  does  not  need  an  appeal,  and  an  application 
should  be  made  to  the  Inspector  on  the  ground  of  double  assessment. 

Widowers. 

A  widower  with  no  children  employs  a  housekeeper  to  whom  he  pays  a 
weekly  wage.  The  housekeeper  lives  in  and  keeps  house  in  a  similar  manner 
to  what  his  wife  did.  Can  the  amount  of  his  housekeeper's  wages  be 
deducted  from  his  assessable  income? 

No  allowance  is  permissible  where  the  housekeeper  has  not  charge  of  a 
child  of  the  widower. 

New  Businesses. 

A  new  business  was  commenced  on  the  ist  July  19 19,  and  the  profits 
adjusted  for  income-tax  purposes  for  the  half-year  ended  31st  December  1919 
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were  £2^1,  accordingly  the  income-tax  assessment  for  1920-21  was  agreed  at 
twice  £2yi,  i.e.  £S4^-  The  profits  for  the  year  ending  31st  December  1920 
adjusted  for  income-tax  purposes  amount  to  £6';6.  The  Inspector  of  Taxes 
claims  to  make  the  assessment  for  1921-22  as  follows:  — 

Half-year  to  31st  December  1919  . .  ..  ..  £271 

Year  to  31st  December  1920         .  •  . .         . .  6y6 

£947 

Two-thirds  thereof     . .         . .  £632 

making  the  assessment  for  1921-22  ...       ...       ...  £(>32 

It  IS  asked  if  the  assessment  ought  not  to  be  arrived  at  as  follows  : — 

Twice  6  months  to  31st  December  1919  . .  . .  £542 
Year  to  3rst  December  1920         ..         ..         ..  676 

2)1,218 
£609 

The  Inspector's  method  is  that  followed  in  practice,  and  is  correct,  as 
Schedule  D  provides  that  when  there  has  not  been  a  three  years'  trading  the 
assessment  shall  be  on  the  average  from  the  date  of  commencement.  The 
suggested  method  of  doubling  the  profit  of  the  half-year  to  December  1919. 
does  not  give  an  average  of  profits  from  commencement. 

Appeal. 

Profits  under  Schedule  D. 

The  Insp>ector  of  Taxes  raised  assessments  as  follows,  proper  accounts  not 
being  forthcoming  :  — 

Income  Tax  year  1918-1919      ..  ..  ..150 

,,      ,,      ,,    1919-1920      ..         ..         ..  200 

,,      ,1      ,,    1920-1921      ..         ..         ..  320 

The  actual  profit,  according  to  the  books  of  the  business  for  the  1920- 1921 
assessment,  was  only  £220.  Appeal  was  not  made  against  the  assessment 
until  January  1921,  when  the  Surveyor  replied:  "  He  could  not  entertain  a 
claim  for  a  reduction  at  so  late  a  date." 

The  books  have  now  been  made  up  for  the  year  to  31st  December  1920,  and 
disclose  a  profit  of  £2tp.  It  is  asked  if  there  is  a  right  of  appeal  under 
Section  23  of  the  1890  Act  in  this  case  to  have  the  assessment  of  /.'320  reduced 
to  ;^250,  which  is  the  actual  profit? 

Schedule  A  Assessment. 

It  is  also  asked  what  is  the  correct  method  of  arriving  at  the  Schedule 
A  Assessment? 

The  following  are  two  cases  where  the  Surveyor  of  Taxes  refuses  to  make 
a  reduction  on  the  basis  of  the  Poor  Rate  Assessment.  He  argues  the  Poor 
Rate  Assessment  is  not  conclusive  for  Schedule  A. 

Case  I.  Schedule  A.  Ass.  £2315  o  Poor  Rate  Ass.  £14  9  0 
Case  2.    £28  00  MI.      ).       £23   8  0 

The  appeal  can  only  be  made  if  notice  is  given  within  21  days  of  the  date 
of  the  notice  of  assessment.  Section  23  of  the  1890  Act  only  applied  where 
there  was  a  loss  in  the  year  of  assessment. 

The  Poor  Rate  is  not  conclusive  for  Schedule  A  as  the  basis  is  the  "  rack 
rent,"  i.e.  the  full  open  market  annual  value.  Where  premises  are  let,  the 
rent  may  be  adopted  as  the  Schedule  A  assessment,  even  though  the  Poor 
Rate  a-sessment  is  lower  than  the  rent. 
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Correspondence. 

Audit  Programmes. 

{To  the  Editor  of  The  Accountants''  Journal.) 
SiK, — Referring  to  the  article  upon  Audit  Programmes  and  Procedure, 
page  657  of  your  March  issue,  the  apportiomuent  of  expenses  paid  in  advance 
is  mentioned  as  an  example  of  a  nominal  liability.  Surely  such  an  apportion 
raent  is  not  even  a  nominal  liability  but  an  asset,  and  would  a})pear  upon 
the  assets  side  of  the  Balance  Sheet? 

Yours  faithfully, 

London,  \oth  March  1921.  F.  HISCOCKS. 

[Our  correspondent  is  quite  right.  It  is  a  slip  on  the  part  of  the  author 
and  we  are  obliged  for  the  correction. — Ed.  Accts.^  Journal?^ 


Monthly  Calendar. 

April  1st,  Friday. — South  Wales  and  Monmouthshire  Chartered  Accountants 
Students'  Society. — Debate,  "  Does  Costing  Pay?"  7.30  p.m.,  at  5  High  Street. 
Cardiff. 

April  i^th,  Monday. — Birmingham  and  Midland  Society  of  Incorporated  Account- 
ants AND  Students'  Society. — Lecture,  "  Economics,"  by  Mr.  A.  P.  Bardell,  A.S.A.A. 

April  ^th,  Tuesday. — London  Chartered  Accountant  Students  Society. — Joint 
debate  with  Chartered  Secretaries  Students'  Society. 

London  Incorporated  Accountant  Students'  Society. — Lecture,  "  Reconstruc- 
tions," by  Mr.  H.  E.  Colesworthy,  A.S.A.A.,  6.30  p.m.,  at  Winchester  House,  E.C. 

April  ph,  Thursday  .—Liverpool  Chartered  Accountants  Students'  Association. 
— Lecture,  *'  An  Introduction  to  Actuarial  Science,"  by  Mr.  W.  Worthington,  5.30 
p.m.,  at  13  Union  Court,  Liverpool. 

April  8th,  Friday. — Birmingham  Chartered  Accountant  Students'  Society. — Ten 
Minute  Papers,  6.30  p.m.,  at  8  Newhall  Street,  Birmingham. 

South  of  England  District  Society  of  Incorporated  Accountants. — Mock  Meet- 
ing of  Creditors  in  Company  Winding-up. 

April  iith,  Monday. — Birmingham  and  Midland  Society  of  Incorporated  Account- 
ants and  Students'  Society. — Lecture,  "  Cost  Accounts,"  by  Mr.  A.  C.  Ridgway, 
F.C.A.,  in  The  Library,  County  Chambers,  Corporation  Street,  Birmingham. 

April  12th,  Tuesday. — London  Chartered  Secretaries'  Students'  Society. — 
Address  by  Mr.  W.  Gladwell,  F.C.I.S.,  6.30  p.m.,  at  59A  London  Wall,  E.C. 

London  Incorporated  Accountants  Students'  Society. — Lecture,  "  Winding-Up," 
by  Mr.  H.  E.  Colesworthy,  A.S.A.A. 

April  \T,th,  W ednesday .—Lo^vtoti  Chartered  Accountant  Students  Society. — 
Lecture,  "  London  Underwriters'  x^ccounts,"  by  Mr.  W.  E.  Newman,  A.C.A.,  6  p.m., 
at  Institute  of  Chartered  Accountants. 

April  i^th.  Thursday. — Industrial  League  and  Council. — Lecture,  "  Increased 
Production  Difficulties,  and  How  to  Remove  Them,"  by  Mr.  Robert  Young,  M.P., 
7.30  p.m.,  at  Caxton  Hall,  Westminster. 

Liverpool  Chartered  Accountants  Students'  Association. — Joint  Debate  with 
Liverpool  Society  of  Chartered  Accountants,  5.30  p.m.,  13  Union  Court,  Liverpool. 

April  i^th,  Friday. — London  Chartered  Secretaries'  Students'  Society. — 
Smoking  concert,  6.30  p.m.,  at  59A  London  Wall,  E.C. 

April  iSth,  Monday. — Birmingham  and  Midland  Society  of  Incorporated  Account- 
ants and  Students'  Society. — Lecture,  "  Works  Organisations  and  Wages 
Systems,"  by  Mr.  A.  C.  Ridgway,  F.C.A.,  at  The  Library,  County  Chambers,  Cor- 
poration Street,  Birmingham. 

April  i^th,  Tuesday. — London  Chartered  Secretaries  Students'  Society. — Two 
Fifteen-minute  Papers  by  Students,  6.30  p.m.,  at  59A  London  Wall,  E.C. 

London  Incorporated  Accountant  Students'  Society. — Lecture,  "  The  Place  of 
Accountancy  in  Industrial  Organisations,"  by  Mr.  Thomas  Haworth,  A.S.A.A,, 
6.30  p.m.  at  Winchester  House,  Old  Broad  Street,  E.C. 

April  20th,  Wedttesday. — London  Chartered  Accountant  Students  Society. — 
Thirty-eighth  Annual  General  Meeting. 

April  2sth,  Monday. — Birmingham  and  Midland  Society  of  Incorporated  Account- 
ants.— Lecture,  "  Rights  and  Duties  of  Trustees,  Liquidators,  and  Receivers,"  by  Mr. 
F.  S.  Saville,  LL.B.,  The  Library,  County  Chambers,  Corporation  Street, 
Birmingham. 
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Legal  Notes. 


By  Albert  Crew,  Barrister-at-Law. 

An  up-to-date  knowledge  of  recent  decisions  in  the  Courts 
is  of  the  greatest  value  to  accountants  and  business  men 
and  to  students  reading  for  their  examinations.  In  this 
column  are  noted  the  salient  features  of  the  leading  cases 
decided  during  the  preceding  month. 

Bailment. 

Deposit  oj  Goods  in  Cloak  Room  and  Exemption  froni  Responsibility  for  Goods  above 
Specified  Value. 

The  plaintiff  claimed  damages  for  the  loss  of  a  bicycle  deposited  by  him  with  the 
defendants  at  one  of  their  stations.  One  of  the  conditions  appearing  upon  the  cloak- 
room ticket  was  :  "  The  company  will  not  be  in  any  way  responsible  in  respect  of 
"  any  article  deposited,  the  value  whereof  exceeds  jQ^,  unless  at  the  time  of  deposit 
"  the  true  value  and  nature  of  the  article  shall  have  been  declared,  and  id.  per 
"  sterling  of  the  declared  value  be  paid  for  each  day  or  part  of  a  day,  in  addition  to 
"  the  ordinary  cloak-room  charges."  The  plaintiff  did  not  declare  the  value  of  the 
bicycle,  and  only  paid  the  ordinary  cloak-room  fee.  There  was  evidence  that  the 
bicycle  was  not  put  by  the  defendants'  servants  in  the  cloak-room,  but  was  left  in 
the  booking  hall  without  protection,  and  was  stolen  owing  to  this  negligence.  It 
was  contended  that  the  condition  was  unreasonable,  and  that  the  defendants*  contract 
was  to  keep  the  bicycle  in  the  cloak-room,  and  that  having  failed  to  do  so  they  had 
broken  their  contract,  and  that  the  plaintiff  was  not  bound  by  the  condition.  It  was 
held  by  the  Court  of  Appeal  that  this  cose  was  undistinguishable  from  Harris  v. 
Great  Western  Railway  Co.  (1876,  i  Q.B.D.  515),  where  it  was  held  that  a  similar 
condition  applicable  to  loss,  and  where  the  facts  were  practically  the  same,  pro- 
tected the  defendants,  although  the  luggage  was  not  deposited  in  the  cloak-room. 
The  appellant  was,  therefore,  bound  by  the  condition,  and  was  not  entitled  to  recover 
the  loss  sustained.    Gibaud  v.  Great  Eastern  Railway  (1921,  W.N.  80). 

Bankruptcy. 

Moneys  Paid  into  Debtor's  Banking  Account  after  Receiving  Order. 

A  debtor  obtained  a  stay  of  the  advertisement  of  a  receiving  order  against  him, 
pending  an  appeal  to  the  King's  Bench  Division  against  the  making  of  the  receiving 
order.  After  the  stay  had  been  granted,  a  month  elapsed  before  the  apjjeal  was 
heard  and  dismissed.  Meanwhile,  the  debtor  obtained  money  from  his  creditors, 
placed  it  to  his  credit  in  a  bank,  and  withdrew  it.  The  debtor  was  afterwards 
adjudicated  bankrupt.  It  was  held  that  although  the  bank  was  unaware  of  the 
receiving  order,  the  trustee  in  bankruptcy  was,  by  virtue  of  the  Bankruptcy  Act, 
1914,  entitled  to  the  moneys  paid  into  the  bankrupt's  account  during  the  period 
between  the  making  of  the  receiving  order  and  the  hearing  of  the  appeal,  and  that 
the  bank  was  not  entitled  to  credit  themselves  with  anything  paid  out  to  the 
bankrupt  during  the  same  period.    In  re  G.  R.  Wigzell  (192 1,  37  T.L.R.  373). 

Bills  of  Exchange. 

Failure  in    "  Punctual  "  Payment  and  Days  of  Grace. 

When  a  promissory  note,  repayable  by  instalments,  provides  that  if  any  instal- 
ment should  not  be  paid  "  punctually,"  the  whole  of  the  balance  is  immediately  to 
become  payable,  the  use  of  the  word  "  punctually  "  does  not  deprive  the  maker  of 
the  note  of  the  three  days  of  grace  allowed  by  Section  14  of  tlve  Bills  of  Exchange 
Act,  1882,  which  provides  that  three  days,  called  days  of  grace,  are,  in  every  case 
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7vhere  the  bill  itself  does  not  otherwise  provide  fshall  be)  added  to  the  time  of  pay- 
ment as  fixed  by  the  bill,  the  bill  is  due  and  payable  on  the  last  day  of  grace. 
Schaverien  v.  Morris  (192 1,  37  TX.R.  366). 

Companies. 

Ultra  Vires  Action  of  Director,  and  Liability  Therefor. 

The  objects  of  a  company  were,  inter  alia,  for  the  purpose  of  manufacturing  and 
laying  down  mastic  cement  or  composition,  and  for  all  other  purposes  to  which 
the  invention  might  be  found  applicable.  The  directors  promoted  another  company, 
and  invested  in  it  funds  belonging  to  their  own  company  for  the  business  of  laying 
down  macadam  roads,  and  were  advised  by  counsel  that  such  application  of  the 
company's  funds  was  not  ultra  vires.  The  new  company  failed,  and  the  investment 
in  it  of  the  old  company's  funds  was  lost;  subsequently,  the  old  company  was  com- 
pulsorily  wound  up,  and  the  liquidator  took  out  a  summons  in  the  winding-up,  in 
which  he  asked  that  a  director  should  be  ordered  personally  to  repay  to  the  old  com- 
pany the  money  so  lost.  It  was  admitted  that  the  director  had  acted  honestly  for 
what  he  believed  was  for  the  benefit  of  the  company,  and  reasonably  in  taking  legal 
advice,  but  it  was  contended  that  the  power  of  the  Court,  as  provided  by  Section  279 
of  the  Act  of  1908,  to  grant  relief  when  a  director  had  committed  a  breach  of  trust 
did  not  apply  when  the  breach  of  trust  was  also  ultra  vires.  It  was  held  that  the 
relief  which  the  Court  might  give  under  Section  279  was  not  confined  to  cases  of 
breach  of  trust  where  there  was  no  question  of  jiltra  vires,  and  that  the  director, 
having  acted  honestly  and  reasonably,  was  entitled  to  the  relief  claimed.  Re 
Claridge's  Patent  Asphalte  Co.  (192 1,  151  L.T.  176). 

Contracts. 

Change  of  Flag  during  Charter. 

It  is  a  breach  of  contract  for  the  owner  of  a  vessel  to  change  her  flag  during  a 
charter-party,  but  the  question  whether  the  charterer  has  thereby  suffered  any  damage 
is  a  question  of  fact  in  each  case.    Isaacs  v.  McAllum  (1921,  37  T.L.R.  408). 

Warranty  not  Part  of  Contract. 

A  written  warranty  cannot  be  relied  on  as  a  defence  under  Section  25  of  the  Sale 
of  Food  and  Drugs  Act,  1875  [which  provides  that  a  defendant  is  to  be  discharged 
if  he  proves  that  he  bought  the  article  in  the  same  state  as  sold,  and  with  a 
warranty]  unless  it  is  either  given  by  the  seller  at  the  time,  and  as  part  of  the 
contract  of  purchase,  or  in  consequence  of  an  oral  contract  to  give  a  subsequent 
written  warranty.  Jeynes  v.  Hindle  (1921,  37  T.L.R.  454). 
Carriage  of  Goods,  and  Employment  of  Lighter. 

The  plaintiff  employed  the  defendants,  who  acted  as  contractors  for  procuring 
carriage,  to  have  a  quantity  of  tin  put  on  a  steamer  in  the  Port  of  London  for  convey- 
ance abroad.  The  defendants  employed  a  lighter  to  take  the  tin  to  the  steamer,  and 
the  tin  was  stolen  from  the  lighter.  In  an  action  to  recover  the  value  of  the  tin,  it 
was  held  that  as  one  of  the  usual  terms  of  a  lighterage  contract  in  the  Port  of 
London  was  the  exemption  from  liability  for  pilferage,  and  as  the  plaintiffs  impliedly 
assented  to  this  condition,  the  action  failed.  Lynch  v.  Edzvards  (192 1,  37  T.L.R.  432). 
Covenant  in  Restraint  of  Trade. 

A  covenant  by  a  clerk  to  a  firm  of  auctioneers  and  estate  agents  not  to  carry  on 
"  the  business  of  auctioneers  and  estate  agents  "  within  a  certain  area  for  a  year 
after  the  termination  of  his  employment,  is  not  broken  by  carrying  on  the  busi- 
ness of  an  estate  agent  only.    Bowler  v.  Lovegrove  (192 37  T.L.R.  424). 
Refusal  to  Accept  Goods  and  Measure  of  Damages. 

The  defendant,  in  breach  of  his  contract,  refused  to  accept  two  machines  which  he 
had  hired  from  the  plaintiffs  for  three  years  at  a  weekly  rent.  The  plaintiffs, 
whose  business  it  was  to  let  out  machines,  made  no  attempt  to  re-let  these  two 
machines.  At  all  times  material  to  this  contract,  they  had  more  than  two 
machines  in  stock.  It  was  held  that  the  measure  of  damages  was  not  the  aggre- 
gate of  the  three  years  weekly  rents,  but  (i)  the  amount  of  the  weekly  rents  from 
the  time  when  they  became  payable  under  the  contract,  that  is,  the  date  when  the 
machines  were  tendered,  until  the  expiration  of  such  reasonable  time  as  the  plaintiffs 
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would  have  required  thereafter,  in  order  to  re-let  the  machines  on  hire ;  (2)  the  cost 
of  transport  of  the  machines;  and  (3)  the  commission  to  the  agent  who  procured  the 
contract,  if  payable  notwithstanding  breach.  British  Stamp  ^(j^  Ticket  Automatic 
Delivery  Co.  v.  Haynes  (1921,  i  K.B,  377). 

Rules  Governing  Administration  of  Pension  Fund  and  Restraint  of  Trade. 

The  plaintiff,  a  bank  clerk  in  the  employment  of  the  defendants,  subscribed  for 
many  years  to  the  defendants'  Officers  Pension  Fund.  One  of  the  rules  under  which 
the  fund  was  administered  provided  that  "  no  subscriber  leaving  the  service  of  the 
"  bank  for  the  purpose  of  entering  the  service  of  any  other  Eastern  bank  shall  be 
"  entitled  to  any  return  in  respect  of  his  contributions  to  tlie  fund."  In  December 
1919  the  plaintiff  left  the  defendants,  and  obtained  a  situation  with  another  bank, 
which  was  admittedly  an  Eastern  bank  within  the  meaning  of  the  rule.  He  then 
claimed  to  be  credited  by  the  defendants  with  the  amount  of  his  contributions  to  the 
Pension  Fund,  on  the  ground,  inter  alia,  that  the  rule  depriving  him  of  the  right 
to  recover  them  was  void  as  in  restraint  of  trade.  The  defendants  carried  on 
business  in  India,  and  in  other  Eastern  countries,  but  there  were  large  and 
important  countries  in  the  East  where  they  did  no  business  at  all.  It  was  held  that 
the  rule  covered  too  wide  an  area,  and  that  as  the  area  was  wider  than  was  reason- 
ably required  for  the  protection  of  the  defendants,  it  was  void  as  in  restraint 
of  trade,  and  the  action  must  succeed.  Spence  v.  Mercantile  Bank  of  India  (1921, 
37  T.L.R.  390). 

Sale  of  Goods  and  Extension  of  Time  for  Delivery. 

Where,  in  the  case  of  a  contract  for  the  sale  of  goods,  which  are  to  be  delivered 
by  a  specific  date,  time  is  of  the  essence  of  the  cdntract  and  the  vendor  fails  to 
deliver  by  that  date,  and  the  purchaser,  after  such  failure,  elects  not  to  avoid  the 
contract,  but  agrees  with  the  vendor  to  substitute  a  later  date,  the  failure  to  deliver 
by  such  later  date  constitutes  a  breach  of  contract.  If  the  purchaser,  having  already 
resold  the  goods  before  delivery  to  himself,  has  to  fulfil  such  contract  of  re-sale  by 
means  of  other  goods,  and  thereby  makes  a  greater  profit  than  if  there  had  been  no 
breach,  this  fact  does  not  reduce  the  damages  which  he  is  entitled  to  recover  from  his 
vendor.    Sheik  Mohammad  Hahib  Ullah  v.  Bird       Company  (192 1,  37  T.L.R.  405). 

Landlord  and  Tenant. 

Notice  to  Quit  Part  of  the  Premises. 

A  notice  to  quit  part  and  not  the  whole  of  a  holding  is  bad.  A  notice  to  quit 
must  be  one  upon  which  the  tenant  can  act  with  security  from  the  very  moment  he 
receives  it.  A  notice  by  a  purchaser  to  a  tenant  to  quit  a  part  of  the  farm  is  not 
subsequently  validated  by  a  notice  to  quit  being  given  to  the  tenant  by  the  purchaser  of 
the  remainder  as  to  his  part.  A  landlord  or  tenant  who  gives  a  bad  notice  is  not 
precluded  or  estopped  from  saying  afterwards  that  it  is  a  bad  notice.  Behingion 
v.  Wildman  (192 1,  65  S.J.  343). 

Consent  of  Landlord  to  Assignment  of  Lease 

Where  a  tenancy  agreement  provides  that  a  tenant  is  not  to  assign,  underlet,  or 
part  with  the  possession  of  the  house  without  the  consent  of  the  landlord,  such 
consent  "  not  to  be  unreasonably  withheld  in  the  case  of  a  respectable  and 
responsible  person,"  the  landlord  is  not  entitled  to  withhold  his  consent  on  the  mere 
ground  that  he  desires  to  have  the  house  for  his  personal  occupation,  and  has  been 
in  negotiation  with  the  tenant  for  the  purchase  from  him  of  the  remainder  of  the 
term.    Chatterton  v.  Evison  (1921,  37  T.L.R.  428). 

Covenant  by  Lessee  not  to  Assign  Without  Consent. 

Where  there  is  a  covenant  by  a  lessee  not  to  assign  without  the  consent  of  the 
lessor,  and  a  cross-covenant  by  the  lessor  not  to  withhold  his  consent  unreasonably, 
and  the  lessor  withholds  his  consent  unreasonably,  the  lessee  can  assign  without 
consent  and  without  breach  of  covenant  or  liability.  The  fact  that  the  proposed 
assignee  is  a  new  company  about  to  embark  on  a  new  and  more  or  less  speculative 
business  is  not  a  reasonable  ground  for  withholding  consent.  The  Ideal  Film 
Renting  Co.  v.  Nielsen  (1921,  65  S.J.  379). 
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Tenant  not  Entitled  to  Statutory  Protection  of  the  Increase  of  Rent,  <^c..  Act  where 
Lease  is  divested  from  him  in  case  of  Bankruptcy. 

Where  a  tenant's  interest  in  a  lease  has  been  entirely  divested  from  him  by  his 
being  adjudicated  a  bankrupt,  he  cannot,  whether  the  trustee  in  bankruptcy  has  or 
has  not  disclaimed  the  lease,  claim  the  protection  afforded  by  the  Increase  of  Rent, 
&c.  Act,  1920.    Reeves  v.  Davies  (192 1,  37  T.L.R.  431). 

Notice  to  Quit,  and  Tenant  Holding  Over. 

Where  a  tenant  holds  over  after  giving  notice  to  quit,  and  the  landlord  assigns  the 
reversion  after  the  expiry  of  such  notice,  without  having  taken  any  proceeding 
against  such  tenant,  his  assignee  is  a  "  landlord  "  within  the  meaning  of  Section 
18  of  the  Distress  for  Rent  Act,  1737  [which  provides  in  case  any  tenant  does  not 
deliver  up  possession  after  notice  to  quit  has  been  given,  he  shall  pay  double  rent],  and 
may  maintain  an  action  for  double  rent.    Northcott  v.  Roche  (1921,  37  T.L.R.  364). 

Agreement  that  Tenant  should  give  up  Possession  and  Jurisdiction  of  Court. 

A  landlord  of  a  dwelling-house,  to  which  the  Increase  of  Rent,  &c.,  Act,  1920, 
applied,  offered  the  tenant  ;^2o  down  if  she  would  surrender  her  lease  on  a  day 
named,  and  give  them  a  proper  notice  of  her  intention  to  quit.  The  money  was  paid, 
and  the  notice  to  quit  sent,  but  when  the  time  came  the  tenant  declined  to  go.  Pro- 
ceedings were  taken  by  the  landlord,  who  obtained  an  order  in  the  County  Court 
for  possession,  and  that  order  was  upheld  by  a  Divisional  Court.  The  Court  of 
Appeal,  however,  held  that  the  effect  of  Section  5  of  the  Act  of  1920  (supra)  [which 
prevents  a  landlord  obtaining  an  order  for  possession  except  in  certain  specified 
circumstances]  was  to  restrict  the  jurisdiction  of  the  Court  to  make  any  order  or 
judgment  for  possession,  except  in  the  cases  specially  mentioned  in  Section  5  (supra). 
No  agreement  between  a  landlord  and  his  tenant  can  give  the  Court  the  jurisdic- 
tion which  by  Section  5  (supra)  the  Court  is  forbidden  to  exercise.  The  appeal  was, 
therefore,  allowed.    Barton  &>  Mitchell  v.  Fincham  (1921,  65  S.J.  326), 

"  Tenant  "  Includes  an  Executor  not  in  Actual  Occupation. 

The  Increase  of  Rent,  &c.,  Act,  1920,  Section  12,  subsection  i  (/),  provides  that 
the  expression  "  tenant  "  includes  any  person  from  time  to  time  deriving  title  under 
the  original  tenant.  The  tenant  of  a  dwelling-house  which  came  under  the  Act  of 
1920  (supra)  died.  By  her  will  she  appointed  the  defendant  F.  her  executor,  and 
the  defendant  O.,  who  had  resided  in  the  house  with  her,  residuary  legatee.  After 
the  death  of  the  tenant,  O.  continued  to  reside  in  the  house.  The  landlord,  by 
notice  to  quit  served  upon  F.,  required  possession  to  be  given  up,  and  as  possession 
was  not  given  on  the  expiration  of  the  rotice,  proceedings  were  commenced  against 
lioth  defendants,  who  claimed  the  protection  of  the  Act  of  1920  (supra).  The  County 
Court  Judge  held  (i)  that  there  was  no  assent  by  F.,  as  executor  to  O.,  taking  the 
tenancy  in  part  satisfaction  of  her  rights  as  residuary  legatee,  and  that  she  was 
not  the  tenant  of  the  house,  and  (2)  that  as  F.  was  not  in  actual  physical  occupation 
of  the  house,  he  could  not  claim  the  protection  of  the  Act  1920  (supra).  It  was  held 
that  F.,  as  executor,  was  tenant  of  the  house  within  the  meaning,  and  was  entitled 
to  the  protection  of  the  Act  of  1920  (supra),  although  he  was  not  in  occupation  of 
the  house.    Collis  v.  Flower  (1921,  i  K.B.  409). 

Wills  and  Executors. 

Ride  in  Shelley's  Case. 

The  rule  of  Shelley's  case,  i  Rep.  104A,  is  as  follows  : — It  is  a  rule  in  law  that  when 
the  ancestor  by  any  gift  or  conveyance  takes  an  estate  of  freehold,  and  in  the  same 
gift  or  conveyance,  an  estate  is  limited,  either  mediately  or  immediately  to  his  heirs 
in  fee  or  in  tail,  the  words  the  heirs  are  words  of  limitation  of  the  estate  of  the 
ancestor.  The  heir,  if  he  should  take  any  interest,  must  take  as  heir  by  descent  from 
his  ancestor ;  for  he  is  not  constituted,  by  the  words  of  the  gift  or  conveyance,  a 
purchaser  of  any  separate  and  independent  estate  for  himself.  A  testator,  by  his 
will,  directed  his  trustees  to  hold  a  freehold  house  "  in  trust  for  my  son  William 
during  his  life,  and  afterwards  for  his  heir-at-law  absolutely."  It  was  held  that  the 
use  of  the  word  absolutely  prevented  the  rule  in  Shelley's  case  from  applying,  and 
the  testator's  son  William  only  took  an  equitable  estate  for  life.  In  re  Hussey  d?- 
Green's  Contract  (rg2i,  37  T.L.R.  407). 
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Construction  of  Will  and  Ademption. 

A  testator  bequeathed  a  leasehold  house,  and  subsequently  sold  it,  taking  from  the 
purchaser  a  mortgage  for  part  of  the  purchase  money.  He  afterwards  executed 
a  codicil  whereby  he  appointed  additional  executors,  and  in  all  other  respects  con- 
firmed his  will.  It  was  held  that  the  testator's  interest  in  the  house  as  mortgagee 
did  not  pass  to  the  legatees.  Re  Richards  (192 1,  65  S.J.  342). 
Creditor  and  General  Grant. 

A  creditor  has  an  interest  in  the  estate  of  his  deceased  debtor,  and  as  such  is 
entitled  to  a  general  grant  of  administration  without  invoking  the  Court  of  Probate 
Act,  1857,  Section  73  [which  gives  the  Court,  inter  alia,  a  discretionary  power  to 
appoint  an  administrator  in  the  case  of  insolvency  of  the  estate  upon  his  giving 
security]  and  without  justifying  security.    In  re  Hake  (1921,  89  L.T.,  p  113). 

Gifts  of  Personalty  to  a  Class  following  Gifts  to  Other  Persons. 

D.,  the  second  son  of  T.,  the  then  bolder  of  the  baronetcy,  made  his  will  in 
August  1914,  which  contained  this  clause  :  "  Any  stocks  or  shares  that  I  die  pos- 
"  sessed  of  to  be  equally  divided  between  my  two  brothers,  S.  and  A.,  to  be  held  for 
"  their  lifetime  only,  and  then  to  pass  to  the  baronetcy  at  present  held  by  T.,  or 
'*  failing  an  heii  to  the  eldest  daughter  of  S.,  failing  which  to  the  eldest  daughter 
"  of  A."  D.  died  in  action  September  1914.  S.  was  killed  in  October  1914.  T.  died 
in  1915,  and  A.,  who  succeeded  to  the  title,  died  in  1916,  and  the  baronetcy  became 
extinct.  The  appellant,  a  daughter  of  S.,  claimed  that  in  the  events  which  had 
happened  it  was  the  intention  of  the  testator  that  this  property  should  pass  to  her. 
The  Courts  below  decided  against  her  claim  on  the  ground  that  in  the  absence  of 
words  in  the  will  to  the  contrary,  the  principle  of  law  that  property  given  by  will 
should  vest  at  the  earliest  possible  moment  applied,  and  the  gift,  therefore,  became 
vested  at  the  earliest  moment  that  the  heir  to  the  baronetcy  was  ascertained,  viz. 
on  the  death  of  T.  absolutely  in  A.  It  was  held  by  the  House  of  Lords  that  where  the 
intention  of  the  testator  is  to  benefit  a  particular  person  in  the  event  of  the  original 
gift  failing,  and  the  canon  of  construction  relied  on  by  the  Courts  would  produce 
consequences  contrary  to  that  intention,  effect  should  be  given  to  the  wishes  of  the 
testator,  and  the  appellant  was,  therefore,  held  entitled  to  the  property.  The  true 
doctrine  is  that  when  an  intention  in  a  will  is  discovered  to  benefit  X.,  the  document 
must  be  so  construed  to  give  effect  to  that  intention;  that  is,  the  paramount  and 
manifest  intention  of  the  author  of  a  will  must  not  be  defeated  because  he  has  tried 
to  give  effect  to  it  in  words  which,  in  another  will,  have  been  held  to  indicate  a 
different  intention.    Lucas  Tooth  v.  Lucas  Tooth  (1921,  65  S.J.  377). 


Books  of  the  Month. 

FUNDAMENTALS  OF  ACCOUNTANCY.  By  L.  R.  Dicksee,  M.Com.,  F.C.A. 
The  Accountant  .Students'  Library.  Vol.  I.  8|  x  5|,  vi  +  55  pp.  5s.  ^os^ 
free  5s.  3d.  [Readers  of  the  Journal  will  hardly  need  a  recommendation  from 
us  to  add  this  valuable  text-book  to  their  library.  They  will  find  it  a  great  advan- 
tage to  have  these  articles,  which  have  already  appeared  in  these  columns,  all 
together  in  book  form.  It  is  a  book  which  every  articled  clerk  and  student  of 
accountancv  should  read.] 

THE  LAW  AND  PRACTICE  RELATING  TO  THE  STAMPING  OF  COMMER-  . 
CIAL  DOCUMENTS.  By  Albert  Crew.  8|x5i  xix4-i64  pp.  8s.  n.  Post 
free  8s.  6d.  [This  is  a  very  useful  work,  giving  in  summary  form  the  law 
and  practice  relating  to  the  stamping  of  commercial  and  other  documents  and 
instruments,  and  dealing  with  the  subject  chiefly  from  a  commercial  point  of 
view.] 

THE  STUDENTS'  NOTE  BOOK.  8^x5^.  248  pp.  iis.  6d.  Post  free  12s.  6d. 
[Thic  book  is  issued  by  the  Metropolitan  College,  St.  Albans,  with  a  view  to 
assistin.:*  students  preparing  for  accountancy  and  secretarial  examinations.  The 
main  headings  of  all  the  subjects  required  for  these  examinations  are  noted,  and 
the  book  is  interleaved  throughout  with  blank  pages  for  the  students'  own  notes. 
It  should  be  found  very  helpful  bv  students  revising  for  examinations.] 

BANKRUPTCY  DEEDS  OF  ARRANGEMENT  AND  BILLS  OF  SALE.  By  W. 
Valentine  Ball,  M.A.  8|  x  5i,  vi 4-370  pp.  12s.  6d.  n.  Post  free  13s.  3d.  [The 
fourth  edition  of  this  very  useful  work  has  been  thoroughly  revised.  It  is  a 
book  we  can  thoroughly  recommend  to  students  of  Bankruptcy  Law.] 
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Students'  Society  Notes. 

The  Chartered  Accountant  Students  Society  of  London. 

Mr.  William  Cash,  F.CA.  (Vice-President  of  the  Institute),  took  the  chair  at  the 
Joint  Debate  with  the  Nottingham  Chartered  Accountants  Students'  Society  on  the 
28th  February.  Mr.  A.  R.  Sweet,  A.C.A.  (London)  proposed  :  '*  That  in  view  of 
*'  the  fact  that  the  present  abnormal  National  Debt  has  been  incurred  by  this 
*'  generation,  it  would  be  unjust  to  leave  to  posterity  the  burden  of  its  redemption." 
Mr,  T.  Y.  Whittingdale,  A.C.A.,  seconded  the  motion,  and  Mr.  N.  D.  Ashley,  B.A., 
spoke  in  support.  The  Nottingham  Society  took  the  opposition,  and  were  well 
represented  by  Messrs.  W.  B.  Cullen,  C.  C.  Forrest,  and  J.  Sargeant.  About  125 
members  attended  the  meeting,  and,  after  considerable  discussion,  the  resolution 
was  lost  by  more  than  joo  votes. 

At  the  meeting  on  Wednesday,  9th  March,  three  "  Ten  Minutes  Papers  "  were 
read  to  the  Society.  The  subjects  were  "  Sterling  Accounts  of  Foreign  Branches," 
by  Mr.  R.  C.  Sheen,  A.C.A. ;  "  Notes  on  the  Installation  of  a  Costing  System  in  a 
Small  Business,"  by  Mr.  E.  J.Stone;  and  "A  Few  Hints  on  Study  for  the  Young 
Student,"  by  Mr.  A.  R.  Sweet,  A.C.A.  Mr.  F.  J.  B.  Gardner,  M.'C,  A.C.A.,  pre- 
sided over  the  meeting,  at  which  about  130  members  were  present. 

The  Rt.  Hon.  Sir  John  Simon,  K.C.V.O.,  K.C.,  presided  at  the  meeting  on  the 
i6th  March,  when  Mr.  J.  Wylie,  C.B.E.,  Barrister-at-Law,  delivered  a  lecture  "  Bills 
of  Exchange."  One  hundred  and  fifty  members  were  present.  A  report  of  the  lecture 
will  appear  in  The  Accountant  in  due  course. 

The  remaining  meetings  in  connection  with  the  Spring  programme  are  as 
follows  : — 

April  ^th,  Tuesday  —  Joint  debate  with  Chartered  Secretaries  Students'  Society. 
Particulars  of  the  subject  of  discussion  and  place  of  meeting  will  be  posted  to 
members. 

April  i^th. — Lecture,  *'  Insurance  Underwriters'  Accounts,"  by  Mr.  W.  E.  Newman, 

A.C.A.    Chairman,  Mr.  J.  Myers,  F.CA. 
April  20th. — Thirty-eighth  Annual  General  Meeting. 

Sheffield  Chartered  Accountants  Students'  Society. 

Following  our  usual  course,  we  append  a  short  summary  of  our  lectures  during  the 
last  few  weeks  :  — 

February  23rd. — Mr.  J.  C.  Auty  (solicitor)  gave  a  lecture  on  "  The  Duties  of  an 
Executor."  This  was  of  a  very  practical  nature,  and  threw  fresh  light  on  the  subject 
at  issue,  proving  of  special  value  to  Intermediate  students. 

March  2nd. — Mr.  C.  S.  Dickie,  C.A.,  gave  a  most  enjoyable  lecture  on  "  Economics 
in  Relation  to  Industry."  He  outlined  the  causes  of  the  present  trade  depression, 
and  suggested  means  for  the  deflation  of  currency  and  the  reduction  of  our  floating 
debt.  He  dealt  in  detail  with  the  liquidation  of  the  heavy  indemnity  due  to  this 
country  by  Germany,  and  invited  a  discussion  amongst  members  on  this  most 
important  problem.  His  invitation  being  taken  up  by  several  members,  a  lively 
discussion  followed. 

March  9th. — Mr.  H.  Edgar  Jenkinson,  F.C.A.,  gave  a  paper  on  "  Some  Notes  on 
the  Voluntary  Liquidation  of  Insolvent  Companies."  The  procedure  in  voluntary 
winding-up  was  dealt  with  from  the  standpoint  of  the  Accountant  Liquidator,  and 
things  were  made  perceptibly  easier  for  our  Final  students. 

We  regret  that  the  lecture  for  March  i6th  had  to  be  cancelled,  as  the  lecturer, 
Mr.  Fogg  (Union  Bank  of  Manchester,  Ltd.)  was  prevented  from  coming  owing  to 
extreme  pressure  of  business. 

South  Wales  and  Monmouthshire  Chartered  Accountant  Students' 

Society. 

On  Wednesday,  2nd  March,  the  members  of  the  Bristol  Students'  Society  paid  a 
visit  to  Cardiff  for  the  purpose  of  playing  a  Rugby  football  match  with  our  Society. 
Last  June  we  met  at  cricket,  and  our  members  were  anxious  to  avenge  the  heavy 
defeat  then  administered.  The  game  was  played  on  the  Cae  Syr  Dafydd  (by  kind 
permission  of  the  University  College  Sports  Committee),  and  the  conditions,  unlike 
those  at  Weston  in  June,  were  perfect.  It  was  a  well-contested  game,  and  although 
victory  fell  to  the  Welshmen  to  the  tune  of  19  points  to  nil,  the  Bristolians  nevei 
relaxed  their  efforts.  Tries  were  scored  for  us  by  D.  E.  Williams  (2),  S.  L,  H. 
Williams,  T.  A.  Onions,  and  V.  Holland,  while  Glyn  Lewis  dropped  a  beautiful 
goal. 
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After  the  match,  the  members  of  both  Societies  met  at  the  Dorothy  Cafe,  where  the 
home  members  were  given  an  opportunity  of  welcoming  the  visitors.  At  the  close  of 
tea,  Messrs.  Ernest  Jenkins  and  W.  J.  James  expressed" the  pleasure  felt  by  our  mem- 
bers at  the  visit  of  the  Bristol  Society,  and  Mr.  F.  M.  Fn,',  B.A.,  responded  on  their 
behalf.  A  vote  of  thanks  to  the  referee,  Mr.  C.  Ryder,  "was  also  proposed  bv  Mr. 
Dennis  H.  Morgan,  A.C.A.,  and,  in  reply,  Mr,  Ryder  said  that  he  only  wished  that 
all  matches  at  which  he  officiated  were  played  in  such  a  splendid  spirit. 

Owing  to  the  poor  service  of  trains,  the  visitors  had  to  return  immediately  after 
tea,  and  they  were  escorted  to  the  station  by  a  number  of  the  home  members.  A  most 
enjovable  day  in  all  respects  !    Teams  :  — 

Bnstol.—F.  M.  Frv;  C.  X.  Hatcher,  H.  J.  Colmer,  E.  A.  Laurie,  J.  N.  Baker; 
A.  E.  D.  Tribe,  E.  S.  Cotton;  W.  S.  C.  Tullv,  H.  J.  Goddard,  I..  H.  Hatcher,  F.  R. 
Cottell,  P.  W.  Hort,  F.  L.  K.  Crowe,  A.  H.  Just,  H.  L.  Bourne. 

South  Wales.— H.  A.  Jenkins;  S.  L.  H.  Williams,  W.  E.  Harries,  W.  J.  James, 
R.  Morris;  T.  A.  Onions,  G.  G.  Lewis;  E.  J.  Jenkins,  G.  H.  Bond,  H.  L.  Pope, 
C.  Shaw,  D.  E.  Williams,  V.  Holland,  T.  D.  Evans,  Fussel. 

Economics  has  been  to  the  fore  this  month  in  our  meeting>.  On  nth  March,  Mr. 
P.  E.  Robathan,  C.A.,  gave  a  lecture  on  "  The  Value  of  Economics  to  the  Account- 
ant," and  on  the  25th  February  the  members  of  the  Students'  Society  were  invited 
to  a  lecture  given  before  the  Senior  Society  by  Mr.  Dennis  H.  Morgan,  A.C.A. ,  on 
"  An  Elementary  Outline  of  Economics."  7"he  session  is  drawing  to  a  close,  but  our 
hopes  for  a  useful  session  have  been  more  than  justified. 


The  National  Guild  of  Accountants*  Clerks. 

By  the  General  Secretary. 

That  accountants'  clerks  are  now  becoming  fully  alive  to  the  great  necessity  for 
organised  effort  in  order  to  effect  improvements  in  their  general  conditions  is 
evident  from  the  enthusiastic  meetings  which  have  been  held  during  the  past 
month. 

If  there  were  no  other  cause  for  dissatisfaction  but  the  salary  question,  there  would 
still  be  ample  justification  for  the  existence  of  the  National  Guild,  but  the  general 
rate  of  remuneration  throughout  the  country  is  so  inadequate  and  unequal  as  to 
constitute  the  first  consideration  in  the  National  programme  of  the  Guild. 

Accountants'  clerks  are  beginning  to  view  with  apprehension  the  gradual  fall  in  the 
cost  of  living.  This,  logically  speaking,  should  be  otherwise,  but  the  consequent  loss 
of  the  doles  which  have  been  meted  out  to  very  many  in  the  names  of  "  increases  " 
and  "  bonuses  "  that  will  inevitably  follow  such  fall,  cannot  fail  to  cause  the  average 
employee  to  review  his  economic  position.  It  is  the  policy  of  the  Guild  to  raise  the 
pre-war  standard  of  salary  paid,  on  the  ground  that  the  accountants'  clerk,  as  a 
direct  fee-earning  agent,  was  never  at  any  time  paid  an  economic  wage  comparable 
to  his  economic  worth. 

The  scale  to  be  adopted  by  the  Guild,  and  shortly  to  be  issued  as  part  of  the 
National  programme,  fixes  the  absolute  economic  minimum  for  each  grade,  below 
which  it  is  intended  that  no  reductions  be  made.  The  basis  for  the  classification, 
with  one  exception,  is  efficiency  and  ability,  with  the  right  to  promotion  based  on 
these  two  factors,  coupled  with  seniority. 

It  is  maintained  that  with  the  adoption  of  such  a  scale  there  will  then  be  no 
cause  for  the  assertion  that  has  so  frequently  been  made  by  employers,  that  there  are 
now  no  good  "  senior  clerks."  The  best  men  will  remain  in  the  profession  instead 
of,  as  now,  merely  using  it  as  a  jumping-ofT  ground  for  more  remunerative  employ- 
ment elsewhere. 

Every  accountants'  clerk  is,  therefore,  urged  to  organise  in  order  to  secure 
remuneration  commensurate  with  worth  and  join  his  National  Guild,  and  not  to  wait 
until  it  is  too  late  to  call  a  halt  in  the  process  of  reduction,  which  has  already  begun. 
Further  particulars  relative  to  the  Guild's  activities  may  be  had  from  the  General 
.Secretary,  22  W^albrook,  E.C.  4. 


The  Economics  of  the  Money  Market. 

By  John  A.  Todd.  B.L. 

The  following  Lectures y  which  we  reproduce  by  kind 
permission  from  Barclay's  Bank  Monthly  Review,''  were 
delivered  by  Prof .  John  A .  Todd,  B .L.y  Lecturer  in  Economics , 
Balliol  College,  Oxford,  to  the  Staff  of  Barclay's  Bank,  Ltd. 
The  student  will  find  the  economic  principles  underlying  the 
complex  organisation  of  the  money  market  clearly  explained. 
As  the  author  says,  "  Money  in  all  its  shapes  and  forms  avui 
in  the  fidfilling  of  its  many  functions  is  a  great  and  most 
interesting  service,"  and  a  knowledge  of  these  functions  is 
essential  to  every  student  of  accountancy. 

I. — The  Market  for  Money  and  the  Money  Market. 

The  idea  which  I  wish  to  emphasise  in  this  course  of  lectures  is  that  money 
is  a  commodity  like  many  others,  with  its  own  peculiar  and  highly  complex 
conditions  of  supply  and  demand,  its  market,  and  its  prices,  and  that  bankers 
are  merchants  of  money  in  its  different  forms.  The  object  of  the  title  of  this 
lecture  is  to  bring  out  the  fact  that  the  word  "market "  is  used  in  two  different 
senses  :  (i)  In  the  popular  sense  a  market  means  a  building  or  a  district  in 
which  the  trade  in  a  particular  commodity  is  carried  on,  such  as  Covent 
Garden  or  Billingsgate  ;  (2)  in  the  economic  sense  a  market  means  the  whole 
area  over  which  the  producers  and  consumers  of  a  commodity  are  spread, 
the  area  of  its  supply  and  demand.  Marshall's  definition  of  a  market  is 
"  Any  area  in  which  buyers  and  sellers  of  a  commodity  are  in  such  free 
communication  that  prices  tend  to  equate  easily."  It  was  to  such  a  market 
that  Jevons'  Law  of  Markets  or  Law  of  Indifference  applies.  "  In  the  same 
market  there  cannot  be  two  prices  for  the  same  commodity." 

Uniformity  of  price  is  the  essential  idea  of  an  economic  market,  and  this 
is  secured  by  free  communication  in  two  senses  of  the  term,  (i)  Mutual 
information  as  to  prices,  so  that  the  buyers  know  what  every  seller  is  charging, 
and  the  sellers  also  know  what  the  buyers  are  paying  to  their  competitors, 
and  (2)  mobility  of  the  supply  of  the  commodity  and  of  the  demand,  so  that 
if  prices  are  temporarily  cheaper  in  one  part  of  the  area  than  another  the 
buyers  can  go  there,  or,  conversely,  if  the  price  is  higher  in  one  section  than 
another,  the  supply  can  be  moved  to  a  more  profitable  area. 

The  extent  of  a  market  may  vary  greatly  in  respect  of  {a)  space  and  (5) 
time,  i.e.  a  market  may  be  either  local  or  international,  or  it  may  be  short 
or  long.    The  conditions  which  regulate  the  extent  of  a  market  in  either  of 
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these  respects  arise  chiefly  out  of  the  nature  of  the  commodity  as  follows  : — 
The  essentials  of  a  world-wide  market  are  that  the  commodity  should  be 
one  for  which  the  demand  is  universal,  like  cotton  ;  that  it  should  be  easily 
described,  sampled,  or  graded,  so  that  it  may  be  sold  without  being  seen,  and 
that  it  should  be  portable,  which  means  that  it  must  be  of  high  value  in 
proportion  to  its  cost  of  transport,  and  that  it  must  be  neither  fragile  nor 
perishable. 

Again,  the  extent  of  a  market  in  point  of  time  depends  on  whether  the 
commodity  is  perishable  or  the  reverse,  whether  the  demand  for  it  is  per- 
manent or  only  passing  or  seasonal,  and  whether  the  supply  is  either  (a)  confined 
to  the  existing  stock  without  possibility  of  reproduction,  (b)  a  regular  crop 
with  annual  variations  of  the  conditions  of  supply  or  demand,  or  (c)  like 
manufactured  goods,  of  which  the  supply  can  be  increased  as  required 
practically  without  limit,  e.g.  bicycles. 

The  uniform  market  price  is  fixed  by  the  conditions  of  supply  and  demand 
from  time  to  time.  Market  price  is  that  which  balances  or  "  equates  "  supplv 
and  demand,  the  price  at  which  the  amount  offered  for  sale  is  just  equal  to 
the  amount  demanded,  i.e.  the  price  at  which  buyers  are  willing  to  buy  just 
as  much  as  the  sellers  are  willing  to  sell .  Obviously,  both  supply  and  demand 
depend  on  price.  A  rise  in  price  makes  producers  more  willing  to  produce, 
and  buyers  less  willing  to  buy,  while  a  fall  in  prices  has  the  reverse  effect  in 
both  cases.  In  the  same  way  the  price  depends  on  the  supply  and  demand. 
If  a  large  supply  is  wanted  the  buyers  must  offer  a  good  price  to  induce 
increased  production.  If  the  sellers  have  only  a  small  quantity  to  dispose 
of,  they  will  be  able  to  do  so  at  a  high  price.  Thus  supply  and  demand  and 
prices  act  and  react  upon  each  other. 

The  methods  of  a  market  in  the  modern  sense  may  be  illustrated  from  the 
case  of  any  of  the  large  produce  markets  such  as  cotton,  but  these  methods 
have  been  largely  built  up  on  the  lines  of  the  greatest  market  of  all,  the  market 
for  money,  i.e.  the  Stock  Exchange.  The  fundamental  idea  of  these  methods 
is  to  arrive  at  means  of  doing  an  enormous  amount  of  work  in  the  shortest 
possible  time.  This  requires  two  things — (i)  the  utmost  guarantees  of 
bona  fides  on  the  part  of  all  those  authorised  to  deal  in  the  market,  so  as  to 
secure  the  sanctity  of  contracts — hence  the  restrictive  regulations  as  to 
admission  to  the  Stock  Exchange  ;  and  (2)  the  elaboration  of  methods  of 
sale  by  description  such  as  the  basis  price  of  cotton,  upon  which  all  future 
contracts  are  made.  This  is  in  the  first  place  a  method  of  shorthand  enabling 
sales  to  be  put  through  by  a  mere  word  and  a  nod  of  the  head.  It  also  makes 
it  possible  to  sell  by  telegraph,  which  tends  to  secure  uniformity  of  world 
prices  in  the  shortest  possible  time.  Again  the  system  of  sale  of  "  futures," 
as  opposed  to  "spot  "  transactions,  in  the  staple  commodities  leads  to  equalisa- 
tion of  prices  over  periods  of  time,  thus  tending  to  reduce  fluctuations  of 
prices,  e.g.  from  one  season  to  another. 
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The  economic  functions  of  a  market,  i.e.  its  uses  to  the  common  uell-being, 
are  not  as  sometimes  said  merely  to  enable  middlemen  to  make  a  living. 
The  real  function  of  a  market  is  to  bring  producer  and  consumer  together, 
to  utilise  existing  supplies  and  to  satisfy  demand.  By  so  doing  it  creates 
wealth,  for  wealth  consists  of  things  that  satisfy  human  wants,  and  a  com- 
modity cannot  satisfy  the  want  until  the  producer  and  consumer  are  brought 
together.  Further,  a  well-organised  market  creates  new  demand  by  guarantee- 
ing  the  supply,  and  induces  new  supplies  by  guaranteeing  the  demand. 

How  these  General  Principles  Apply  to  the  Market  for  Money. 

In  the  first  place,  it  is  clear  that  money  fulfils  to  the  fullest  possible  extent 
the  conditions  above  described  as  necessary  to  a  world-wide  market  and  a 
market  of  the  most  permanent  character.  To  make  this  clearer,  however, 
it  is  necessary  to  define  the  commodity  "  money"  more  clearly.  It  will 
then  be  possible  to  consider  the  supply  and  demand  of  money,  in  all  the 
different  senses  of  the  word,  the  market  conditions  and  methods,  and  the 
character  of  the  price. 

There  are  three  different  meanings  of  the  word  "money." 

I.  Currency  money  which  passes  freely  from  hand  to  hand  without  refer- 
ence to  the  character  of  credit  of  the  person  tendering  it.  This  includes 
(a)  Standard  or  legal  tender  money,  which  is  always  metallic,  and  in  this 
country  is  gold  alone.  It  possesses  full  intrinsic  value,  i.e.  its  bullion  value 
must  always  be  equal  to  its  legal  tender  value.  (6)  Token  money,  silver  and 
copper  only  in  this  country,  of  which  the  intrinsic  value  is  normally  less  than 
the  face  value,  and  which  is  therefore  not  legal  tender,  for  note  that  restricted 
legal  tender  which  these  token  currencies  enjoy  in  this  country  is  a  contradic- 
tion in  terms,  (c)  Paper  money ;  this  again  must  be  classified  as  :  (i) 
Representative,  which  is  merely  a  document  of  title  to  a  store  of  bullion  or 
coins  lying  under  safe  custody,  earmarked  for  the  redemption  of  the  paper 
money  whenever  required  ;  our  Bank  of  England  notes  are  practically  of 
this  kind.  (2)  Fiduciar\^  paper  money  which  depends  on  the  confidence  of 
the  public  in  the  promise  of  the  party  issuing  the  paper.  Technically,  the 
Bank  of  England  notes  are  of  this  character  in  so  far  as  the  "  authorised 
issue  "  is  concerned  ;  and  (3)  Conventional  or  Inconvertible  paper  money, 
which  represents  nothing  and  promises  nothing,  yet  which,  under  certain 
conditions,  does  fulfil  the  purposes  of  mone}^  as  a  means  of  exchange 
perfectly  well. 

II.  Credit. — Though  not  commonly  recognised,  our  modern  credit  system 
reall^^  covers  two  ideas — [a)  certain  methods  of  paying  debt  or  doing  money's 
work  without  the  actual  passing  of  any  currency  at  all,  e.g.  by  cheques, 
and  (&)  the  system  of  borrowing  and  lending  money,  generally  on  short 
periods,  which  is  embodied  in  the  Joint  Stock  Bank  system  of  deposits  and 
discounts,  in  the  fullest  sense  of  these  two  terms.  It  is  very  striking  to  note 
how  intimately  these  two  ideas  are  connected  with  each  other,  both  in  regard 
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to  their  historical  development  and  in  respect  of  the  form  of  document  by 
which  they  are  carried  out.  Thus  a  cheque  is  a  bill  of  exchange  within  the 
meaning  of  the  Bills  of  Exchange  Act,  but  from  the  point  of  view  of  the 
banker  or  a  tradesman  there  is  all  the  difference  between  payment  by  cheque- 
which  is  cash,  and  by  bill,  which  is  credit  or  deferred  payment.  I  prefer, 
however,  to  include  cheques  as  credit  papers,  rather  than  as  currency,  because 
they  do  actuall}^  belong  to  our  banking  system,  rather  than  to  the  currency 
system,  and,  as  a  matter  of  fact,  the  conditions  which  affect  their  use  arise 
out  of  the  conditions  of  the  money  market,  which  depend  upon  the  state  of 
credit. 

It  is  interesting  to  attempt  an  estimate  of  the  relative  amount  of  our 
money's  work  in  this  country  which  is  done  by  currency  and  by  credit  papers 
respectively.  Of  the  latter  a  very  incomplete  indication  may  be  taken  from 
the  turnover  of  the  Clearing  House,  which  in  1919  gave  a  daily  average  of 
{94,000,000,  or  just  about  £2  per  head  per  day  of  the  total  population.  It 
is  extremely  improbable  that  the  average  expenditure  of  the  whole  popula- 
tion in  currency  would  average  los.  per  head  per  day,  so  that  the  amount 
of  money's  work  done  without  currency  must  be  at  least  four  times  as  great 
as  that  done  in  currency. 

III.  Capital. — While  the  discount  system  provides  much  of  the  money 
borrowed  on  short  terms  for  industrial  and  commercial  purposes  from  the 
Joint  Stock  Banks,  the  greater  part  of  the  money  invested  permanently  in 
industry  and  commerce  is  in  the  form  of  stocks,  shares,  and  debentures  of 
companies  and  the  like,  which  might  be  called  fixed  capital  as  contrasted 
with  the  circulating  capital  of  discounts.  The  real  distinction  between 
the  two  is  that  capital,  in  the  sense  in  which  the  word  is  here  used,  means 
money  borrowed  on  longer  terms. 

For  each  of  these  three  different  kinds  of  money  let  us  now  consider  the 
supply,  the  demand,  the  market,  and  the  price. 

I.  Currency. — {a)  For  the  supply  of  metallic  money,  both  standard  and 
token,  we  are  dependent  on  the  Mint,  which  issues  its  supplies  through  the 
Bank  of  England.  For  the  supply  of  bank  notes  England  is  again  dependent 
almost  entirely  on  the  Bank  of  England,  the  total  amount  of  the  pre-1844 
private  issues  which  still  survive  being  now  reduced  almost  to  vanishing 
point.  The  issue  of  these  notes  is  vested  in  the  Issue  Department  and  is 
controlled  by  the  Bank  Act  of  1844.  Under  the  same  system  the  large 
Joint  Stock  Banks  of  Scotland  and  England  also  issue  notes  on  conditions 
similar  to  those  of  the  Bank  of  England,  with  the  exception  that  the  latter 
are  legal  tender  in  England  only,  and,  of  course,  not  by  the  Bank  itself  (which 
must  redeem  the  notes  in  gold  when  required).  The  Scotch  and  Irish  notes 
were  also  given  the  privilege  of  legal  tender  during  the  war,  but  this  has  now 
been  withdrawn. 

The  war  has  also  introduced  us  to  the  Treasury  Notes  or  Government 
currency  notes,  which  are  entirely  in  the  hands  of  the  Government,  though 
issued  through  the  Bank  of  England  to  the  Joint  Stock  and  other  Banks. 
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The  total  amount  of  currency  in  all  these  senses  was  recently  estimated 
as  follows  : — 


(6)  The  demand  for  currency  in  this  country  depends  mainly  on  the  require- 
ments of  the  banks  for  till  money,  which,  again,  depends  on  the  public 
requirements  for  money  in  their  pockets,  e.g.  for  the  payment  of  wages  and 
for  ordinary  shopkeeping  purposes.  The  most  characteristic  movement  in 
the  demand  is  the  seasonal  fluctuation  at  bank  holidays,  Christmas  time,  &c. 

(c)  There  is  no  market  for  money  in  this  country,  in  the  ordinary  sense  of 
the  word.  The  supply  is  given  freely  by  the  Bank  of  England  whenever 
required,  at  fixed  prices.  It  is,  of  course,  quite  otherwise  in  many  other 
countries,  especially  Oriental,  where  the  amount  of  silver  or  copper  change 
obtainable  for  the  nominal  standard  coin  is  a  matter  of  negotiation  with 
the  money  changer  and  varies  from  day  to  day. 

[d)  The  prices  of  currency  in  this  country  are  fixed  and  have  never  varied 
since  the  present  currency  regime  began  in  1816.  A  gold  sovereign  contains 
7.98805  grammes  of  gold  of  the  fixed  standard  of  eleven-twelfths  fine,  which 
means  that  standard  gold  is  worth  1'^  17s.  io|d.  per  oz.,  or,  in  other  words, 
that  40  Ibs.Troy,  i.e.  480  ozs.  of  standard  gold  are  coined  into  1,869  sovereigns. 
The  prices  of  the  silver  and  copper  token  currency  are  fixed  in  relation  to 
the  gold  standard  coin,  and  have  never  varied  even  to-day,  when,  owing  to 
the  phenomenal  rise  in  the  gold  price  of  silver  the  shilling  is  now  worth  about 
IS.  4d.  This,  however,  like  the  fact  that  the  nominal  price  of  gold  has  been 
as  high  as  £6  os.  lod.  per  oz.,  is  more  a  matter  of  the  foreign  exchanges  than 
a  real  price  of  silver.  Fortunately,  copper  has  not  given  any  similar  trouble, 
as  the  present  price  is  only  about  .8d.  per  oz.,  and  it  takes  three  pennies  to 
make  an  ounce  weight. 

But  while  the  prices  of  our  currency  have  remai'ned  fixed,  their  values, 
which  are  a  very  different  thing,  have  suffered  serious  depreciation  during 
the  war.  The  value  of  money  is  its  purchasing  power,  and  is  in  inverse  ratio 
to  the  rise  of  prices,  and  from  that  point  of  view  our  experience  during  the 
war  has  been  very  unsatisfactory. 

II.  Credit. — (a)  For  the  supply  of  money  upon  which  the  credit  system 
works  we  are  indebted  to  the  Joint  Stock  and  private  banks  of  the  country  j 
including,  of  course,  the  Bank  of  England  itself-  In  addition  to  these  home 
sources  of  supply  we  also  receive  considerable  supplies  of  loanable  money 
from  foreign  sources,  which  finds  its  way  to  London  as  the  central  money 
market  of  the  world. 

(6)  In  the  same  way  the  demand  for  credit  springs  from  the  country's 
internal  trade  in  the  first  place,  and  also  from  the  enormous  amount  of 
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financing  of  foreign  trade  which  is  done  through  London.  The  share  in 
this  demand  taken  by  Government  requirements  will  be  dealt  with  in  the 
third  lecture. 

(c)  The  market  for  credit  is  in  the  first  place  in  the  Joint  Stock  Banks 
throughout  the  country,  which  directly  supply  the  actual  requirements  of 
home  industry.  Prior  to  the  war  they  handed  over  to  Lombard  Street  such 
balance  of  their  funds  as  they  could  not  safely  employ  themselves  in  their 
discount  and  other  lending  business,  but  now  the  old  specialisation  of  the 
London  Money  Market  into  home  and  foreign  business  is  rapidly  disappear- 
ing, and  most  of  the  London  Joint  Stock  banks  are  doing  a  large  amount  of 
foreign  business.  Lombard  Street,  however,  still  receives  large  balances 
from  the  banks  and  other  sources  as  "  call  money,"  and  with  this  and  its 
own  resources  does  a  large  business  not  only  in  home  discounts  and  other 
home  business,  but  also  in  other  business  which  has  its  origin  in  foreign 
trade.    That  will  be  more  fully  dealt  with  in  the  second  lecture. 

(d)  The  prices  of  the  different  kinds  of  money  which  are  really  credit  are 
found  quoted  regularly  in  such  financial  journals  as  the  Economist,  where 
not  only  the  bank  rates,  the  London  rates  for  bankers'  drafts,  trade  bills. 
Treasury  bills,  deposit  rates,  short  loan  rates,  iS:c.,  are  quoted,  but  also  the 
corresponding  rates  in  foreign  countries  and  the  rates  of  exchange  between 
us  and  them. 

III.  Capital. — [a)  The  supply  is  drawn  from  the  enormous  and  constant 
savings  of  our  people  of  every  class,  which  depend  on  two  things — the  posses- 
sion of  a  surplus  and  the  security  which  is  essential  to  saving.  Of  the  latter 
a  very  important  feature  is  the  security  offered  by  good  investments,  and 
in  this  country  the  development  of  the  joint-stock  company  has  played  a 
very  large  part  in  this,  by  enabling  small  investors  to  take  a  limited  risk. 

(6)  The  demand  for  capital  comes  mainly  from  the  needs  of  our  industries 
(including  agriculture)  and  commerce,  as  well  as  from  the  demands  of  the 
State  and  of  municipal  and  other  local  authorities. 

(c)  The  market  for  capital  is  the  Stock  Exchange,  in  which  every  kind  of 
security  finds  its  level,  according  to  the  market  opinion  of  its  value  as  a  risk. 

{d)  The  prices  of  capital  of  every  kind  are  the  yields  of  different  classes  of 
investment  which  may  be  calculated  from  the  quotations  shown  in  the  lists 
of  the  Stock  Exchange,  from  gilt-edged  investments  down  through  other 
trustee  stocks  to  industrials  of  all  kinds,  and  purely  speculative  enterprises. 
To  this  must  be  added  the  opportunities  for  other  investments  not  dealt  in 
on  the  Stock  Exchange  such  as  the  real  estate  market. 

II. — Foreign  Trade  and  the  Foreign  Exchanges. 

In  considering  the  demand  for  money  for  foreign  business,  and  the  supply, 
it  is  interesting  to  recall  the  three  functions  of  money  and  to  see  how  the 
different  kinds  of  money  fulfil  these  functions  in  home  and  foreign  trade 
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respectively.  They  are  as  follows  :  (i)  As  the  means  of  exchange,  money 
breaks  up  barter  into  sale  and  purchase,  i.e.  into  two  acts  of  barter,  one  of 
goods  for  money,  called  sale,  and  the  other  of  money  for  goods,  called  purchase. 
(2)  As  everything  is  exchanged  for  money,  the  value  of  everything  comes  to 
be  expressed  in  terms  of  money,  and  money  becomes  the  common  measure  of 
value,  or  standard  of  value.  (3)  It  naturally  follows  that  money  becomes 
the  standard  of  deferred  payments,  or  Register  of  Debt.  Obligations  to 
repay  at  a  future  date,  instead  of  being  expressed  in  terms  of  the  goods 
out  of  which  the  obligation  arose,  are  expressed  in  terms  of  money.  For 
this  purpose,  it  is  essential  that  the  value  of  money  should  be  stable,  instead 
of  varying  from  time  to  time. 

In  home  trade  currency  is  the  primary  means  of  exchange  and  metallic 
money  is  the  standard  or  common  measure  of  value.  Credit  in  the  first  sense 
in  which  the  word  is  here  used,  viz.  means  of  doing  money's  work  without 
the  use  of  currency,  as  in  the  cheque  system,  is  also  a  means  of  exchange. 
Credit  in  the  other  sense  of  deferred  payment,  and  capital  in  the  sense  of 
money  invested  on  long  loans,  are  more  akin  to  the  idea  of  money  as  the 
standard  of  deferred  payment. 

In  foreign  trade,  currency  plays  practically  no  part  as  a  means  of  exchange. 
Gold  is  used  to  a  small  extent,  but  rather  as  a  commodity  than  as  money. 
The  bulk  of  the  work  is  done  by  bank  drafts,  which  are  practically  cheques' 
bills  of  exchange,  and  other  credit  papers.  But  credit  in  the  other  sense, 
i.e.  deferred  payment  for  short  periods,  is  an  important  factor  in  foreign 
trade,  and  capital  in  the  sense  of  permanent  debt  also  enters  very  largely 
into  the  balance  of  trade. 

The  theory  of  international  trade  is  that  the  object  of  foreign  trade  being 
a  mutual  gain  of  subjective  utility,  each  country  should  produce  those  com- 
modities in  which  it  has  the  greatest  natural  advantages,  and  export  the 
balance  of  that  commodity  (over  its  home  requirements)  in  payment  of 
other  commodities  which  it  can  get  from  abroad  with  advantage,  either 
because  it  cannot  produce  them  at  all  at  home,  or  because  it  can  import  them 
more  cheaply.  This  theory  of  comparative  cost,  as  it  is  called,  may  result 
in  the  paradox  that  it  pays  a  country  to  import  goods  which  it  could  produce 
more  cheaply  at  home,  if  by  so  doing  it  can  devote  its  energies  to  the  produc- 
tion of  other  goods  in  which  it  has  a  still  greater  advantage.  The  relative 
advantage  of  production  usually  resolves  itself  into  cheaper  cost  of  production. 

The  theory  of  the  Balance  of  Trade  is  that  each  country  must  pay  for  its 
imports  with  its  exports,  and  take  payment  of  its  exports  in  imports.  But 
to  make  this  true,  a  wide  definition  of  "  Trade  "  must  be  taken,  so  as  to 
include  more  than  physical  goods,  e.g.  services,  such  as  transport,  for  which 
freight  is  payable  (out  of  the  enhanced  value  of  the  goods),  banking,  insur- 
ance, and  other  commissions,  and  services  to  tourists.  But  the  most 
important  factor  in  the  adjustment  of  the  balance  of  trade  is  the  creation 
or  extinction  of  debt  or  the  payment  of  interest  thereon. 
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The  balance  of  trade  was  supposed,  before  the  war,  to  be  maintained 
by  the  variation  of  the  rate  of  exchange,  because  the  price  of  foreign  bills 
depends  on  the  relations  of  supply  and  demand,  which  again  depend  on 
exports  and  imports.  If  there  was,  say,  an  excess  of  imports,  the  demand 
for  bills  put  up  the  rate  of  exchange  until  it  touched  the  gold  points,  when 
gold  was  exported.  But  the  actual  movement  of  gold  was  never  large  enough 
to  affect  the  balance  of  trade  seriously,  and  it  is  now  clear,  as  the  result  of 
the  experience  of  the  war,  that  gold  never  could  be  exported  in  sufficient 
quantity  to  meet  a  really  large  excess  of  imports  because  (i)  no  nation  has 
sufficient  gold  to  do  so,  and  (2)  no  nation  could  take  payment  in  gold  to  any 
really  large  extent.  The  real  effect  of  the  movement  of  gold  was  brought 
about  in  another  way.  Owing  to  our  centralised  bank  reserve  system,  the 
effect  of  a  drain  of  gold  was  to  make  the  Bank  of  England  raise  the  bank  rate. 
This  produced  a  stringency  in  the  money  market  affecting  home  as  well  as 
foreign  requirements,  by  restricting  discounts  and  causing  a  contraction  of 
credit.  This  tended  to  produce  a  contraction  of  speculation,  a  fall  in  prices, 
and  a  general  condition  of  tightness,  which  restricted  imports  and  in  course 
of  time  encouraged  exports.  In  the  meantime,  the  raising  of  the  bank  rate 
caused  the  rate  of  exchange  to  move  in  favour  of  this  country,  thus  making 
it  more  attractive  to  send  money  into  this  country  instead  of  taking  gold 
out.  Thus  the  gold  movement  merely  acted  as  a  trigger  setting  in  motion 
a  series  of  forces,  all  of  which  tended  to  counteract  the  causes  which  had 
originally  produced  the  rise  in  the  rate  of  exchange.  But  the  real  cure  was 
the  movement  of  money  to  London,  i.e.  it  meant  that  foreign  countries  lent 
money  to  London  to  square  the  excess  of  imports.  Thus  the  real  balance  of 
trade  was  not  gold,  but  credit,  and  a  continual  process  went  on  in  this  way 
of  creation  or  extinction  of  debt  (as  well  as  the  payment  of  interest  on  existing 
debt)  which  really  meant  that  the  balancing  of  goods  against  goods  was 
postponed.  Payment  must  ultimately  be  made  in  goods  ;  but  for  the  time 
being  they  were  paid  for  by  credit,  i.e.  they  were  not  paid  for  at  all. 

Thus  the  balance  of  trade  was  never  true  at  any  one  period,  nor  in  any 
one  year,  nor  between  any  two  countries.  It  wais  never  true  of  goods,  i.e. 
"  trade  "  alone.  Every  country  was  all  the  time  creating  new  debt,  paying 
interest  on  old,  or  extinguishing  old  debt,  and  all  in  the  form  of  exports  or 
imports  of  goods  and  services  as  required. 

It  appears,  therefore,  that  the  rate  of  exchange  was  never,  as  we  were 
inclined  to  think  before  the  war,  the  regulator  of  foreign  trade,  but  only  the 
barometer  of  the  tendencies  of  trade,  and  that  the  movement  of  gold  was  not 
the  balancer  of  the  unequal  exports  and  imports  of  goods,  but  that  the  real 
"  closing  entry  "  on  one  side  or  the  other  of  the  periodical  Balance  Sheet  was 
credit,  either  in  the  form  of  temporary  finance  or  permanent  debt,  including 
the  sale  of  foreign  securities  from  time  to  time. 

The  experience  of  the  war  has  brought  this  home  to  us,  because  it  upset 
the  normal  balance  of  trade  so  completely.    In  our  case,  for  instance,  this 
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was  due  (i)  to  the  stoppage  of  trade  relations  with  the  enemy  countries,  thus 
upsetting  the  many-sided  character  of  the  normal  balance  of  trade,  which 
is  not  direct  between  any  two  countries,  but  indirect  through  many  countries. 
(2)  By  the  changes  it  made  in  our  own  internal  production.  Owing  to  the 
need  of  munitions,  many  of  our  industries  were  turned  over  to  their  manu- 
facture, fewer  goods  were  made  for  export,  and  we  had  to  import  enormous 
quantities  of  raw  materials  and  finished  munitions  from  various  countries. 
Thus  our  trade  suffered  an  entirely  new  orientation.  Our  exports  to  neutrals 
fell  off  and  our  imports  from  them  increased  enormously,  with  the  result 
that  we  became  debtor  to  countries  of  whom  we  had  always  been  creditor. 
On  the  other  hand,  we  were  running  up  enormous  credits  against  our  Allies 
to  whom  we  were  supplying  war  goods  of  all  kinds. 

When  the  balance  of  trade  with  America,  for  instance,  began  to  go  against 
us  like  this,  we  tried  to  meet  it  in  the  old  way  by  raising  the  bank  rate,  in 
the  hope  of  correcting  the  exchanges,  and  exporting  gold.  But  America  soon 
had  enough  gold,  and  still  the  exchanges  went  down.  Thus  we  had  to  organise 
the  sale  of  securities  on  a  large  scale,  and,  finally,  to  create  new  securities  by 
borrowing  largel}?"  from  the  United  States.  It  was  in  this  way  that  the 
exchanges  were  "  pegged,"  i.e.  maintained  at  artificial  fixed  levels  during 
the  war,  and  our  heavy  purchases  financed. 

Now  that  the  war  is  over  and  the  blockade  is  being  relaxed,  the  position 
of  foreign  trade  is  still  completely  upset ;  the  half-starved  countries  of 
Europe  are  in  urgent  need  of  food,  clothing,  and  raw  materials,  and  cannot 
pay  for  these  immediately  in  goods.  Their  exchanges  are  therefore  more 
adverse  than  ever,  and  as  we  have  to  finance  them  to  a  large  extent  with  our 
own  goods  and  with  America,  our  own  exchanges  with  America  have  gone 
heavily  against  us  since  they  were  unpegged  in  March  191 9.  But,  as  will 
be  seen  from  the  following  table,  our  own  balance  of  trade  is  not  nearly  so 
bad  as  people  think,  especially  if  it  be  taken  not  merely  on  present  inflated 
prices,  but  in  comparison  with  the  price  levels  of  a  normal  pre-war  year,  say, 
1900 : — 


In  Millions  of  Pounds. 


Period 

Imports 

Exports 

Apparent 
Excess 
of  Imports 

Index  Nos. 
of  Prices 

Apparent 
Excess  on 
igoo  Basis 

1900 

523-1 

354-7 

168.7 

100 

169 

1913 

768.7 

634.8 

133-9 

1 16.5 

115 

1914 

696.6 

526.2 

170.4 

117-3 

145 

1915 

851.9 

483.9 

368.0 

143-9 

255 

1916 

948.5 

603.8 

■344-7 

J86.5 

185 

1917 

1,064.2 

596.8 

+674 

243. c 

192 

igi8 

Ir3I9-3 

529-4 

789.9 

267.4 

293 

1,635.5 

962.6 

672.9 

296.3 

227 
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"■ 

Appcircnt 

Period 

P  "-^ 

p  s 

Gxcess  on 

of  Imports 

of  Prices 

1900  Basis 

Jan. 

154-5 

51.9 

S2.6 

288.5 

29 

Feb. 

107. 1 

52.0 

55-1 

289.8 

19 

March 

io5.b 

62.1 

43.7 

296.3 

15 

April 

112. 2 

7I.S 

40.4 

293.3 

^4 

May 

135-7 

75-6 

59-9 

274.7 

22 

June 

122.9 

76.5 

46.4 

■^77-7 

17 

July 

153-1 

77-1 

76.0 

281.4 

27 

August    . . 

i48.b 

90.1 

58.7 

299.7 

20 

Sept. 

148.6 

82.2 

66.4 

308.0 

22 

Oct. 

153-5 

98.7 

54.b 

319.3 

17 

Nov. 

145.6 

107.4 

36.2 

336.4 

II 

Dec. 

169.7 

1 17.0 

52.7 

345-6 

15 

Jan. 1920  . . 

^83.5 

131-3 

52.2 

Again,  while  the  rise  of  prices  inflates  our  imports,  it  also  adds  to  our 
invisible  exports,  e.g.  freights,  and  while  our  claims  for  debt  charges  against 
many  of  our  new  debtors  are  not  enforceable  for  the  moment,  interest  upon 
part  of  them  ought  to  be  recoverable  soon.  It  is  probable,  therefore,  that  our 
balance  of  trade,  if  we  stood  alone,  would  soon  right  itself  and  bring  us  back 
to  something  very  like  our  pre-war  position.  But  we  do  not  and  cannot  stand 
alone.  We  must  support  our  Allies  in  reconstruction,  as  we  did  in  war,  and 
now  we  have  also  the  burden  of  supporting  our  former  enemies,  or  they  may 
bring  us  down  too  in  the  crash  of  their  fall. 

That  means  that  they  must  receive  still  further  loans,  especially  of  food, 
clothing,  and  raw  materials,  before  they  can  begin  to  pay  interest  on  the  war 
debts  or,  in  the  case  of  enemy  countries,  any  sort  of  indemnity.  This  inevitably 
prevents  the  foreign  exchanges  from  returning  to  normal,  and  the  fact  that 
the  currencies  of  Europe  have,  in  many  cases,  been  so  monstrously  inflated, 
makes  their  exchanges  still  worse  ;  indeed,  so  bad  in  some  cases  as  to  be  almost 
beyond  hope  of  ever  getting  back  again  to  the  pre-war  standards. 

Under  these  conditions  there  is  no  quick  cure  for  the  trouble.  International 
action,  not  necessarily  Government  action,  may  help  a  great  deal.  Countries 
like  America  must]  realise  (i)  that  they  cannot  stop  trading  with  Europe, 
because  America  can  no  more  consume  her  own  raw  materials  than  Europe 
can  do  without  them  ;  (2)  that  they  cannot  be  paid  immediately  in  equiva- 
lent goods  for  these  exports  ;  (3)  that  they  cannot  take  payment  in  gold 
for  such  enormous  sums,  e.g.  America's  excess  of  exports  in  1919  was  said 
to  be  4,000  million  dollars,  and,  therefore,  (4)  they  must  give  credit.  That 
does  not  mean  that  the  seller  of  raw  cotton  must  be  out  of  his  money 
indefinitely  It  will  probably  be  done  by  the  constitution  of  large  "  trust  " 
companies  in  America,  which  will  buy  selected  European  securities  and  raise 
the  money  by  issuing  their  own  stock  to  American  investor-^ 

But  if  America  is  to  undertake  this  work,  she  will  probably  stipulate,  for 
her  own  protection  as  well  as  for  the  good  of  the  borrowers :  (i)  That  the 
goods  she  lends  must  be  used  for  production,  not  for  destruction,  such  as 
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war,  and  (2)  that  Europe  must  stop  the  further  excessive  issues  of  paper 
currency. 

This  means,  in  effect,  that  the  proposed  international  body  which  is  to 
regulate  this  new  financing  of  Europe  will,  in  effect,  be  a  financial  League 
of  Nations,  and  the  head  of  it  must  be  the  United  States,  which  refuses  to 

join  the  League  of  Nations. 

III. — Government  Finance. 

The  Government's  demand  for  money,  and  the  supply,  vary  greatly  in 
peace  and  in  war  time. 

In  peace  time  the  Government's  demand  for  currency  is  just  like  that  of 
any  other  large  administrative  office  or  employer  of  labour,  e.g.  for  the  Post 
Office  officials.  Most  of  its  payments  are  made  by  cheque.  It  requires  to 
borrow  considerable  sums  during  the  normal  year  because  many  of  its  pay- 
ments have  to  be  made  in  advance  of  the  recovery  of  the  taxes.  This  is 
done  usually  by  Ways  and  Means  Advances  from  the  Bank  of  England, 
though  during  the  present  century  the  method  of  Treasury  Bills  has  also 
been  largely  resorted  to,  even  before  the  war. 

In  normal  times  the  capital  requirements  of  the  Imperial  Government 
should  not  be  very  large  ;  but  those  of  the  local  governments  have  during 
the  past  century  been  increasing  rapidly  until  before  the  war  the  total  amount 
of  borrowings  by  local  authorities  was  about  as  much  as  the  National  Debt. 

The  Government  must,  as  a  rule,  cover  its  annual  expenditure  out  of  its 
annual  revenue.  The  Budget  should  provide  the  necessary  funds  for  all 
expenditure,  except  upon  productive  works  or  those  of  lasting  benefit,  which 
may  fairly  be  met  by  loans.  The  annual  budget,  however,  must  include 
provisions  for  a  sinking  fund  upon  such  loans. 

In  war  time,  however,  the  Government's  demand  for  money  of  all  kinds 
is  enormously  increased.  The  increase  of  the  fighting  forces  means  a  large 
increase  of  pay,  and  separation  allowances.  Munitions  wages  also  greatly 
increased  the  demand  for  currency,  and  the  unemployment  allowances  after 
the  Armistice  prolonged  this  demand.  Gratuities  on  demobilisation,  even 
quite  large  sums,  were,  it  is  said,  paid  in  currency  notes. 

The  extension  of  such  businesses  as  Messrs.  Cox  and  Co.  (the  Army  bankers) 
shows  how  the  Government's  payments  by  cheque  increased  during  the  war* 
To  meet  all  this  expenditure  the  Government  had  to  incur  abnormally  large 
amounts  of  floating  debt,  in  the  usual  forms,  and  also  others,  such  as 
Exchequer  Bonds,  National  War  Bonds,  War  Savings  Certificates,  &c.  The 
following  table  gives  certain  statistics  of  the  amounts  which  had  to  be  raised 
in  these  ways,  and  also  in  the  more  permanent  forms  of  funded  debt.  Similar 
figures  for  the  three  previous  great  wars  are  given  for  comparison. 

The  following  points  should  be  noted  in  these  statistics  : — 

(1)  The  total  cost  of  each  war. 

(2)  The  proportion  thereof  borne  out  of  taxation  during  the  war,  as 
compared  with  the  part  thrown  on  posterity  by  borrowing. 
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(3)  The  total  debt  remaining  at  the  end  of  the  war. 

(4)  The  capacity  of  the  country  to  bear  the  burden  of  post-war  finance 
as  indicated  by  the  national  income  per  head,  and  the  percentage 
of  the  taxation  to  that  income. 

U.K.  Finance  of  Previous  Wars  compared  with  the  Great  War. 


Founded  on  British   Association   Reports    (Economic  Section)  and  the 

"Economist." 


Napoleonic 
Wars 

Crimean  War 

■ 

Boer  War 

Great  War 
(Estimates) 

Cost  to  United  Kingdom 

Raised  by  taxation 
Percentage  of  total    . . 
War  Revenue  (.Annual) 

Raised  by  loans 
Percentage  of  total   . . 

1793— 1815 
22  years 
£831  millions 

£391  millions 
47 

£igi  millions 
£440  millions 

1854— 1856 
3  years 
£67^  millions 

£35i  millions 

'53 

£iii  millions 
£32  millions 

1899— 1902 
2  years 
£211  millions 

£68  millions 

32 

£25  millions 

£143  millions 
63 

1914— 31/12/19 
5  years 
£10,656  millions 
(gross) 
£3,374  millions 
32 

£109— £1,090 
millions 
£7,282  millions 
68 

Taxation  Beginning  and 
End  ok  War 

Begin- 
ning End 

Begin- 
ning End 

Begin- 
ning End 

Begin- 
ning End 

Annual  taxation  per  head    . . 
Annual  debt  charge  per  head 
National  income 

National  income  per  head  . . 
Taxation  per  cent,  of  income 

20/-  70/- 
13/-  35/- 
£250  £3^0 
mill.  mill. 
£17  £18 
6  20 

42/-  48/- 
22/-  23/- 
£500  £550 
mill.  mill. 
£20  £22 

1  " 

44/3  55/6 
11/6  13/6 
£1,600  £1,800 
mill.  mill. 
£40  £45 
5i  6J 

75/6  £24 
10/6     £7  lOS. 

£2,250  £4,000 
mill.  mill. 

■  £50  £80 
7i  30 

Of  the  total  cost  of  the  war  a.po\e  shown,  £1,8^2  millions  are  accounted 
for  by  loans  to  the  Dominions  and  our  Allies.  If  these  be  deducted  from  the 
total  cost,  the  percentage  of  the  net  total  raised  by  taxation  is  raised  to  38, 
a  very  satisfactory  figure  considering  the  enormous  cost  of  the  war.  The 
total  deadweight  debt  remaining  at  31st  December  1919  was  £7,998  millions, 
which  by  14th  February  had  been  reduced  by  ;^85  millions.  The  total  debt 
charge  included  in  the  Budget  for  1919-20  is  ;^36o  millions,  the  total 

figures  being  as  follows  : — Revenue,      1,1 68. 65    millions  ;  expenditure, 

;^i,642.29  millions  ;  deficit,  ;^473.64  millions. 

For  the  supply  of  these  enormous  sums  Government  had,  of  course,  to 
resort  to  abnormal  measures.  The  first  difficulty  in  the  pre-war  crisis  of  the 
last  week  of  July  191 4  was  the  shortage  of  currency,  due  to  the  insufficiency 
of  gold  and  the  fact  of  England  having  nothing  less  than  £5  notes.  It  was 
commonly  said  at  the  time  that  this  was  partly  due  to  the  policy  of  the  Joint 
Stock  Banks  in  refusing  gold,  and  it  is  very  desirable  that  the  facts  on  this 
point  should  be  stated  authoritatively.  In  any  case,  the  first  issue  of  currency 
notes  was  an  absolute  necessity,  because  the  country  had  run  dry  of  change, 
and,  secondly,  because  had  some  such  provision  not  been  made,  it  is  almost 
certain  there  would  have  been  a  run  on  the  banks  when  they  reopened  after 
the  prolonged  bank  holiday  and  they  would  have  had  no  money,  i.e.  currency 
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in  which  to  meet  their  obligations.  The  latter  fact  explains  the  metkodi 
adopted  for  the  issue  of  the  currency  notes,  namely,  through  the  banks,, 
which  were  authorised  to  borrow  them  from  the  Government  up  to  lo  per 
cent,  of  their  liabilities. 

The  subsequent  large  issues  of  currency  notes  have  raised  two  controversial 
points  with  regard  to  them  : — 

(1)  Are  they  convertible  ?  Undoubtedly  they  are,  technically,  for  tlie 
Act  specifically  provides  for  their  redemption  at  any  time  at  the  Bank  of 
England  in  gold,  which  is  more  than  they  are  legally  entitled  to,  for  being  a 
debt  of  under  £2,  they  could  have  been  paid  in  silver.  But  while  the  Bunk 
of  England  cannot  refuse  gold,  it  is  of  no  use  to  anyone,  because  it  can  neither 
be  exported  nor  melted  down  for  use  in  the  arts,  so  that  the  convertibility 
is  ineffective. 

(2)  Are  they  then  a  forced  currency  ?  Technically  again,  no,  because 
the  Government  does  not  issue  them  directly  to  its  creditors  in  payment  of 
its  own  debts.  The  notes  are  issued  through  the  Bank  of  England  against 
securities,  i.e.  Government  obligations  upon  which  interest  is  payable.  This 
interest  goes  into  the  Investment  Reserve  Account  in  the  Currency  Notes 
Return,  and  seems  to  be  used  for  the  writing  down  of  the  securities  as  their 
market  value  depreciates.  But  what  will  be  done  with  the  finaJ  balance 
of  this  account  if  and  when  the  currency  notes  are  finall}^  withdrawn  ? 
Practically  speaking,  the  immediate  effect  of  the  issue  of  currency  notes  was 
to  withdraw  perhaps  80  to  100  million  sovereigns  from  the  pockets  of  the 
public,  which  was  the  right  thing  to  do,  for  the  justification  of  a  giold  currency 
in  actual  circulation  has  always  been  that  it  formed  a  reservoir  of  gold  for 
use  in  an  emergency. 

It  is  more  difficult  to  come  to  any  reasoned  judgment  on  the  merits  or 
otherwise  of  the  Currency  Note  issue  in  the  later  years  of  the  war,  and 
especially  since  the  Armistice.  The  issue  still  went  on  increasing  up  till 
April  1 91 9,  when  after  a  slight  fall  for  a  few  months  it  went  up  to  a  new  record 
at  Christmas  time,  which,  of  course,  is  only  normal.  Since  then  it  has  been 
brought  down  to  the  lowest  point  since  April  last,  but  at  Hit  same  time  there 
has  been  a  marked  increase  in  the  issue  of  Bank  of  Engjand  notes  so  that 
there  is  no  actual  reduction  of  the  amount  of  paper  currency  in  circulation. 

It  is  very  striking  to  notice,  however,  that  since  the  Armistice  the  move- 
ment of  the  general  level  of  prices  as  shown  by  the  Indent  Numbers  has  given 
no  sign  whatever  of  any  relation  between  the  two,  in  facrt,  quite  the  contrary. 
Prices  were  falling  while  currency  note  issues  were  still  rising.  Then  in 
April,  when  currency  notes  were  reduced,  prices  began  to  rise  again,  and 
prices  are  still  rising,  while  the  issue  of  currency  notes  is  again  being  reduced. 
This  seems  to  indicate  that  since  the  Armistice, at  least,  we  must  look  elsewhere 
than  to  currency  notes  for  the  causes  of  the  movement  of  prices,and  remember- 
ing the  depressed  conditions  of  trade  immediately  after  the  Armistice  and 
its  recovery  since  last  April  it  is  very  eaisy  to  do  s#. 
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It  is,  however,  in  the  methods  adopted  by  the  Government  during  the 
war  to  meet  their  enormous  requirements  for  credit  and  capital  that  they 
have  been  subjected  to  the  most  general  criticism.  These  two  must  be  taken 
together  in  this  case,  because  the  distinction  between  floating  and  funded 
debt  t«  which  they  are  analogous,  has  almost  been  lost  sight  of  during  this 
war.  The  floating  debt  was  raised  (i)  by  Ways  and  Means  Advances  entirely 
faom  the  Bank  of  England  ;  (2)  by  Treasury  Bills,  Exchequer  Bonds,  National 
War  Bonds,  dc,  mostly  from  the  public,  but  largely  also  by  direct  borrowing 
from  the  banks  ;  (3)  by  War  Savings  Certificates  almost  entirely  direct  from 
the  public,  though  the  banks  may  have  assisted  temporarily  ;  (4)  by  large 
funded  loans  of  which  the  banks  took  up  considerable  amounts,  and  still 
further  amounts  were  taken  by  private  individuals  with  the  assistance  of 
the  banks  to  finance  them.  The  following  statistics  show  the  effect  of  all 
these  loans  upon  the  banking  statistics  of  the  country,  in  the  increase  of 
deposits  and  bank  investments.  Discounts  are  also  affected  because  some 
of  the  banks  included  Treasury  Bills  under  that  head. 

Banking  Statistics. 
Founded  mainly  on  the  "  Economist "  Banking  Numbers. 


December  31st 

Clearing    House  Re- 
turns   

Bank      Capital  and 
Reserves 

Deposits 

Note  issues 

Bank  of  England. . 
Scotch,  Irisa,  &c. . 

Cash  and  call  money. . 

Investments    . . 

Discounts 


1895 

1900 



1905 

1910 

1913 

1914 

1915 

1916 

1917 

1918 

7,593 

8,960 

12,288 



14,659 



16,436 

14,665 

13,408 

15,275 

19,121 

21,198 

124 

130 

132 

132 

132 

131 

130 

129 

132 

143 

731 

827 

863 

974 

1,104 

1,292 

1,407 

1,624 

1,872 

2,161 

40 

46 

44 

44 

47 

58 

64 

75 

88 

126 

26 

30 

29 

29 

30 

36 

35 

40 

46 

70 

14 

16 

15 

15 

17 

22 

29 

35 

42 

56 

210 

222 

250 

277 

328 

409 

381 

508 

586 

691 

213 

228 

223 

236 

223 

258 

473 

516 

540 

609 

476 

552 

567 

636 

736 

806 

745 

800 

969 

1,117 

It  will  be  seen  from  these  statistics  that  there  was  a  very  marked  increase 
of  the  total  deposits  during  the  war,  and  this  inflation  of  credit  undoubtedly 
helped  to  cause  the  rise  of  prices.  In  discussing  the  question,  however,  it 
must  not  be  forgotten  that  large  financing  was  required  for  the  production 
of  munitions  whether  by  the  Government  itself  or  by  private  factories,  and 
that  the  nation's  total  production  including  munitions  during  the  war  must 
have  been  several  times  greater  than  it  was  before  the  war,  especially  when 
the  rise  of  prices  began  to  take  its  effect. 

The  further  question  of  whether  the  policy  of  dear  money  first  inaugurated 
in  19 1 5,  subsequently  abandoned  by  Mr.  Bonar  Law,  and  apparently  again 
in  favour  since  Noveiiber  last,  was  sound,  will  have  to  be  threshed  out  by 
posterity,  when  the  full  facts  and  the  results  can  be  considered  calmly.  So 
far,  we  can  only  say  that  it  seems  to  have  failed  entirely  in  its  objects  of 
checking  the  rise  of  the  rate  of  exciiange  or  the  rise  of  prices . 

The  question  of  the  e«:act  shares  of  culpability  for  that  rise  to  be  accorded 
to  the  currency  notes  and  the  credit  inflation  which  brought  them  forth,  will 
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also  be  for  a  later  generation  to  settle,  but  the  writer's  own  view  is  that  the 
currency  notes  were  not  the  cause  but  only  the  means  of  the  inflation,  and 
that  the  real  cause  of  the  inflation  was  not  even  the  particular  methods  of 
the  Government  in  securing  the  money.  The  very  fact  of  the  Government 
requiring  to  borrow  such  stupendous  sums  and  spend  them  on  destructive 
production  is  of  itself  enough  to  have  caused  a  rise  of  prices.  The  spending 
power  of  the  population  as  a  whole  was  increased  enormously  by  the  war, 
while  the  amount  of  civilian  goods  upon  which  that  money  was  to  be  spent 
had  actually  been  reduced.  What  else  could  happen  but  scarcity,  competi- 
tion, and  a  rise  of  prices  ?  Since  the  Armistice  especially,  these  causes  have 
been  working  more  obviously,  and  it  is  probable  that  it  will  be  a  considerable 
time  before  the  present  dearth  of  goods  of  almost  every  kind  is  satisfied. 

There  is,  of  course,  no  easy  cure  available,  but  the  following  are  the  lines 
upon  which  the  remedy  must  be  sought : — (i)  Stop  spending  money,  whether 
borrowed  or  raised  by  taxation,  on  destructive  work,  i.e.  war.  But  borrow- 
ing for  productive  purposes,  e.g.  for  housing,  education,  reconstruction  of 
devastated  areas,  or  Empire  development,  must  go  on,  and  will  pay.  (2)  Stop 
the  further  creation  of  excessive  currency  issues  and  do  everything  possible, 
without  actually  bringing  things  to  a  standstill,  to  reduce  the  amount  already 
in  existence.  (3)  Increase  production,  not  only  of  manufactured  goods  but 
also  of  the  necessary  raw  material.  This  is  not  merely  a  question  of  increased 
hours  of  labour,  but  of  organised  co-operation  by  labour,  capital  in  the  form 
of  machinery,  and  finance,  to  secure  a  larger  output.  Till  that  is  done,  the 
prime  cause  of  the  trouble,  namely,  scarcity  of  staple  commodities,  can  never 
be  removed.  In  this,  finance  must  play  a  very  large  part,  for  Europe  is  quite 
unable  to  resume  work  without  raw  materials,  &c.,  which  she  does  not  possess 
and  cannot  pay  for  in  the  present  condition  of  her  exchanges.  Credit  in 
one  form  or  another  must  be  given  by  the  sellers  of  the  goods  required,  or  by 
others  who  are  able  to  finance  them. 

Summing  up  the  whole  course,  it  must  be  clear  that  the  Money  Market 
and  the  market  for  money  are  extremely  complex  in  their  organisation  and 
far-reaching  in  their  effects.  London  is  still  the  hub  of  the  universe,  for 
money  is  still  the  nerve  centre  of  all  our  industries,  and  of  our  trade  both 
home  and  foreign.  The  service  of  money  in  all  its  shapes  and  forms  and  in 
the  fulfilling  of  its  many  functions  is  a  great  and  most  interesting  service, 
which,  in  these  days,  calls  increasingly  for  the  best  type  of  skilled  men. 
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"  Statistics— Their  Uses  and  Abuses." 

By  A.  G.  Turner. 

This  Essay  was  awarded  the  prize  in  the  Final  Division 
of  the  February  Competition. 

Chapman  defines  "  Statistics  "  as  "  Numerical  statements  of  facts  in  any  depart- 
ment of  inquiry,  placed  in  relation  to  each  other." 

Statistics  are  mainly  useful  for  making  comparisons,  as,  for  instance,  comparing 
the  costs  of  similar  operations  in  works  making  similar  articles.  It  is  not  enough, 
however,  to  compare  aggregates,  or  costs,  unless  they  are  similar,  i.e.  unless  they 
are  compiled  from  the  same  formulae,  with  the  same  bias,  according  to  the  same 
definitions.  A  doctor's  prescription  is  hardly  likely  to  be  of  benefit  to  the  patient 
unless  the  dispenser  mixes  the  proper  drugs  and'  ingredients  as  set  forth  by  the 
doctor.  Should  the  patient  have  a  recurrence  of  the  malady  when  away  from  home, 
the  prescription,  or  aggregate,  will  not  benefit  him  if  the  chemist  does  not  make  up 
the  uniform  medicine.  And  so,  when  comparing  costs  of  the  same  firm  for  any  num- 
ber of  years,  one  is  fairly  assured  of  uniformity  of  method  in  making  up  the  aggre- 
gates. But  one  has  no  such  assurance  when  comparing  the  costs  of  firms  under 
different  managements.  The  effective  prescription  of  one  town  or  works  is  of  no 
benefit  to  an  investigator  in  another  town  or  works.  It  is  assumed,  of  course,  that 
the  firms  concerned  are  producing  the  same  kind  of  article.  The  one  firm  may  include 
(say)  interest  on  the  capital  value  of  the  plant ;  the  other  may  include  (say)  a  provi- 
sion for  Excess  Profits  Duty  :  the  one  may  include  provision  or  allowance  for  "  scrap  '* 
material ;  the  other  may  include  a  proportion  of  the  advertising  charges.  The 
necessity  for  labouring  this  point  is  perceived,  and  understood  the  more  readily,  when 
it  is  stated  that  before  the  significance  of  any  table  or  "  numerical  statements  of 
facts  "  can  be  appreciated,  one  must  know  how  the  data  have  been  compiled;  what 
has  been  included ;  what  has  been  omitted. 

The  statistician  fixes  upon  the  department  of  inquiry  in  which  he  will  labour,  and 
he  has  a  fairly  wide  field  and  scope  for  his  efforts.  Before  he  can  commence  the 
*'  placing  in  relation  to  each  other  "  of  his  "  numerical  statements  of  facts,"  he  must 
first  obtain  his  facts,  aggregates,  and  groups.  The  principal  sources  of  National 
Statistics  are  : — 

(1)  Statistical  Abstracts  issued  by  the  Board  of  Trade. 

(2)  Registrar-General's  Report  of  Births,  Marriages  and  Deaths. 

(3)  Reports  of  the  Local  Government  Board. 

(4)  Agricultural  Statistics. 

(5)  Reports  of  Commissioners  of  Inland  Revenue. 

(6)  Reports  of  Commissioners  of  Customs  and  Excise. 

(7)  Navigation  and  Shipping  Statistics. 

(8)  Special  Reports  on  the  Census,  Income-tax,  Wholesale  and  Retail  Prices,  Wages, 
Standard  Time  Rates,  Standard  Piece  Rates,  Rents,  Prices  and  Wages  in 
the  United  Kingdom,  and  so  on. 

Numbers  (i)  to  (7)  are  Government  Annuals.  The  details  of  number  (8)  are  set  out  in 
Appendix  II  of  Bowley's  "  Elementary'  Manual  of  .Statistics,"  and  are  also  issued 
by  the  Government  (as  Blue  Books). 

There  are  other  sources  of  information  available  in  the  figures  published  in  Trade 
Journals,  and  summarised  from  time  to  time  in  the  Statist  and  Economist.  The 
Great  War  was  the  means  of  rendering  available  a  lot  of  information  as  to  the  vital 
powers  of  the  nation  as  a  whole,  through  the  highly-efficient  Medical  Boards  set  up 
all  over  the  country.  The  various  national  disputes  "(e.g.  miners',  railwaymen's,  and 
dockers'  strikes)  furnished  materials  for  Blue  Books,  as  did  the  various  inquiries  on 
the  costing  of  cotton  thread,  and  of  woollen  manufactures.  Having,  then,  decided  on 
the  department  of  inquiry,  one  must  know  how  the  various  aggregates  and  tables 
have  been  compiled,  and  what  definitions  have  been  decided  upon  and  accepted,  and 
what  details  have  been  rejected. 
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It  is  not  proposed  to  go  deeply  into  this  subject,  for  an  essay  is  only  intended  to  be 
an  indication  of  the  "interest"  possibilities  of  its  heading;  to  be  a  preface,  as  it 
were;  as,  indeed,  writers  and  poets  of  the  eighteenth  and  nineteenth  centuries  so 
regarded  it. 

It  will  be  assumed,  therefore,  that  the  limitations  attached  to  the  aggregates  and 
groups  are  understood  by  the  statistician,  and  he  proceeds  to  "  place  in  relation  to 
each  other  "  his  ascertained  and  reliable  "  statements  of  numerical  facts."  He  can 
show  the  present-time  numbers  of  unemployed  as  compared  with  those  of  three,  six, 
nine,  or  twelve  months  ago.  He  can  compare,  by  means  of  index  numbers,  the  cost 
of  living  to-day  with  the  cost  of  one,  two,  or  three  months,  or  even  years,  ago. 

He  can  show  the  figures  of  Vital  Statistics  in  relation  to  the  figures  for  "  the 
corresponding  quarter  of  last  year  "  ;  or  even  follow  the  lead  of  a  certain  daily  paper, 
and  give  "  net  sale  "  figures  or  advertising  results  in  various  areas  over  which  the 
influence  of  circulation  extends. 

These  examples  are  only  a  few  of  the  uses  to  which  statistics  may  be  put,  where 
one  deals  only  with  "•  similar  "  groups.  An  investigator  is  not  satisfied  as  yet,  for 
he  wants  to  put  in  use  another  technical  term  called  "  Correlation."  The 
"  Eldertons  "  in  their  *'  Primer  of  Statistics  "  say  :  '*  It  is  frequently  more  important 
"  in  statistical  work  to  deal  with  the  relation  of  two  things  to  each  other  than  it  is  to 
"  examine  the  variations  of  one  thing  alone."    Examples  of  Correlation  are  : — 

Relating  the  birth — or  marriage — rates  with  the  rise  and  fall  in  the  cost  of  living. 

Relating  the  amount  of  unemployment  to  the  number  of  convictions  for  various 
offences  of  violence  or  robbery. 

Relating  the  volume  of  traffic  on  a  railway  with  the  cost  per  train-mile  run. 

Mention  of  index  numbers  will  prompt  a  query  as  to  what  they  are,  and  how  they 
are  obtained.  Bowley  tells  us  in  his  "  Elementary  Manual  of  Statistics  "  that  "  index 
"  numbers  can  be  taken  as  showing  with  approximate  correctness  the  general  change 
*'  of  prices  of  the  group  of  commodities  to  which  they  relate." 

The  statistician  takes  the  quoted  prices  of  the  same  qualities  of  various  commodi- 
ties in  each  month.  A  particular  year  is  fixed  upon  to  serve  as  the  standard  of  com- 
parison, and  the  average  prices  ruling  for  the  qualities  of  the  various  commodities 
taken,  is  ascertained,  and  equated  to  loo.  The  prices  of  the  month  are  then  expressed 
as  percentages  of  the  average  price  for  the  "  base  "  year  of  the  corresponding  quality 
of  commodity.  Having  obtained  these  monthly  percentages,  the  index-number  is  their 
average. 

Readers  of  The  Accountant  will  have  noticed  the  periodical  appearance  of  extracts 
from  the  Statist,  giving  tables  of  index-numbers  for  various  commodities,  and  then 
the  average  of  all  is  stated.  There  is  also  usually  a  comparison  between  the  index- 
numbers  available  for  various  countries,  such  as  the  United  Kingdom,  America, 
France,  and  Japan.    They  show  numbers  for  materials  and  foodstuffs  separately. 

In  the  United  Kingdom,  index-numbers  are  compiled  upon  three  different  systems, 
and  it  is  a  commonplace  amongst  statisticians  that  the  curves  plotted  over  a  series 
of  years  from  each  system   show  substantially  the  same  characteristics. 

Imports  total  values  are  taken  as  regards  commodities,  for  which  an  average  price 
can  reasonably  be  fixed.  This  obviously  excludes  works  of  art,  prize  bloodstock,  rare 
foreign  stamps,  and  such-like  details.  The  total  number  of  units  (e.g.  bushels  of 
wheat,  standards  of  timber,  pounds  of  tea)  are  then  divided  into  the  actual  values 
accepted,  and  thus  an  average  price  is  obtained.  This  is  altogether  different  from 
a  quoted  market  price. 

Prices  of  cereals  are  obtained  in  this  country  by  taking  the  average  of  the  market 
prices  all  over  the  country;  the  prices  of  minerals  (coal,  salt,  &c.)  are  calculated  by 
dividing  the  number  of  tons  produced  into  the  estimated  value  at  the  place  of 
production. 

Most  statistical  papers  make  some  references  to  the  purchasing  power  of  gold,  and 
a  study  of  the  fluctuations  in  the  index-numbers  shown  in  The  Accountant  for  5th 
February  192 1  will  fill  up  an  hour  or  so  of  the  leisure-time  of  students  so  inclined. 
Dealing  with  a  period  of  fifty  years,  from  1862  to  1912,  during  which  time  the  currency 
of  the  United  Kingdom  was  on  a  gold  basis,  we  notice  that  the  highest  recorded  value 
was  reached  in  1873=  iii.  The  average  of  the  previous  ten  years  works  out  at  about 
loii^  and  shows  a  period  of  great  price  inflation.  Then  the  inevitable  decline  took 
place,  and  1887  showed  figure  of  72,  which  figure  was  maintained  for  an  appre- 
ciable period.  Another  decline  followed,  being  continued  until  1896,  and  the  nadir 
was  reached  at  61.    Prices  rose  then  evenly  and  steadily  to  1912,  the  curve  only 


773 


The  Accountants*  Journal. 


showing  excrescences  in  1900  (75)  and  1906-7.  Prices  "  firmed  "  in  1912  at  85,  and 
then  the  great  war  upset  values  so  drastically  as  to  compel  most  people  to  have  an 
interest  in  "  index-numbers." 

The  principal  applications  of  statistics  to  every-day  affairs  are  divided  into  three 
sections  dealing  with  the  past,  present,  and  future.  Experience  is  only  of  use  when 
one  learns  the  lessons  it  teaches.  A  bird  knows  how  to  build  a  nest  by  instinct,  but 
instinct  is  said  to  be  the  result  of  the  experience  of  generations  of  forbears.  A 
leveret  (young  hare)  does  not  inherit  any  instincts  for  self-preservation,  and  only 
knows  one  master — Fear,  who  paralyses  him  so  that  he  remains  "  frozen."  So,  by 
the  figures  gathered  in  the  past,  one  learns  how,  when,  and  under  what  circum- 
stances national  prosperity  expressed  in  terms  of  population,  wealth,  and  trade  has 
waxed  and  waned.  Comparison  and  analysis  are  indulged  in  so  as  to  find  out  why 
these  changes  have  taken  place.  In  order  to  exemplify  a  case,  one  may  take  the 
occurrence  of  a  rise  in  "  Costing."  The  records  will  probably  show  the  figures  for 
past  periods,  and  these  can  be  plotted  on  a  diagram.  The  costs  of  each  operation  can 
be  shown  on  a  cumulative  diagram  for  ?ny  period,  and  any  undue  variation  noted 
and  tracked  down. 

By  means  of  Trade  Committees  of  a  group  of  manufacturers  (say  of  cutlery),  costs 
at  different  stages  of  manufacture  can  be  compared.  To  this  end,  it  is  necessaiy  to 
put  into  practice  the  uniformity  basis  cf  the  Ministry  of  Munitions,  which  issued 
standard  costing  sheets  for  all  operations,  and  oncost  was  dealt  with  under  separate 
distinctive  "  heads."  It  may  happen  that  a  particular  works  has  an  average  figure 
for  material  and  labour,  but  the  "  oncost  "  charge  is  much  heavier  than  at  other 
places.  This  may  be  due  to,  say,  borrowed  capital  (interest  charges);  heavy  rates; 
distance  from  railway  or  markets  (haulage  charges) ;  excessive  expenditure  on 
repairs ;  number  of  handling  operations ;  and  so  on.  Once  the  excess  has  been 
tracked  down,  the  works  may  be  shown  to  be  violating  a  fundamental  law  of 
Economics  by  not  carrying  on  trade  at  the  best  time,  in  the  best  place,  and  in  the 
best  possible  manner,  and  the  facts  can  only  be  brought  to  light  by  competent 
statistical  analysis  and  comparison  with  similar  costs  of  a  similar  industry.  Having 
got  so  far  in  our  investigations,  we  are  faced  with  a  possibility  of  having  abused 
our  statistics.  This  may  happen  because  we  have  used  for  an  example  a  selected 
works  in  a  selected  district,  and  Elderton  tells  us  that  it  is  absolutely  necessary  to 
pick  at  random,  that  we  must  not  expect  true  results  or  comparisons  by  taking 
abnormal  units.  Had  we  compared  the  results  of  a  business  with  the  average  results 
of  all  others  in  the  same  line,  we  would  feel  safer;  it  is  only  an  application  of  the 
old  adage,  "  there  is  safety  in  numbers." 

The  application  of  statistics  to  present-day  uses  is  mainly  in  connection  with  the 
estimates  of  Government  Departments  regarding  the  probable  yield  of  a  new  tax; 
with  the  estimates  of  railway,  tramway,  and  haulage  companies  as  to  the  probable 
traffic  from  new  routes;  with  the  estimates  of  public  bodies  as  to  the  quantity  of 
water  required  by  a  town,  or  the  numbers  of  new  houses  required  to  alleviate  over- 
crowding. These  examples  are  sufficiently  self-explanatory,  and  hardly  need  further 
expounding. 

The  application  of  statistics  to  probable  future  events  and  happenings  is  illustrated 
in  the  activities  of  the  Meteorological  Department  (referred  to  variously  as  the  Hydro- 
graphical  Department  and  the  Weather  Office).  Statistics  relating  to  rainfall,  sun- 
shine, wind-pressures,  barometric  variations,  and  other  details  are  collected  from  all 
over  the  country,  and  from  other  countries  and  stations  where  the  weather  may  affect 
our  climate.  Probably  most  students  are  aware  in  a  general  way  how  gales  of  wind 
are  caused,  and  when  to  expect  rain,  and  our  experts  can  forecast  the  weather  condi- 
tions for  24  hours  ahead  in  any  place  in  the  country  with  surprising  accuracy.  And 
there  is  another  business  which  deals  in  statistics.  Life  Assurance  Offices,  Burglary, 
Fire  and  Accident  Insurance  Offices,  Cotton  Brokers,  and  Spinners,  all  have  an  inter- 
est in  '*  futures."  .So  we  cease  to  wonder  why  the  Institute  and  the  Society  have 
included  the  subject  in  their  syllabus  in  recent  years,  for  it  simply  obtrudes  itself  into 
every  phase  of  life.    Even  our  Pocket  Diary  is  a  statistical  hana-book  ! 

Having  now  dealt  with  the  uses,  we  Turn  to  the  abuses  of  statistics.  The 
commonest  kind  of  abuse  is  that  of  "  Graphical  Misrepresentation."  Other  abuses 
have  been  referred  to  briefly  beforehand,  such  as  unfair  selection  and  the  inclusion 
of  items  not  suitable  for  the  argument. 

Probably  students  have  seen  a  certain  advertisement  showing  two  containers,  the 
smaller  being  the  amount  of  the  preparation  to  be  consumed,  and  the  larger  repre- 
senting the  amount  of  somebody-else's  preparation  to  be  consumed  to  obtain  a  corre- 
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spending  benefit.  This  method  of  "  representation  "  has  been  extended  to  showing 
comparison  (  !)  between  the  consumption  of  beer  in  various  countries ;  between  the 
various  navies  and  armies  and  war-chests  of  belligerent  powers  (I  have  in  mind  a 
certain  war-map  issued  in  1914  by  a  well-Known  daily  paper) ;  between  the  numbers 
of  passengers  carried  in  any  two  years  upon  railways,  tramways,  steamships,  &c., 
and  so  on.  The  fundamental  error  made  in  this  connection  is  that  whereas  the 
data  given  are  to  be  compared  in  height  only,  the  eye  of  the  reader  takes  in  the 
variation  of  area,  and  so  the  ordinary  individual  obtains  an  exaggerated  impression 
of  growth.  I  would  like  to  refer  to  an  American  publication  which  has  been  avail- 
able over  here  for  some  three  years.  It  is  published  under  the  auspices  of  the 
"  Works  Management  Library  "  by  the  New  York  Engineering  Magazine  Company. 
Its  title  is  "  Graphic  Methods  for  Presenting  Facts,"  its  author  Willard  C.  Brinton. 
The  whole  burden  of  the  book  is  that  the  method  of  presentation  is  as  important  as 
the  data.  And  as  I  am  unable  to  improve  on  this  last  statement,  I  commend  its 
significance  to  all  students. 


Queries  and  Replies. 

{Correspondents  who  wish  to  make  use  of  this  column  are  requested  to 
write  their  queries  on  one  side  of  the  paper  only  and  to  he  as  brief  as 
possible.  There  is  no  need  to  enclose  a  covering  letter  if  the  communica- 
tion is  headed  "  Accountants'  Journal,  Queries  and  Replies  column/* 
and  signed  at  the  end  with  the  name  and  address  of  the  sender,  which 
will  not  be  published  if  the  query  is  signed  with  a  nom  de  plume.) 

Cheque  Receipt  Forms. 

Cheque  with  form  of  receipt,  the  signature  of  which  is  a  condition  precedent  to 
payment.  The  above,  being  conditional,  I  understand  is  not  at  law  a  B/E  or 
cheque.  {Bavins  v.  London  ^  South  Western  Bank.)  Is  it,  however,  to  be  under- 
stood : — (a)  That  it  is  a  negotiable  instrument,  and,  in  the  absence  of  any  direction 
to  pay  "  a/c  payee  onZy,"  capable  of  being  freely  negotiated  and  transferred  by  the 
payee?  (b)  That  not  being  a  B/E  or  cheque,  a  banker  is  unable  to  claim  protection 
under  Section  6  of  The  Bills  of  Exchange  Act,  1882? — Post- Script. 

If  a  cheque  requires  a  particular  form  of  receipt  to  be  given  as  a  condition  to  the 
payment  it  is  not  a  cheque,  but  so  long  as  the  instructions  as  to  receipt  are  not 
addressed  to  the  bankers  it  will  be  held  to  be  still  a  negotiable  instrument.  We  think 
the  answers  to  both  your  queries  (a)  and  (b)  therefore  depend  entirely  upon  the  ques- 
tion as  to  whom  the  instructions  are  actually  addressed. 

Re  Partnership  Agreement. 

7  have  referred  to  several  books  on  Mercantile  Law  and  kindred  subjects,  but 
cannot  trace  any  information  regarding  stamping  of  the  partnership  agreement.  The 
interesting  article  by  Neville  Hobson,  solicitor,  does  not  mention  stamp  duties, 
although,  as  the  document  is  a  deed,  it  must  be  stamped.  Will  you  kindly  supply 
information  with  regard  to  the  proper  stamp  duties  payable.  In  the  absence  of  a 
proper  agreement,  would  statements  contained  in  a  memorandum,  signed  by  the 
partners,  say,  with  reference  to  the  term  of  the  partnership,  or  other  matters  which 
may  create  differences  in  comparison  with  the  Partnership  Act.  1890,  be  binding  on 
the   partners. — Partnership. 

Unless  the  partnership  agreement  is  under  seal,  an  ordinary  6d.  agreement  stamp 
is  sufficient.  If,  however,  it  is  executed  as  a  deed,  then  a  los.  stamp  is  necessary. 
The  terms  of  the  partnership  may  always  be  varied,  either  by  express  or  implied 
agreement,  and,  therefore,  the  memorandum  to  which  you  refer  would  form  suffi- 
cient evidence  of  their  intentions  to  vary  the  terms  of  their  agreement. 

Directors'  Remuneration. 

7  have  before  me  a  directors'  report  containing  the  following : — The  following 
resolution,  proposed  by  — ,  seconded  by  — ,  and  passed  unanimously  at  the  last 
general  meeting,  will  be  submitted  for  confirmation  as  a  special  resolution,  viz.  :  That 
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as  from  the  ist  February  1920  the  directory  of  the  company,  other  than  the  managing 
director,  shall  be  paid  by  way  of  renntneration  for  their  services  a  sum  of  jQjoo  per 
annum,  being  an  increase  of  £2^0  over  their  present  remuneration,  and  that  a  sum 
of  £210  be  paid  to  them  by  way  of  bonus  for  the  year  ended  3i,<;<  January  1920. 
Please  say  if  this  is  legal.  1  understood  that  the  meeting  to  confirm  a  resolution  as 
a  special  resolution  should  be  held  within  not  less  than  fourteen  days,  and  not  more 
than  one  month  after  the  first  meeting,  but  in  this  case  the  confirmation  is  to  take 
place  one  year  and  twelve  days  after  the  first  meeting. — Casey. 

The  resolution  necessan-  to  sanction  the  directors'  increased  remuneration  entirely 
depends  upon  the  company's  articles  of  association.  Usually,  the  question  of  direc- 
tors' remuneration  is  dealt  with  at  the  annual  general  meeting  of  the  company.  In 
the  case  you  cite  it  would  appear  that  the  confirmatory  resolution  cannot  be  correctly 
designated  as  a  "  special  "  resolution,  as  it  does  not  conform  to  the  requirements  of 
the  Companies  Consolidation  Act,  which,  as  you  say,  must  be  passed  as  confirming 
an  extraordinary  resolution  at  a  meeting  held  not  less  than  14  days  and  not  more 
than  one  month  afterwards. 

Apportionment. 

The  trustees  under  a  Trust  Deed,  on  certain  properties  becoming  void,  spent  a  con- 
siderable amount  of  money  on  general  repairs  and  decorations,  which  were  almost 
necessary  before  letting  again,  with  a  view  to  increasing  the  capital  value,  and  so 
justifying  a  sale  which  is  noxv  taking  place.  It  has  been  contended  that  Capital 
should  be  charged  with  a  proportion  of  tJiese  decorations,  but  it  appears  to  me  that 
the  whole  should  be  charged  to  Income,  income  having  benefited  during  previous 
years. — E.  W.  P. 

The  usual  rule  is  that  all  minor  repairs  are  chargeable  to  income,  but  any  struc- 
tural repairs  or  alterations  which  would  result  in  additional  rental  value  should  be 
charged  as  capital. 

Payment  of  Dividends. 

What  is  the  usual  procedure  with  regard  to  dix'idends  payable  in  the  first  tivelve 
months  of  a  public  company's  trading,  where  it  has  not  been  advertised  but  men- 
tioned to  friends,  who  have  been  invited  to  become  shareholders  and  have  paid  up 
immediatelv  on  invitation,  but  the  payments  have  been  at  various  dates  during  the 
first  six  months  of  the  company's  trading?  Arc  they  all  entitled  to  receive  dividends 
for  the  full  twelve  months  or  from  the  date  they  paid  up  their  shares? — ^Subscriber. 

The  question  of  the  payment  of  dividends  is  one  which  rests  entirely  with  the 
directors,  unless,  of  course,  you  are  referring  to  an\  shares  to  which  the  articles  or 
memorandum  of  association  may  give  special  rights  as  to  dividends.  If  it  is  a 
public  company,  the  prospectus  sometimes  provides  for  proportions  of  dividends  to  be 
paid  from  the  dates  the  shares  were  fully  paid  up. 

Rating. 

An  electric  supply  undertaking,  of  which  I  am  Secretary,  has  recently  been  re- 
valued for  rating  purposes,  and  the  rateable  value  as  a  consequence,  considerably 
increased. 

We  have  applied  to  the  assessors  for  detailed  particulars  showing  how  the  rateable 
value  is  arrived  at  jas  you  are  doubtless  aware  electric  supply  undertakings  are 
assessed  by  a  special  methodi,  but  same  are  not  forthcoming.  Are  they  not  bound 
to  reveal  their  figures  showing  how  the  assessment  is  arrived  at? 

Do  you  know  of  a  simple  and  cheap  handbook  setting  forth  the  provisions  of  the 
present  Acts?  There  is,  I  understand,  a  likelihood  of  a  new  Act  in  the  near  future, 
so  one  does  not  naturally  wish  to  go  to  much  expense. — L.  W. 

(a)  Rating. — The  question  of  challenging  the  rateable  value  arrived  at  by  the 
assessors  is  rather  a  difficult  and  delicate  matter.  In  actual  practice  it  usually 
involves  a  sort  of  round  table  conference  at  which  both  parties  bring  forward  their 
figures  and  endeavour  to  prove  their  case.  It  is  very  desirable  that  any  challenge 
should  be  placed  in  the  hands  of  an  expert  on  rating,  the  ordinary  local  surveyor 
not  having,  as  a  rule,  sufficient  experience  and  technical  knowledge  of  the  subject. 
The  best  experts  in  London  are  either  Mr.  Ryde,  of  the  Guildhall,  or  Michael 
Farraday.  ^ 

(6)  Workmen's  Compensation  Act. — The  best  book  on  this  subject  is  by  Addington 
Willis,  LL.B.,  published  by  Messrs.  Butterworth. 
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10  Essex  Street,  2  West  Regent  St., 

Strand,  W.C.  2  Glasgow 


The  Career  of  an  Accountant 

No.  4. — Securing  the  Big  Job. 

PERSONALITY  is  the  offspring  of 
-■-  confidence,  confidence  the  child 
of  experience.  This  characteristic, 
combined  with  imagination  and 
initiative,  is  invariably  the  possession 
of  the  man  big  enough  to  hold  down 
the  big  job. 

QUALITIES  such  as  these  can  be 
cultivated  or  acquired.  Associa- 
tions and  environment  do  much  to 
provide  them  and  the  fruits  of  their 
possession  make  them  worth  striving 
for. 

TTQW    to    secure   the  associations 

and  find  the  environment  is  a  ^ 
difficulty  which  we  can  help  you  to 
overcome. 

4  T  a  personal  interview,  or  by 
correspondence,  we  are  always 
happy  to  discuss  your  case.  You  incur 
no  expense  or  liability  by  seeking  our 
assistance  ;  in  fact,  no  remuneration  is 
required  by  us  whatever  unless  you 
accept  an  appointment  through  our 
introduction.  In  that  event,  our  fee  is 
a  commission  of  5  per  cent,  of  the 
first  year's  salary. 

LAURIE  &  COMPANY 

Employment  Specialists  in  Accountancy 

28,  BASINGHALL  STREET,  LONEK)N,  E.C.2 

Telephone  Nos.  London  Wall  1987  &  1988 


THE 

GUARANTEE  SOCIETY,  Ltd. 

FOUNDED  1840. 


Receivers  and  Managers  in  Chancery. 

Administrators  in  Probate. 

Receivers  and  Committees  in  Lunacy. 

Special  Managers  and  Trustees  in  Bankruptcy. 

Trustees  under  the  Bankruptcy  and  Deeds  of  Arrangement  Act. 


FIDELITY  GUARANTEED  in  all  Situations  of  Trust. 


Bonds 
for 


Other  Departments:   FIRE— ACCIDENT— BURGLARY. 


Head  Office  :-19  BIRCHIN  LANE,  LONDON,  E.C.  3. 

Telephone  :  CENTRAL  814. 


DISAPPOINTED  CANDIDATES  AND  OTHERS  desiring  the  personal  help 
of  a  very  experienced  and  successful  Coach  should  apply  to  72  Chancery  Lane,  W.C.,  4th  floor. 

Special  Dally  Revision  Lectures,  commencing  25tfa  April. 

POSTAL  COURSES  (Guaranteed  until  Successful)  for  an  Intermediate 

Accountants',  Bankers',  Teachers',  Secretaries',  Civil  Service,  Chartered  Insurance  Institute,  Insurance  Brokers 
(Prize  Honours,  1920),  Marine  Insurance  (Honours,  1920),  Shorthand,  or  Matriculation  (Bach.  Commerce)  Examination. 
Languages  (2is.),  Costing  (21s.),  Economics  (21s.),  Statistics  (12s.  6d.).  Medals,  Prizes,  etc.,  have  been  awarded 
our  Students  in  Accountancy,  Banking,  Economics,  Languages,  etc.  Faculty  of  Insurance  Exam.  igi8,  Silver  Medal 
awarded  our  Student.    Self  Preparation  Course  (Inter.,  Final)  2  guineas. 

THE  CIVIL  SERVICE  INSTITUTE,  (Dept.  A.),  27  West  Park,  Bristol. 

COACHING.— E.  IRVINE  HALLAS,  A.C.A.  (assisted  by  a  Barrister),  prepares 
candidates  for  the  Institute  and  Society  Examinations.  Unrivalled  Postal  Courses ;  Specimen  Lesson  free.  In 
these  courses  more  Notes,  Questions  and  Solutions  are  supplied  than  in  any  other  similar  courses.  UNQUALIFIED 
GUARANTEES  TO  COACM  UNTIL  SUCCESSFUL  ARE  GIVEN.  Mr.  Hallas,  who  has  advertised  in  every  issue 
of  this  Journal  for  over  10  years,  has  successfully  prepared  over  1,000  candidates  for  various  Examinations.  At 
the  November  1919  Examinations,  out  of  23  Candidates  sitting,  22  passed  (including  2nd  and  9th  Places 
at  Society  Final).    Books  loaned.    Many  valuable  prizes  offered.— Apply,  i  Ivegate,  Bradford. 

XJEQUIRED,  copy  of  the  January  1921  Accountants'  Journal. — Write,  stating 

-1_V     price  required,  to  "  M.  J.,"  c/o  Gee  &  Co.  (Publishers)  Ltd.,  14  Queen  Victoria  Street,  London,  E.C.  4. 

WANTED,  copies  of  The  Accountants'  Journal  for  Dec.  1920,  Jan.  and  Feb. 
1921,  or  complete  sets  from  May  1920  to  Feb.  1921. — Write,  stating  price,  to  ''  Box  No.  618,"  c/o  The  Accountants' 
Journal,  14  Queen  Victoria  Street,  London,  E.C.  4 

MIDLAND  COACHING  COLLEGE.    5  London  wall  buildings,  e.c.2. 

And  at  HINCKLEY  (LEICS.)   (Phone:  Hinckley,  122.)  ^^^^"^  ^  London  Wall,  1507.) 

PREPARATION  is  given  by  Correspondence  to  Students  for  all  Examinations 
in  Accountancy,  Banking,  and  Secretarial  work.    Since  1906  we  have  had  over  2,000  Successes.  This 
Institution     known  all  over  Fnsjland  for  (i)  High  EfiBciency ;  (2)  Moderate  Fees;  (3)  Certain  Success.    Courses  may 

be  COmii!(.'r!(;<-<l     i  ai  y  '.)::■■:. 

Coaching  Fees  for  the  Exan.inations  of  Preliminary  Course  In  Bookkeeping  for  Juniors,   £1  8s.  Od. 

Institute  of  Chartered  Accountants:— 


PRELIMINARY  -  -  £3  3s.  Od. 
INTERMEDIATE  -  -  £5  8s.  Od. 
FINAL        -     -     -     -     £7   7s.  Od. 


The  Vice-Principal  may  be  seen  daily  at  the  London  office. 
Prospectus  on  application  to  London  or  Hinckley  office. 

C.  A.  WHATMORE,  B.Sc,  B.A.,  Principal. 


GLASGOW  SCHOOL  OF  COMMERCE 

SPECIALISED  POSTAL  TUITION  in  Accounting,  Banking,  Secretaryship,  Law, 
&c.    Preparation  for  all  Commercial  Examinations.    Exhaustive  Individual  Courses.    Examination  Guide,  Post 
Free.         Valuable  Prizes  and  Free  Scholarships  Offered.  Apply -Principal,  82  Mitchell  Street,  GLASGOW. 


atlioersitp  Correspondence  College 

(FOUNDED  IN  1887.) 
Irinci^wl  :  WILLIAM  BRIGGS,  LL.D.,  D.C.L.,  M.A.,  B.Sc,  F.C.S.,  F.R.A.S. 

A   SHORT   FORM  OF 

London   IDattticuf  ation 

involving 

ONE   DAY'S    WRITTEN   EXAMINATION  IN  FOUR  SUBJEOTS 

is  now  open  to 

ACCOUNTANTS    and  AUDITORS 

if  over  2  5  and  possessing  recognised  qualifications  conferred  by  their  respective 
Associations  and  Institutions. 

Special  Courses  of  Ppeparatlon  are  provided  for  the  above  at  the 

REDUCED  FEE  of  3\  GUINEAS 

For  Full  Preparation  in  Four  Subjects. 

Prospectus  giving  further  details,  post  free,  on  application  to  the  Secretary, 

No.    94    BURLINGTON    HOUSE,  CAMBRIDGE. 


NOW  READY.  Price  8s.,  by  post  8s.  6d. 

The  Law  and  Practice  Relating 
to  the  Stamping  of  Commercial 

Documents. 

By  ALBERT  CREW  (Barrister-at-Law). 


nPHIS  book  contains  a  series  of  twenty-four  Articles  which  have  recently  appeared  in 
the  columns  of  The  Accoimtant.  These  Articles  have  undergone  a  careful  and 
thorough  revision  and  re-arrangement,  and  have  been  brought  up  to  date.  The  changes 
made  by  the  Finance  Act,  1920,  have  been  duly  incorporated  therein,  and  other 
additions  have  been  made. 

PART  I     contains  a  statement  of  the  Law  and  Practice  relating  to  stamps  generally. 

PART  II    contains    an    eivhaustive    List    of    Commercial    and    other  Documents  and 
Instruments  (with  many  cross    references),  each  of   which    has   been  con- 
sidered from  the  point  of  view  as  to  whether  it  requires  stamping  or  not. 
FART  III  contains  Stamps  and  the  Finance  Act,  1920,  with  the  full  text  of  three 
circulars,  recently  issued  by  the  Board  of  Inland  Revenue. 


Gee  &  Co.  (Publishers)  Ltd.,  14  Queen  Victoria  Street,  London,  E.G.  4. 


^^tdaiiuh  postal  (loacbmg  (Sotirsea 

for  the  Preliminary,  Intermediate,  and  Final  Examinations  of  the  Institute  &  Society. 


This  Department  of  the  College  is  conducted  under  the  personal  supervision  of 

Mr.  B.  G.  VICKERY,  A.C.A.,  A.S.A.A., 

Inter,  and  Final  Honours,  **  Quilter  "  Prizeman,  Institute  of  Chartered  Accountants, 

with  the  assistance  of  a  tutorial  staff  of  thirteen  Chartered  and  Incorporated  Accountants 
(ten  of  whom  are  honour^men),  eight  Barristers-at-Law,  and  several  University  Graduates 
in  Commerce,  Qualified  Bankers,  and  Actuaries. 

Students  sitting  in  November  next  should  enrol  at  once 
in  order  that  they  may  obtain  the  maximum  permanent 
benefit  from   their  studies,   and  ensure  success. 


Write  NOW  for  a  copy  of  the  1921  Edition  of  the  "  Students'  Guide"    (104  pages) 

to  the  Secretary, 

METROPOLITAN  COLLEGE  CdUi:}  ST.  ALBANS 


A  Boon  to  all  Accountancy  and  Secretarial  Students. 


This  book  will  save 
you  scores  of  hours 
of  arduous  study. 


The  STUDENTS  NOTE  BOOK 


The  latest  develop- 
ment of  the  Metro- 
politan College. 


A     COMPLETE  collection,  in  oneehandy  volume,  of  pithy,  concise  Examination  Notes,  setting  out 
briefly   all   the  important  facts,  principles,  rules,  etc.,    which    you   are  required  to  know, 
and  remember,  in  each  subject,   at   the   recognised   Accountancy    &   Secretarial  Examinations. 

This  valuable  work  is  the  outcome  of  the  joint  labours  of  the  Tutorial  Staff  of  the  Metropolitan  College, 
and  has  taken  no  less  than  two  years  to  compile. 

 The  student  should  make  the  "Note-Book"  the  basis  of  his  whole 

I  course  of  study,  by  means  of  the  conveniently  interleaved  pages, 

whereon  may  be  recorded  further  information  suggested  by  the 
student's  own  reading. 

The  student  whose  work  is  already  well  advanced  or  approaching 
completion  should  use  the  "Note-Book"  assiduously  for  purposes  of 
revision  and  self-examination. 

No  student  can  now  afford  to  be  without  this  book,  the  need  for 
which  has  been  felt  for  years.  It  is  not  claimed  that  the  "Note-Book" 
dispenses  with  the  necessity  for  specialised  coaching,  but  it  is 
confidently  asserted  that  it  will  enable  the  student  to— 

(a)  save  scores  of  hours  of  arduous  study  ; 

(b)  avoid  presenting  himself  for  examination   with  work 
half  done  or  health  neglected  ;  and 

(c)  materially   improve   his   prospects  of   gaining  coveted 
"  Honours." 

The  book  is  o£fered  for  the  benefit  of  all  candidates,  wherever 
training.  Early  application  is,  however,  essential,  as  the  first 
edition  of  5,000  copies  will  be  exhausted  ahnost  immediately. 

Copies  can  be  obtained  only  from  the  College  direct,  not  through 
booksellers. 

 ORDER  FORM  

The  Students'  Note-Book. 


Specially  designed  for  Students 
I  for  the  following  Examinations  :~ 
INSTITUTE.  C.I.S. 
SOCIETY.  I.SA. 
i  L.A»A.,  etc. 

!    Also  invaluable  for  students  for 
the  L.C.  of  C,  R.S.A.,  N.U.T., 
etc. 

The  Note-Book  embraces  the 
whole  of  the  following^subjects  : — 

Bookkeeping  and  Accounts. 

Ck>st  Accounts - 

Mercantile  Law. 

Company  Law. 

Economics. 

Banking  and  Exchange. 
General  Commercial 

Knowledge. 
Abbreviations  and  Commercial 

Terms. 
Auditing. 
Partnership  Law. 
Executorship  Law  and 

Accounts. 
Statistics. 

Deeds  of  Arrangement. 
Rights  &  Duties  of  Liquidators, 
etc. 

Arbitrations  and  Awards. 
Secretarial  Practice  and 
Business  Management. 
Procedure  at  Meetings. 
Correspondence,  Precis,  Filing, 

Indexing,  etc. 
French. 
Spanish. 
Bankruptcy  Law. 


The  volume  comprises  250 
pages,  interleaved,  making 
500  pages  in  all,  and  includes 
a  copious  Index.  It  is  hand- 
somely bound,  in  heavy 
cloth  boards,  gold  lettered, 
and  is  forwarded  by  post  in 
stout  fibre  case.  The  book 
is  now  ready,  and  orders 
can  be  executed  by  return 
post» 

PRICE  10/6  NET 

cash^iwith],torder.  By  post. 
Is.  e'xtra.  *  Please  complete 
the  appended  Form,  and 
order  your  copy  to-day. 


To  the  Metropolitan  College, 

(A.S.J.  Dept.)  St.  Albans. 

 192 1 

Please  forward  me,  post  free,  copy  of 
"The  Students'  Note-Book,"  for  which 
I  enclose  remittance,  value  11/6,  to 
cover  cost  and  postage. 

Signed  (M»  )  

(Please  write  plainly) 


Full  Postal  Address, 


Remittances  should  be  made  payable  to  the 
'^Metropolitan    College,"    and  crossed 
'^A/c  Payee  only." 


ACCOUNTANCY.  SECRETARIAL  AND 
BANKING  EXAMS. 

PERSONAL  POSTAL  TUITION 
uudT  the  NBQUS'PRBMJBR  SCHOOL. 

rriHE  secret  of  the  numerous  and  conspicuous  successes 
gained  by  Students  of  Mr.  Negus,  in  the  rarious  pro- 
fessional examinations,  is  to  be  chiefly  ascribed  to  the 
Personal  nature  of  the  training.  Students  are  dealt  with 
separately,  aiXid  the  special  system  of  Postal  Coaching  devised 
by  Mr.  Negus  is  just  as  efl&cient  as  though  he  were  seated 
beside  each  one. 

Following  are  the  leading  Exams,  for  which  thorough 
Postal  Tuition  is  available. 

The  Institute  of  Chartered  Accountants. 

The  Society  of  Incorporated  Accountants  &  Auditors. 

The  London  Association  of  Accountants. 

The  Chartered  Institute  of  Secretaries. 

The  Incorporated  Secretaries'  Association. 

The  Institute  of  Bankers. 

The  Royal  Society  of  Arts. 

The  London  Chamber  of  Commerce. 

The  Institute  of  Bookkeepers. 
Studies  may  be  commenced  at  any  time,  and  need  not 
infringe  on  business  hours  in  the  slightest,  as  two  or  three 
evenings  weekly  (with,  perhaps,  a  few  hours  additional 
during  the  week-ends)  will  suffice  to  carry  a  Student  through 
to  Success.  Moreover,  Coaching  is  continued  UNTIL 
SUCCESSFUL. 

The  Fees  are  within  the  reach  of  all,  and  are  payable  by 
instalments,  if  desired.  Model  solutions  are  provided  to  all 
test  questions. 

Mr.  Negus  holds  over  50  Diplomas  in  Accountancy, 
Secretarial,  Banking  and  Business  subjects,  and  the 
NEGUS-PREMIER  SCHOOL,  of  which  he  is  the  sole 
Principal,  has  scored  the  remarkable  record  ol  more  than 
3,000  Successes  in  the  past  five  years. 
Write  TO-DAY  for  a  copy  of  the  thought-compelling 
FREE  GUIDE.  This  book  gives  full  particulars  of  20 
Important  Courses,  and  will  be  forwarded  by  return. 

The  Negus-Premier  School       )  Bradford*;' 


NEW  EDITION. 


ERRORS  IN 
BALANCING 

A  concise  handbook 
dealing  with  the  more 
usual  causes  of  differences 
in  Trial  Balances  and  the 
method  of  their  detection. 


FOURTH  EDITION 


2s.  6d.  net 


GEE  &  CO.  (PUBLISHERS)  LIMITED. 
14  Queen  Victoria  Street,  London,  E.C.  4. 


MESSRS.  RICHARD  SIZER,  LTD, 

Machinery  Valuers. 


ENQENEERS 


Complete  Works  and  Plants  Purchased  for  Cash. 


HULL 


OFFICE 
MACHINERY 

AND  APPLIANCES 

A  handbook  for  Progressive 
Office  Managers. 

By  L.  R.  DICKSEE,  M.Com.,  F.C.A. 
2nd  EDITION.   154  pp.   10s.  6d.  net 

GEE  &  CO.  (PUBLISHERS)  LIMITED. 
14  Queen  Victoria  Street,  London,  E.C.  4. 


Monthly  Prize  Competition 


RULES 


1.  — Competitors  must  write  only  on  one  side  of  foolscap 
paper.   Essays  must  not  exceed  ten  pages  of  foolscap. 

2.  — A  Jicm  de  plume  must  be  used— the  competitor't  full 
name  and  address  being  enclosed  in  a  sealed  envelope. 

3.  ~A11  matter  submitted  must  be  original  and  the  unaided 
work  of  the  competitor. 

4-— Essays,  &c.,  to  reach  the  Editor  not  later  than  the  xsth 
of  the  month  and  to  be  marked  in  left-hand  corner  of  the 
envelope  with  competition  number. 

5 .—The  Editor  retains  the  right  to  use  or  publish  any  of 
the  matter  submitted  for  competition.  - 

.  ^-r- decision  cf  the  Editor  upon  any  competition  to 
be  nnal. 


THE  INSTITUTE  OF  CHARTERED  ACCOUNTANTS  IN  ENGLAND  AND  WALES 


SUBJECTS  FOR  PRELIMINARY  EXAMINATION,  7th,  8tb,  and  9th  June  1931 
Honrs  of  Examination. 

lat  day,  10.30  to  1.— Arithmetic.         I  3ad  day,  10,30  to  1.— Algebra  and       I  3rd  day,  11  to  13.30.  \ 

2  to  3.30.— Gaoftraphy.         |  Geometry.  2  to  3.30.  \  2S2^ 

4  to  6.30.— DlctaHott  and  3  to  3.30.-^IIstory.  4  to   5.30.  I 

Gompoaltion.  4  to  5.30.— Optional 


COMPULSORY  SUBJECTS. 

1.  — Dictation  and  Short  English  Composition. 

2.  — Arithmetic.    Approximate  evaluation  by  contracted  methods,  i.e.  Calculation  of  results  only 

to  the  degree  of  accuracy  required  or  justified  by  the  data.    Commercial  Problems. 

3.  — Algebra  and  Geometry. 

Algebra  to  the  solution  of  quadratics,  including  indices.  The  use  of  graphs  for  simple  algebraic 
functions  and  for  solving  equations  and  practical  problems.  Numerical  results  to  a  few 
significant  figures.  (Grasp  of  simple  principles  will  be  looked  for,  and  readiness  in  practical 
application,  but  not  skill  in  diflScult  analysis.) 

Geometry.  The  substance  of  Euclid  I. -IV.,  together  with  problems  involving  practical 
geometrical  drawing  (to  scale) .  The  use  of  scale,  protractor,  vernier,  compasses,  set  squares, 
and  of  squared  paper. 

4.  — Geography.    Great  Britain  and  Ireland,  and  Norway,  Sweden,  Denmark  and  Holland  and  their 

dependencies,  including  questions  on  both  physical  and  commercial  geography. 

5.  — History.    Outlines  of  the  history  of  England  from  the  year  B.C.  55  to  date. 

OPnONAL  SUBJECTS. 

Candidates  must  enter  for  two  (and  two  only)  of  the  following  subjects,  one  of  which  must  be  a  language. 

1.  — Latin  \ 

2.  — Greek        •    The  examination  will  consist  of  translation  of  passages  from  these  languages  into 

3.  — French      I        English,  and  from  English  into  these  languages,  and  questions  in  Grammar. 

4.  — German      [       A  candidate  will  not  be  permitted  to  pass  unless  he  does  satisfactorily  in 

5.  — Italian  Grammar  and  Composition  as  well  as  in  translation. 

6.  — Spanish  / 

7.  — Advanced  Mathematics. 

Algebra.  More  advanced  questions  on  the  subject  of  the  compulsory  paper,  including 
compound  interest ;  also  the  elementary  use  of  undetermined  co-efiicients.  The  simple 
elementary  infinite  series  (i-x)"»,  e,,  log.  (i-x),  sin.  x,  cos.  x,  and  their  use  in  approximate 
calculations  and  in  finding  the  "  slope  "  at  a  given  point  of  a  graph.  Elementary  algebraic 
geometry  of  line  and  circle. 

Geometry.    The  substance  of  Euclid  V.  (treated  algebraically)  and  VI. 

Trigonometry  up  to  and  including  the  solution  of  plane  triangles,  and  the  use  of  tables  and 
of  graphs.    (Acquaintance  with  the  use  of  the  sextant  and  theodolite  is  desirable.) 

8.  — Physics.  A  syllabus  of  each  of  these  Sciences  can  be  obtained  at  the  Offices  of  the  Institute. 

9.  — Chemistry.        The  subjects  referred  to  are  those  of  importance  in  ordinary  life.    To  make  their 

10.  — Biology.  study  and  the  knowledge  of  value,  the  subjects  mentioned  should  be  studied  as 

11.  — Geology.  *  far  as  possible  practically  and  thoroughly,  although  in  an  elementary  manner. 

12.  — Stenography.    This  examination  will  consist  of  dictation  during  eight  minutes  at  the  rate  of 

seventy  words  a  minute,  and  transcription  by  the  Candidates  of  their  notes.  The  Candidates' 
original  notes  and  transcripts  must  both  be  given  up  to  the  Examiner.  Any  recognised 
system  is  accepted. 

INTERMEDIATE  BXAMINATIONa  24tb  and  25th  May  1921. 
SUBJE<7rS  for  '   '  


{ 


PINAL  EXAMINATION,  31>t  May,  and  1st  and  2nd  June  1921. 


I.  /  Bookkeeping  and  Accounts  (including  Partnership  Accounts). 
Subjects  for  2.  I  Bookkeepingand  Accounts  (including  Executorship  Accounts). 
Intermediate    3.    1  Auditing.  [     Subjects  for 

Examination    4.       The  Rights  and  Duties  of  Liquidators,  Trustees,  and  Receivers.  I  Final 

I  The  Principles  of  the  Law  of  Bankruptcy  and  of  the  Law  (  Examination. 

^'    I      relating  to  Joint  Stock  Companies. 

^     I  The  Principles  of  Mercantile  Law  and  of  the  Law  of  Arbitra- 
*    I     tions  and  Awards. 
The  Council  do  not  recommend  the  use  of  any  particular  books  in  preparing  for  the  Examinations. 
FEES. — Payable  on  admission  to  the  Institute  and  afterwards. 

Country.  London. 

£  s  d 

On  Admission  as  an  Associate  . .  lo  lo  o 
On  Election  to  Fellowship  . .  . .  10  lo  o 
Annual  Subscription  of  Associates 

not  in  Practice      . .        . .        . .      i    i  o 

MOORGATE  PLACE.  LONDON.  E.C.2. 


£    9  d 


Annual  Certificate  Fees  of 

Associates  in  Practice  . .  i  i  o  22 
Annual  Certificate  Fees  of 

Fellows  in  Practice      ..33°  55 


